P ¥ Knight 3
D dAFrank i



STEADY RENTAL GROWTH IN
WANG JING AREA DRIVEN BY
INTERNET AND HIGH-TECH

COMPANIES

In the fourth quarter (Q4) of 2018, supply and demand of Beijing
Grade-A office market have slowed down. The deleveraging policy
and upgrade of Sino-US trade friction has led to a tightened financial
environment and has damaged market confidence to some extent.

According to the data from Beijing
Municipal Bureau of Statistics, Beijing’s
GDP reached RMB3,032 billion in 2018,
an increase of 6.6% year on year,

0.1 percentage point lower than that in
2017.

In 2018, the total new Grade-A office
supply was approximately 740,000 sgm,
an increase of 27% YoY. Amongst, the
new supply in Wangjing area accounted
for 41% of the total new supply, while

Lize business district accounted for 38%.

In Q4, the only new office project which
was completed was the Orient Financial
Centre, adding a total new Grade-A
office space of 55,003 sgm to the Beijing
Grade-A office market.

Toward the end of new year and the
Chinese Lunar New Year, most landlords
preferred to reduce the rents and offer
more incentives to facilitate more leasing
transactions. In Q4, the average rent

of Beijing Grade-A office decreased by
1.2% quarter on quarter to RMB380.6
per sgm per month, while the vacancy
rate increased by 0.5 percentage point
QoQ to 7.3%.

In this quarter, most leasing transactions
occurred in Wangjing. The demand for
new vacant spaces in Grade-A office

buildings is still dominated by the Internet
and high-tech companies. Furthermore,
the finance sector and professional
services sector were also active in Q4.

Under the circumstances of global
economic uncertainty, tightening
domestic financial policy and the
increasing difficulty in borrowing money
from local banks, the domestic investors
remained cautious, while overseas
investors became more active. AEW
Global Group acquired the North Building
of Hesheng International Tower in East
Second Ring Road area of Chaoyang
District; Gaw Capital sold the Pacific
Century Centre in Sanlitun to China
Visionary Management Consulting Co.,
Ltd.

Looking forward, as some projects which
were supposed to be completed in 2018
have been postponed to 2019, it can be
estimated that a number of new projects
will be completed in the first quarter (Q1)
of 2019. Therefore, we expect that the
Beijing Grade-A office rents to remain
stable and the vacancy rate to increase
by 1 percentage point QoQ in Q1 2019.

TABLE 1

Beijing Grade-A office market indicators

Indicator Q4 2018 figure
New supply 55,003 sgm

Rent* RMB380.6 / sgqm / month
Vacancy rate 7.3%

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

In Q4 2018, Grade-A office rents in
Beijing decreased by 1.2% QoQ to
RMB380.6 per sgm per month.

Affected by the closure of some P2P
companies, leasing transactions in
CBD slowed down. In Q4, the average
Grade-A office rents in CBD decreased
by 3.5% QoQ from RMB416.5 to
RMB401.9.

Toward the end of year and the Chinese
Lunar New Year, the leasing demand was
weakened and some landlords reduced
the rents slightly to secure more leases.
Therefore, the average rents of East
Second Ring Road, Lufthansa, Asian-
Olympic Area all decreased in Q4. The
average rent of East Second Ring Road
and Lufthansa decreased by 2.1% and
0.7% QoQ to RMB337.4 and RMB373.4
per sgm per month respectively. The
average rent in Zhongguancun remained
stable at RMB389.1 per sqm per month.

Supported by the demand from

Internet, high-technology and traditional
financial companies, the average rents
of Wangjing and Financial Street areas
increased slightly by 0.1% and 0.2%
QoQ to RMB298.7 and RMB648.3 per
sgm per month respectively. The average
Grade-A office rent in Financial Street
area still remained the highest among all
business districts.

In recent years, the rapid development
of the Wangjing area has brought a
continuous increase of Grade-A office
space in the region, attracting a large
number of high-quality enterprises to
settle in. The Internet, high-tech and

