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VACANCY RATE CONTINUES
TO INCREASE AMID SLOWING
ABSORBTION IN BEIJING
GRADE-A OFFICE MARKET

In the third quarter (Q3) of 2019, Beijing Grade-A office market was
lack of motivation, vacancy rate continues to increase due to the

slowdown of economic growth.

In Q3 2019, affected by the buffering period
of global economy, the average rent of
Grade-A office buildings decreased by 0.9%
QoQ to RMB 360 per sgm per month. The
market sentiment remained weak. Against
the downward pressure on rents, apart

from lowering asking rents and increasing
the proportion of commission fees, many
landlords have begun to focus on improving
the added value of buildings to attract more
tenants by providing better services and
more professional operations management.

In Q3, three Grade-A office buildings were
completed, bringing 338,011 sgm of office
space to the market. The vacancy rate
increased by 0.6 percentage point QoQ

t0 10.1%. In terms of leasing transactions,
the demand in the office market is still
dominated by the finance, Internet and hi-
tech sectors. Although several large leasing
transactions were recorded in Q3, the
overall market demand was still too weak to
absorb the increasing vacant space.

In Q3, Beijing’s office investment market
has rebounded from the previous two
quarters, with five en-bloc sales for a total

amount of over RMB12 billion. The main
transactions include: BBMG acquired Pangu
Plaza No.5 Office Building - the ‘Dragon
Head’ in North 4th Ring Road, Chaoyang
District for RMB5.187 billion; China Fortune
Land Development (CFLD) transferred the
Lize Project to Ping’An Life for RMB5.828
billion; Keppel Land China acquired the
Beijing Zhongguancun Shangdi NEO Project
for RMB 179 million.

Looking forward to the fourth quarter

(Q4), it is estimated that three projects

will be completed in the market. After the
completion of China Life Financial Centre
in the previous quarter, CITIC Tower is
expected to be completed at the end of
2019. Ping’An Financial Centre in Lize area,
Jinjia Plaza in Financial Street will also be
completed in Q4, bringing approximately
350,000 sgm office space to the market.
We expect that the vacancy rate will
continue to increase by 0.5 percentage
point in Q4, and average rents of Grade-A
office are expected to be under downward
pressure.

TABLE1

Beijing Grade-A office market indicators!

Indicator Q3 2019 figure QoQ change (g:t;%:;)
New supply 338,011 sgm 17128% Ve
Rent RMB360/sgm/month 1 0.9% N
Vacancy rate 101% T 0.6 percentage point Ve

Source: Knight Frank Research
I Rent refers to average effective rent
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In Q3, adversely affected by the economic
slowdown, the office rent continued its
downward trend with the average rent of
Grade-A office buildings in Q3 decreasing
by 0.9% QoQ to RMB360 per sgm per
month. Despite of the uncertain economic
environment, the QoQ decreasing rate

is slowing down due to the continuous
adjustment of the leasing strategy and the
upgrading of operations management made
by landlords. We expect that the rent will
slightly decrease then gradually stabiles in
the future.

However, in Q3, some positive signals
appeared with slight recovery in average
rents in both CBD and Lufthansa areas.
As a business district with the highest
office inventory, the average rent in CBDs
increased by 1.8% QoQ to RMB381.8

per sgm per month; the average rent in
Lufthansa area increased by 2.9% QoQ to
RMB375.9 per sqm per month.

The strong demand in the Internet and
hi-tech sectors pushed up the average rent
of Zhongguancun area by 0.2% and the
vacancy rate decreased by O.1 percentage
point QoQ. Affected by the economic
environment, the average rent in Financial
Street area fluctuated with a slight decrease
of 0.3% QoQ to RMB662.5 per sqm per
month. Thanks to the stable demand of
financial sector, the average rent in Financial
Street area was still the highest among all
business districts and the vacancy rates
have remained at low levels for a long
period, recording at 1.4% in Q3.

Three new projects were completed in
Olympic Games Village area in the last
three quarters. The recent continuous
increase in office supply has imposed huge
pressure on the absorption of office space.
Thus, the vacancy rate increased by 2.3
percentage points QoQ to 7.6%, bringing
more pressure on rental rebound. In Q3, the
average rent decreased by 3.4% QoQ to
RMB327.9 per sqm per month.
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TABLE2
Major Grade-A office sub-market indicators, Q3 2019
Rent % Vacancy rate
Submarket (RMB /':er: / mth) change Va;a;r;cy percentage point
q (QoQ) change (QoQ)
CBD 3818 118 8.9% T1.2
Financial Street 662.5 103 14% ©
Lufthansa 375.9 129 8.8% 105
East 2™
Ring Road 323.0 118 76% lo4
Zhongguancun 374.9 102 3.3% Lo
Olympic Games Village 3279 134 76% 123
Wangjing-Jiuxiangiao 2710 7 151% to7

