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HIGHLIGHTS

In the second quarter of 2015, Beijing’s Grade-A office
market continued to ease with increased vacancy and
a slight drop in rents. Average sales price dropped
2.7% quarter on quarter. However, there was no en-
bloc investment transaction in core business areas.

A tapering economic growth this quarter
has led to a continued slow-down in
Beijing’s Grade-A office market. Grade-A
office rents averaged RMB 369 per sqgm
per month, a slight drop of 0.6% quarter
on quarter. The average vacancy rate was
up 0.5 percentage point to 5.3% (see
Table 1).

In Q2, all new supply was in core areas
including Beijing Financial Street, CBD
and Zhongguancun, adding 276,204 sqgm
of prime office space to the market (see
Table 1).

Given the increased new supply, some
landlords offered rental incentives to
attract and retain quality tenants.

In Q2, the average sales price of
Grade-A office dropped 2.7% quarter on
quarter to RMB 52,001 per sgm, while
office yields increased slightly by 0.2
percentage point quarter on quarter to
6.3% (see Table 1).

We expect to see a total of 37,428 sqgm
of new prime office supply next quarter,
mainly in the East Second Ring Road and
Beijing Financial Street submarkets (see
Table 1).

Looking into the next quarter, we expect
to see average Grade-A office vacancy
increase further to around 6% and the
rents drop further as it takes time for the
market to absorb the new supply.

TABLE 1
Beijing Grade-A office monitor

Indicator Q2 2015 figure
New supply 276,204 sgm

Rent RMB 369 / sgm / month
Vacancy rate 5.3%

Capital value RMB 52,001 / sgm
Yield 6.3%

Source: Knight Frank Research

QoQ change (8;2%(1";)
4 269,743 sgm N
4 0.6% N
1 0.5 percentage point 2
4 2.7% N
1 0.2 percentage point N
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RENTS

In Q2, strong leasing demand for large
office space came mainly from financial
companies, law firms and energy and
technology related industries. In addition,
leasing demand from multinational
corporations rebounded in Q2, despite
their tighter budgets.

However, the rental picture was mixed.
Rents in both Lufthansa and the East
Second Ring Road recorded an increase
of 0.6% quarter on quarter due to a lack
of new supply. This has provided more
bargaining power for the landlords. On
the back of positive rental growth in the
two submarkets vacancy dropped 0.6
and 0.2 percentage points respectively
(see Table 2).

Rents in Beijing Financial Street, the
CBD and Zhongguancun submarkets fell
slightly by 1.2% on average, although
rents of the former two submarkets
remained the highest in the capital’s
prime office sector. The vacancy rates
rose slightly by 1.4 percentage points
in both Beijing Financial Street and the
CBD and by 0.7 percentage point in
Zhongguancun, as a result of the new
supply of prime office space in the
quarter (see Table 2).

Government policy supporting start-
ups from the tertiary industry as well as
incentives such as cuts in commercial
lending rates and bank reserve ratio will
help improve office market performance
in the near future.
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FIGURE 1
Beijing Grade-A office rental index
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TABLE 2
Beijing Grade-A office market indicators, Q2 2015
Rent o Vacancy rate
Submarket (RMB/sgm/ Rent(éaot‘:;ange Va;::; ey percentage point
month) change (QoQ)
CBD 410 4 1.0 6.0% ™1.4
Lufthansa 318 0.6 5.9% J 0.6
Financial o
1.4
Street 480 1.2 6.6% 0
East Second o
Ring Road 359 1 0.6 3.3% $ 0.2
Zhongguancun 310 1.3 6.0% ™07
Source: Knight Frank Research
TABLE 3
Beijing major Grade-A office leasing transactions, Q2 2015
I _— Rent
District Building Area (sqm) (RMB/sqm/month)
Chaoyang Wangjing SOHO 2,900 234
Chaoyang FFC 1,377 460
Haidian Raycom Infotech Park 1,236 350
Chaoyang Pangu Plaza 831 405

Source: Knight Frank Research
Note: All transactions are subject to confirmation



SUPPLY AND

In Q2, the new supply of prime office
space amounted to 276,204 sgm,
including the E9 project (54,581 sgm) in
Beijing Financial Street, Damei Central
Plaza (180,000 sgm) in the CBD’s
peripheral area and the AVIC | project
(41,623 sqm) in Zhongguancun (see
Figure 2).

In Q83, new prime office supply in the
capital is expected to reach a total of
37,428 sgm, including the Marriot Hotel
office conversion project (12,428 sqm)
in East Second Ring Road and Shoujian
Financial Centre (25,000 sgm) in Beijing
Financial Street.
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FIGURE 2
Beijing’s Grade-A office supply, take-up and vacancy rate
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SALES AND INVESTMENT

In Q2, the average sales price of Grade-A
office properties dropped 2.7% quarter
on quarter to RMB52,001 per sgm (see
Figure 3). The average Grade-A office
yield increased slightly by 0.2 percentage
point quarter on quarter to 6.3%.

The Grade-A office sales market in core
business areas remained quiet with no
en-bloc transactions.

Activities in the strata-titled sales
markets, such as Wangjing in Chaoyang
and Lize Financial Business District

in Fengtai, remained robust in some
emerging submarkets where the business
environment is gradually maturing with
improved supporting facilities and
connections to the city centre.

FIGURE 3
Beijing’s Grade-A office price index
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TABLE 4

Beijing major Grade-A office sales transactions, Q2 2015

District Building
Chaoyang

Source: Knight Frank Research
Note: All transactions are subject to confirmation

Poly Central Plaza

No. of units Area (sqm) Price (RMB/sqm)

14 23,880 52,142
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Knight Frank Research provides strategic advice, consultancy services and forecasting to a wide
range of clients worldwide, including developers and investors, as well as financial and corporate
institutions. All recognise the need for the provision of expert independent advice, customised to
their specific needs.
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