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INTERNET, HIGH-TECH
COMPANIES AND CO-WORKING
OPERATORS ARE MAJOR
DRIVING FORCES IN Q3

In the third quarter (Q3) of 2018, the Beijing’s Grade-A office market
was active, with many Grade-A office buildings being completed and
delivered. The overall stock of Grade-A offices increased by 1.6%
quarter on quarter (Q-0-Q), from 10.87 million sgm to 11.05 million
sgm. Office leasing transactions were active while major transactions
were concentrated in CBDs, Zhongguancun and Wangjing area.

In Q8, the new supply was mainly
concentrated in non-Core CBDs. COFCO
Landmark, East Bay International Centre
and Taiping Financial Centre together
brought 171,170 sgm of office space to
the market (see Table 1).

Due to limited new supply and strong
leasing demand in Core CBDs, the
average Grade-A office rent increased
slightly by 0.7% Q-0-Q to RMB385 per
sgm per month (see Table 1). Meanwhile,
new completions pushed up the overall
vacancy rate to 6.8%, 1.7 percentage
points higher than that of the previous
quarter (see Table 1).

The economic growth maintained steady
in Beijing in the first three quarters of
2018. According to the data from Beijing
Municipal Bureau of Statistics, Beijing’s
GDP in the first three quarters reached
RMB2,151.11 billion, an increase of 6.7%
year on year (Y-0-Y).

The tertiary industry has become the
main force for economic growth. In the
first three quarters, the tertiary industry
in Beijing increased by 7.2% Y-o-Y, a 0.5
percentage point higher than the GDP
growth rate in Beijing. The contribution
to economic growth of industries
including finance, information services
and technology services accounted for
63.3%. The added value of financial
sector reached RMB380.73 billion, an
increase of 7.3%.

Internet, high-tech companies and
co-working operators are the major
driving forces in taking up new Grade-A
office spaces in Q3. Over 65% of the
Grade-A office space available in Q3
was absorbed by the above-mentioned
companies. They were mainly active in
CBDs, Wangjing, Zhongguancun and
Shangdi areas.

In Q3, domestic developers remained
cautious about en-bloc investment
transactions. Allianz Real Estate acquired
a Grade-A office building named KaiLong
Zlink in Zpark, Haidian District, Beijing
from KaiLong and Goldman Sachs.

In terms of policies, the Beijing municipal
government issued “Catalogue of
Prohibitions and Restrictions on New
Industries in Beijing (2018 Edition)” on 26
September, 2018 and planned to make
large-scale limitations towards industries
in core areas. Therefore, it is becoming
more obvious that office buildings in core
CBDs will be in short supply. The average
rent in Beijing Grade-A office market is
expected to increase by 5% while the
vacancy rate will decline to 5% in the
coming year.

In Q4, it is expected that Grade-A
office market will face a supply peak.
New supply is mainly concentrated in
Wangjing and Lize, a new emerging
business district.

TABLE 1

Beijing Grade-A office market indicators

Indicator Q3 2018 figure
New supply 171,170 sqm
Rent* RMB385 / sgm / month
Vacancy rate 6.8%

Note: Rent* refers to average effective rent
Source: Knight Frank Research

Q-0-Q change (8::2%(1";)
N/A A
12.5% 2
1 1.7 percentage points A
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RENTS

Due to the limited new supply in Core
CBDs, the shortage of stock remains
the prominent theme in the Beijing office
market. In Q3 2018, Beijing Grade-A
office rents increased steadily by 2.5%
Q-0-Q to RMB385 per sgm per month
(see Table 1).

As one of the new emerging business
districts, new supply in the Wangjing
area increased in recent years, attracting
more premium companies and thus the
leasing activities in the area were active.
In Q8, the average Grade-A office rent

in Wangjing increased by 3% Q-0-Q to
RMB298 per sgm per month, the highest
in all business districts (see Table 2).

Due to the limited new supply and robust
demand, traditional business districts
like CBDs and Financial Street remained
stable in Q3, where the average rent
increased by 2.5% and 2.1% Q-0-Q

to RMB416 and RMB647 per sgm per
month respectively (see Table 2).

The average rent increased by more
than 1% Q-0-Q in other areas including
Zhongguancun and Lufthansa. The
demand from high-tech and TMT
companies raised the average office rent
in Zhongguancun to RMB389 per sgqm
per month, an increase of 2.2% Q-0-Q
(see Table 2). Boosted by the increasing
relocation demand from CBDs to
Lufthansa area, the average office rent in
the area increased by 1.3% to RMB376
per sgm per month in Q3 (see Table 2).
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FIGURE 1
Grade-A office rental indices
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TABLE 2
Major Grade-A office sub-market indicators, Q3 2018
. Rent % Vacancy rate
Submarket (RMB / :enr:t / month) change Va:;atr;cy percentage point
q (Q-0-Q) change (Q-0-Q)