the fast-drowing co-working operators
have indicated strong interest in the
Wangjing area, attributed to the active
leasing transactions throughout the year.
As a result, the average Grade-A office
rents in Beijing showed downward trend
in Q4, the rents in Wangjing area still
demonstrated a steady growth.
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TABLE 2
Major Grade-A office sub-market indicators, Q4 2018
* Rent % Vacancy rate
Rent Vacancy f
Submarket change percentage point
(RMB / sqm / month) (QoQ) rate change (QoQ)
CBD 401.9 l 35 4.6% 103
Financial Street 648.3 102 0.4% l 05
Lufthansa 373.4 07 6.0% 116
East Second Ring Road 337.4 I 21 6.4% 1.4
Zhongguancun 389.1 PEN 0.2% 102
Asian-Olympic Area 355.4 ! 03 6.1% 23
Wangjing 298.7 101 11.9% 132
Note: Rent* refers to average effective rent
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q4 2018
District Building Tenant Area  Transaction
(sam) Type
Wangjing Ronsi%gﬁ?gnology SoYoung 15,300 New Lease
= Qiming International :
Wangjing Building Meituan 8,000 New Lease
éls;?‘:;l ¢ Area Pangu Plaza FunWork 8,000 New Lease
CBD World Financial Centre Sinopec 2,500 New Lease
Financial China Construction
Street Dreamsfount 35th Bank 5,261 New Lease
East Second Hatamen Plaza Ping An Health 2,500 New Lease

Ring Road

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




SUPPLY AND DEMAND

In Q4 2018, Orient Financial Centre
developed by Orient Group was officially
available for lease. It was the only new
project delivered in Q4, bringing 55,003
sgm of office space to Beijing’s Grade-A
office market. Located in Wangjing, the
27-storey office building has a total GFA
of 100,649 sgm with the above-ground
GFA of 60,000 sgm and a basement level
for retail use.

In Q4 2018, the overall vacancy rate of
Beijing Grade-A office increased slightly
by 0.5 percentage point QoQ to 7.3%.
As the postponed office developments
are anticipated to be completed in early
next year, we expect a supply peak to
occur in Q1 2019, and most of the new
developments being located in non-core
area. For example, in Wangjing area, the
Parkview Place and Universal Creative
Square are scheduled for completion in
Q1 2019.

Due to the policy of shifting Beijing’s
non-capital functions, we foresee that
the new supply of Grade-A office space
will be expanded to emerging business
districts in decentralised areas from the
city centre. Also, the office development
pipeline in the coming three years

is anticipated to be concentrated in
Beijing’s administrative Sub-centre —
Tongzhou.

FIGURE 2

Grade-A office supply, take-up and vacancy rate
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Internet and high-tech companies were
still the major driving forces in Q4 and
most of them preferred to lease space
in Wangjing area. While the financial
sector and professional services sector
were also active in Q4 and prefer to
stay in CBD and Financial Street area,
contributing over 60% of the absorbed
space in Q4.

INVESTMENT MARKET

In Q4 2018, domestic investors paid more
attention to operational performance

and appreciation in values due to the
increasing concerns caused by the
government’s deleveraging policy. On the
other hand, owing to the tightening credit
policies in China and the government’s
incentives to attract foreign investments,
the en-bloc sales sealed by overseas
investors have increased as a proportion
of total en-bloc sales in Beijing.

In Q4 2018, Beijing’s office investment
market was active. En-bloc investors
included overseas institutional funds and
domestic developers.

For example, in December, a joint
venture headed by AEW Global

Group acquired the North Building of
Hesheng International Tower for a total
compensation of RMB4.5 billion. The
north building of Hesheng International
Tower has a total GFA of 75,930 sqm,
including 56,160 sgm above ground
and 19,779 sgm underground. The
building is currently fully occupied by the
Headquarter of CITIC Bank.

One week after AEW completed its
acquisition, Gaw Capital sold the Pacific
Century Centre for a consideration of
RMB10.5 billion. The buyer was Beijing
China Visionary Management Consulting
Co., Ltd. The Pacific Century Centre has

In Q4, China Construction Bank leased
5,261 sgm of office space in Dreamsfount
35th, Financial Street area; Sinopec
leased 2,500 sgm of office space in
World Financial Centre of CBD; SoYoung
Technology Co., Ltd. leased 15,300 sqgm
of office space in Ronsin Technology
Centre, Wangjing.

a total GFA of 220,000 sgm, including
two office buildings with a total GFA of
61,000 sgm. The transaction was also
ranked the highest transaction price of
single-building sales in this year.

Beijing’s office investment market will
remain active in Q1 2019. Keppel Land
announced that it would acquire Beijing’s
Besunyen Tower for RMB550 million in
January of 2019. The building is located
in Haidian District and has a total GFA
of 12,000 sgm, including an 11-storey
building and some underground parking
lots. After completing the acquisition,
Keppel Land will own 100% of the
Besunyen Tower.
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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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