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BEIJING ADDED MORE THAN
100,000 SQM OF GRADE-A

OFFICE SPACE

In the first quarter (Q1) of 2019, the leasing demand of Beijing’s
Grade-A office market softened and imposed pressure on rental

rebound.

Since the second half of 2018, Beijing’s GDP
growth slowed down and decreased by 0.1%
YoY to 6.6%. As this trend continued in Q1
2019, more multinational companies were
trying to achieve stable operations through
reducing their rental budgets. Therefore,

the average Grade-A office rent in Beijing
dropped 1.3% QoQ to RMB375.7 per sqm
per month in Q1.

In Q1, two Grade-A office buildings were
completed, bringing over 100,000 sgm of
office space to the market and pushing up
the vacancy rate slightly by 0.6 percentage
point QoQ to 8.9%. Grade-A office leasing
demand was mainly from high-tech and
Internet companies. The demand from
traditional financial institutions remained
stable.

In Q1, overseas investors were active in the
en-bloc property investment market. The
draft Foreign Investment Law was approved
during the 13th National People’s Congress
and People’s Political Consultative
Conference, providing stronger protection
and a better business environment for

overseas investors who invest in China.
The relaxation of foreign ownership limits in
China’s financial services sector will attract
more foreign investments and further
boost the office leasing market activities.

It is expected that foreign investors will
dominate in the en-bloc property sales,
and play an active role in the Beijing office
market.

Looking forward to 2019, we foresee a small
new supply peak in Beijing’s Grade-A office
market. Apart from the CBD Zhongfu plot
projects, most of new supply in the core

business districts will be renovated projects.

Newly-built office buildings will be mainly
concentrated in the Lize Financial Business
District. The rise of Lize is expected to
diverse some leading demand from the
Financial Street area, providing financial
companies with more space options. In the
second quarter (Q2), it is estimated that
more than150,000 sgm of new office space
will add to the market, the vacancy rate will
slightly increase but the rent will remain
stable.

TABLE1

Beijing Grade-A office market indicators

Indicator Q12019 figure
New supply 117,929 sgm

Rent* RMB375.7 / sqm / month
Vacancy rate 8.9%

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

QoQ change (ggtzlcac;ls)
T 114% A
1 1.3% ©
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RENTS

In Q1 2019, the softened leasing demand
led to a lower average Grade-A office rent
at RMB375.7 per sgqm per month, down 1.3%
QoQ.

As a business district with a large proportion
of foreign companies, the average rent in
CBDs decreased by 2.1% QoQ to RMB393.6
per sgm per month amid the expected
slowdown in global economy.

Situated adjacent to CBDs, Lufthansa

area is favored by occupiers due to higher
accessibility and cheaper rents, undertaking
the leasing demand from core areas.
Therefore, the average rent in Lufthansa
area increased by 2.7% QoQ to RMB 383.3
per sgm per month in Q12019.

Influenced by the domestic and foreign
economic environment, Wangjing-
Jiuxiangiao area was less active in Q1.
New office spaces that were added to

the market in Q4 2018 and Q12019 are
facing the problem of a slowing rate of
absorption. Thus, the vacancy rate in
Wangjing-Jiuxiangiao area increased by 2.7
percentage points QoQ to 14.6% and the
average rent decreased to RMB 270.9 per
sgm per month, down 0.9% QoQ.

Supported by the stable demand from the
Internet and traditional financial companies,
the average rents in Financial Street and
Zhongguancun areas increased by 3.7%
and 2.8% QoQ to RMB672.3 and RMB400.0
per sgm per month respectively. The
average rent in Financial Street area was
still the highest among all business districts.
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FIGURE 1
Grade-A office rental indices
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TABLE 2
Major Grade-A office sub-market indicators, Q1 201912
Rent % Vacancy rate

Submarket (RMB /';:':; / mth) c(l(\)a:g)e va:?t:cy pirrc‘:::;:%’g ggi)nt
CBD 3936 1241 6.8% 122
Financial Street 672.3 137 1.3% 109
Lufthansa 383.3 127 8.6% 126
P 3357 los  69% 105
Zhongguancun 400.0 128 1.8% 116
Olympic Games Village 3427 136 5.0% 111
Wangjing-Jiuxiangiao 270.9 109 14.6% 127

Source: Knight Frank Research

M Rent refers to average effective rent

12 Figures in Q12019 report are not directly comparable with those in previous reports due to the annual basket
adjustment of our database.