CBD 416 125 4.3% 10.8
Financial Street 647 121 0.9% 11.3
Lufthansa 376 113 7.6% 12.3

East Second Ring Road 345 10.1 7.8% 1 3.8
Zhongguancun 389 122 0.4% 1 0.7
Asian-Olympic Area 356 104 6.1% 11.0
Wangjing 298 13.0 8.7% 11.9

Note: Rent* refers to average effective rent

Source: Knight Frank Research

TABLE 3

Major Grade-A office leasing transactions, Q3 2018

District Building Tenant Area Transaction

(sam) Type
Wangjing AVIC Capital Tower Shenzhou Fu 2,000 New Lease
CBD Fortune Plaza Phase One Krspace 5,400 New Lease
CBD World Financial Centre World Economic Forum 2,252 Renewal
Financial Chemsunny World Trade . .
Street Centre Sinochem Group 3,600 Expansion
.. Ronsin Technology Beijing Snowball

Wangjing Centre Information Technology 5,000 New Lease
ARSI e el e eme] SenseTime 10,500  New Lease
guancun Building

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



SUPPLY AND DEMAND

In Q3 2018, three new projects were
completed and delivered in the Beijing
Grade-A office market, bringing 171,170
sgm of office space to the market (see
Table 1).

In July, COFCO Landmark developed

by COFCO Corporation was officially
delivered. Located in Dongcheng District,
the development covers a land area of
13,030 sgm and a total gross floor area
(GFA) of 81,698 sgm with the above-
ground GFA of 52,120 sgm and one
basement level for retail use.

East Bay International Centre co-
developed by Beijing Urban Construction
Real Estate Exploitation Co., Ltd. and
Beijing Tianrun Land was opened in
August. Covering a total GFA of 63,000
sgm, East Bay International Centre is a
twin tower including Buildings A and B
with a total office GFA of 39,472 sgm
spanning 21 levels including 18 levels
above ground.

Located in Xuanwumen, Xicheng District

and developed by CPIC, Taiping Financial
Centre was completed in September and
currently has been almost fully leased out.

The overall vacancy rate in Beijing’s
Grade-A office market increased by 1.7
percentage points Q-0-Q to 6.8% due to
new completions in Q3 and the leasing
demand remained strong.

Internet, high-tech companies and
co-working operators have become

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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the major driving forces to absorb
Beijing’s Grade-A office space. In

terms of leasing transactions, Grade-A
office space absorbed by co-working
operators accounted for 35% of the
total absorbed space in Q3, while that
absorbed by Internet and high-tech
companies accounted for approximately
30%. In addition, the financial sector and
professional consulting services sector
were also active in the leasing market.

INVESTMENT MARKET

In the background of deleveraging, the
tightening credit market in China and

the increasing difficulty in borrowing
money from banks to corporations, many
domestic developers are facing high
liquidity risks caused by the shortage of
funds. Therefore, domestic developers
remained cautious about property
investment in Q3.

In the office investment market, high-quality
office projects in the existing stock market
are welcomed by investors due to a
wider range of choices and the potential
in value appreciation. We also notice

that foreign funds have returned to the
office investment market after years of
silence. The major reasons why foreign
funds being optimistic about domestic
investment market are the incentive
policies for foreign companies and the
confidence of foreign companies in
China’s economy.
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In Q3, co-working brand “Krspace”
leased 5,400 sgm of office space in
Fortune Plaza Phase One of CBD;

Beijing Snowball Information Technology
Co.,Ltd. leased 5,000 sgm of office space
in Ronsin Technology Centre, Wangjing.
SenseTime leased 10,500 sgm of office
space in Ideal International Building,
Zhongguancun.

Beijing’s office transaction market
remained active in Q3. Purchasers
included domestic developers and
overseas funds. For example, Allianz
Real Estate managed by Allianz

Group, a leader in insurance and asset
management from Germany, announced
in July that it acquired a Grade-A office
building named KaiLong Zlink in Zpark,
Haidian District, Beijing from KaiLong and
Goldman Sachs for RMB1.26 billion. The
office building with a total GFA of 31,426
sgm is now fully occupied.
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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.

EARANEDARZEHUIEEMLER, BEEZRERE. £HE. SRNAME LR KRR
W THBNABEES . FREAARIMNRESEFTERENEVFAMIZTRETSHINNEE.

RECENT MARKET-LEADING RESEARCH PUBLICATIONS
T HA T AR R S

o {iti o ggmanx o gaan
The Wealth Report Beijing Quarterly Shanghai Quarterly Chinese Outbound
6-Month Update Middle Report Office Q22018 Report Office Q32018 Real Estate
East LRSTRTME  DESTHTHERE  nvesiment Report
WERE018EMFM  po18:m—Fp 2018EE=FE Qotober

Knight Frank Research Reports are available at
HS B EKARIRE, BB AN KnightFrank.com/Research

%:[m] Follow us on Wechat

] KIEEBEREKS

> Scan the QR code and tune in to the latest property insights and research from Knight Frank.
Tl ARTRE, BN TRESEEANRESHRES.