Source: Knight Frank Research
M Rent refers to average effective rent

TABLE 3
Major Grade-A office leasing transactions, Q3 2019

Submarket Building Tenant
Beijing Yintai Jixiang

Centre Meicai

East 2 Ring RD

East 2 Ring RD Hatamen Plaza Universal Medical

Wangjing-

Jiuxiangiao AVIC Tower Samsung
o Hanwei International Rural Credit Banks Funds
Fengtai Plaza Clearing Centre
. Glory Star Financial .
Lize Towers Veolia
Yizhuang Guorui Plaza China Smarter Energy

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

In Q3 2019, three Grade-A office buildings
including Beijing Asia Financial Centre,
AVIC Technology Building in Olympic
Games Village area and Lize SOHO in Lize
area, were completed, adding 338,011 sqm
of new office space to Beijing office market
and pushing up the vacancy rate by 0.6
percentage point to 10.1%. It was reported
that Beijing Asia Financial Centre will be
occupied by the headquarter of Asian
Infrastructure Investment Bank (AlIB). As of
September 2019, the total stock of Grade-A
office in Beijing’s leasing market reached
approximately 10.44 million sgqm.

In Q3, the office leasing market recorded
several large-sized transactions, dominated
by strong demand from the Internet and
hi-tech sectors. There were rising demand
from the medical and energy sectors, while
demand from the financial sector was
stable. It is worth mentioning that Internet
Unicorn Company Mei Cai leased 21,282
sgm office space in Yintai Jixiang Centre

in East 2nd Ring Road area, which was the
largest leasing transaction in terms of gross
floor area in Q3. Furthermore, Universal
Medical leased 11,800 sgm office space in
Hatamen Plaza in East 2nd Ring Road area.
These large leasing transactions increased
both market activity and net absorption to
some extent. However, due to the continued

FIGURE 2
Grade-A office supply, absorption and vacancy rate
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economic slowdown, the overall demand in
the office market is still weak. The increasing
vacant space was still difficult to be absorbed
by the market in the short term due to the
lack of new lease and renewal requirements.
Many office buildings are facing the problem
of lower absorption rates.

Looking forward to Q4, the office projects in
Zhongfu Plot will gradually be launched in the
market. It is expected that CITIC Tower will

INVESTMENT MARKET

In Q3, Beijing’s office investment market
was active with five en-bloc sales recorded
for a total investment of over RMB12 billion.
Investors included domestic developers,
fund companies, trust companies and
overseas developers.

On 5 July, Hainan Airlines Holdings Co.,
Ltd. announced that it plans to sell its
subsidiary Beijing Guosheng to Zhuhai
Wanhoudamei Management Co.Ltd. for

a total consideration of RMB1.304 billion.
Wanhoudamei will hold the 100% equity

of Beijing Guosheng after the deal is
completed. The actual controlling party

of Wanhoudamei is Vanke, whilst Hainan
Airlines Building is the main asset of Beijing
Guosheng. Through this acquisition, Vanke
Group will own 75.1% equity of Hainan
Airlines Building. Located in East 3rd Ring

Road, Chaoyang District, the building
consists of two towers namely A and B with
a total GFA of 39,100 sgm.

On 31 luly, Beijing Capital Land announced
that it will transfer 35% equity of Beijing
Sunshine Garden Commercial Investment
Co., Ltd. to Beijing Ruiteng Sunshine
Property Management Co., Ltd. at a reserve
price of RMB385 million. Beijing Sunshine
Garden mainly holds the Sunshine Building
in Xicheng District, Beijing, and the actual
controller of Beijing Ruiteng Sunshine is
Daye Trust Co.,Ltd.

On 20 August, BBMG acquired Pangu Plaza
No.5 Office Building - the ‘Dragon Head’ for
RMB5.187 billion. The project is a 44-storey
landmark complex in the central area of
Olympic Park with a total GFA of 139,300 sgm.
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be completed in Q4. In addition, Jinjia Plaza
in Financial Street area and Ping’An Financial
Centre in Lize FBD with more than 350,000
sqgm of office space in total are also expected
to be completed soon. At present, the

office market is still lacking of momentum.
Therefore, as the new completions continue
to increase, we expect that the vacancy rate
to continue to rise by 0.5 percentage point
whilst the rents will fall slightly in Q4.

In the same month, CFLD transferred the
Lize project to Ping’An Life for RMB5.828
billion with a total planned construction area
of 216,100 sgm. After the completion of the
transfer, the project company entrusted
CFLD Management and developed on the
project site. This is the first time that CFLD
has tried to use the light asset model to
develop commercial office real estate.

On 2 September, Keppel Land China
acquired the Beijing Zhongguancun Shangdi
NEO Project for RMB 179 million. Shangdi
NEO is located in Shangdi Information
Industry Base, only 250 metres away from
the subway station. The whole five-storey
office building has a total leasing space of
4,241 sgm and will be leased to Distrii after
the renovation work is completed.
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GLOBAL BRIEFING

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