© Knight Frank 315 2018

This document and the material contained in it is general information only and is subject to change without notice. All images are for
illustration only. No representations or warranties of any nature whatsoever are given, intended or implied. Knight Frank will not be liable
for negligence, or for any direct or indirect consequential losses or damages arising from the use of this information. You should satisfy
yourself about the completeness or accuracy of any information or materials.

This document and the material contained in it is the property of Knight Frank and is given to you on the understanding that such mate-
rial and the ideas, concepts and proposals expressed in it are the intellectual property of Knight Frank and protected by copyright. It is
understood that you may not use this material or any part of it for any reason other than the evaluation of the document unless we have
entered into a further agreement for its use. This document is provided to you in confidence on the understanding it is not disclosed to
anyone other than to your employees who need to evaluate it.

AXHRENETIRE—RAY, THENEEMAMERTEN. AEEFRB#ETHE. AXHHART. BESETEAERHARIE
fRo BEE AL AT E RS B S | BIRATINR, RHRBAAFT. FERNETHREER N TN TEIETLE.

AXHRENBRESE, ERENFEPONS, BEREWHBRG NIRRT, HZHARP. BT LAHEEL M-S, &
FESHEPEAMIL, EAATFUEAREERILENTIERS . AXHERTHBERATRETERE, KRS 5TMGILTHHARS,
AR BEEMAEE.

GLOBAL BRIEFING

For the latest news, views and analysis
on the world of prime property, visit
KnightFrankblog.com/global-briefing

RESEARCH & CONSULTANCY
R RS

David Ji £8 5 it

Director, Head of Research &
Consultancy, Greater China
EERKPERARREWHEES
+852 2846 9552
david.ji@hk.knightfrank.com

Regina Yang #51i 2

Director, Head of Research &
Consultancy, Shanghai

EEZR LBHAREAREE
+86 21 6032 1728
regina.yang@cn.knightfrank.com

Ocean Ruan Bti¥

Senior Manager, Research & Valuation,
Guangzhou

IR RMENBEREE

+86 20 3839 6408
ocean.ruan@cn.knightfrank.com

Martin Wong F Ji it

Associate Director, Research &
Consultancy, Greater China
AHREXMARER BSOS EIES
+852 2846 7184
martin.wong@hk.knightfrank.com

Cliff So 38

Executive Director, Agency &
Professional Advisory Services,
REPro Knight Frank, Taipei

B timE kY
P RE R BRI DEE
+886 2 8729 8770

cliff.so@repro.knightfrank.com

BEIJING OFFICE
ERBLE

Bernard Ong T &

Managing Director, Beijing &

Head of Project Management, China
BEELRE, k=

GEEEALE, HE

+86 86 10 6113 8011
bernard.ong@cn.knightfrank.com

Demi Zhu %k &if}

Director, Head of Office Services, Beijing
EERLEHARBBREHEE

+86 10 6113 8021
demi.zhu@cn.knightfrank.com

P Y Knight 3
DAFrank
& S

.‘ == Global


mailto:david.ji@hk.knightfrank.com
mailto:regina.yang@cn.knightfrank.com
mailto:ocean.ruan@cn.knightfrank.com
mailto:martin.wong@hk.knightfrank.com
mailto:cliff.so@repro.knightfrank.com
mailto:bernard.ong@cn.knightfrank.com
mailto:demi.zhu@cn.knightfrank.com
https://content.knightfrank.com/research/1527/documents/zh-chs/bei-jing-xie-zi-lou-shi-chang-bao-gao-2018nian-di-er-ji-du-5749.pdf
https://content.knightfrank.com/research/1001/documents/en/chinese-outbound-real-estate-investment-october-2018-5875.pdf
https://content.knightfrank.com/research/1001/documents/en/chinese-outbound-real-estate-investment-october-2018-5875.pdf
https://content.knightfrank.com/research/1634/documents/zh-chs/2018cai-fu-bao-gao-qiu-ji-ban-2018cai-fu-bao-gao-qiu-ji-ban-5902.pdf
https://content.knightfrank.com/research/1634/documents/zh-chs/2018cai-fu-bao-gao-qiu-ji-ban-2018cai-fu-bao-gao-qiu-ji-ban-5902.pdf
https://content.knightfrank.com/research/1520/documents/zh-chs/shang-hai-xie-zi-lou-shi-chang-bao-gao-2018nian-2018nian-di-san-ji-du-5941.pdf
https://content.knightfrank.com/research/1527/documents/zh-chs/bei-jing-xie-zi-lou-shi-chang-bao-gao-2018nian-di-er-ji-du-5749.pdf
https://content.knightfrank.com/research/1520/documents/zh-chs/shang-hai-xie-zi-lou-shi-chang-bao-gao-2018nian-2018nian-di-san-ji-du-5941.pdf