TABLE 3
Major Grade-A office leasing transactions, Q12019

Area Transaction

Global Trade Centre New Lease

Submarket Buildin Tenant

9 (sam) Type
CBD Landgent Centre McDonald’s 2,415 New Lease
Wangjing- ’
liuxiangiao One Indigo Alcon 4,100 New Lease
Olympic North Star Century
Games Village Center Longfor 15,000 New Lease
Olympic Yunnan Technology and 1957

Games Village Business University

Beijing Lianhang Network
Technology Co., Ltd.

Lize AZIA Centre ShineWing 10,765 New Lease

Lize AZIA Centre 3,800 New Lease

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



SUPPLY AND DEMAND

In Q12019, Parkview Place in Wangjing-
Jiuxiangiao area and Cheng’ao Building

in Olympic Games Village area were
completed, bringing 117,929 sqgm of new
office space to the market. Parkview Place
is a 27-storey hotel renovation project with
a total GFA of 48,000 sgm. Cheng'ao
Building is a newly-built office project with a
total GFA of 69,929 sgm. The total Grade-A
stock in Beijing’s office leasing market
reached 9.8 million sgm by the end of
March in 2019.

In Q1, the overall vacancy rate of Beijing
Grade-A office increased slightly by

0.6 percentage point QoQ to 8.9%. The
reasons for the increasing vacancy rate
are as follows: first, some state-owned
companies were merged and tended to
leave core CBDs or move to the city sub-
centre Tongzhou, pushing up the vacancy
rate in core CBDs to a higher level; second,
due to good accessibility and lower rents,
the Grade-A office buildings in non-core
areas have received increasing attention
from occupiers; third, some high-quality
Grade-B office buildings in non-core areas
also attracted a number of Grade-A office
occupiers.

Internet and high-tech companies were the
major driving forces in the office leasing
market, securing many leases of small-
sized units in Q1. In addition, the leasing

FIGURE 2

Grade-A office supply, absorption and vacancy rate
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demand from the real estate sector was
strong. Longfor Property leased 15,000 sgqm
of office space in North Star Century Centre
in Olympic Games Village area. In Q1, major
leasing transactions also included Alcon
leasing 4,100 sgm of office space in One
Indigo in Wangjing-Jiuxiangiao area; Beijing
Lianhang Network Technology Co., Ltd
leasing 3,800 sgm of office space in AZIA
Centre in Lize Financial Business District.

In the second half of 2019, the new supply

INVESTMENT MARKET

In Q1, Beijing’s office investment market
was active. Purchasers are mainly overseas
institutional investors and state-owned
enterprises.

On 7 January, ICBC set up offshore fund

with Sino-Ocean Group to acquire Office
Park for RMB5.38 billion. The Grade-A office
building is located in CBD with a total GFA of
212,946 sgqm.

On 12 March, YILI Group announced that it
planned to purchase No.18 office building of
Beijing Nord Centre Phase Ill for RMB 1.87
billion. Located in Fengtai Technology Park,
the project has a total GFA of 35,300 sgm.

On 28 March, Ascent Real Estate Investors
and Sigma Delta Partners Investment,
together with overseas institutional
investors including Partners Group acquired

will be concentrated in Lize Financial
Business District, Yizhuang and the city
sub-centre Tongzhou. Lize Financial
Business District will be the second financial
centre which gathers a large number

of financial companies. Beijing Daxing
International Airport will come into operation
on 30 September 2019, which will enhance
the activity in the surrounding business
areas and drive up rents in Yizhuang and
Lize Financial Business District.

Dinghao Building for RMB 5.72 billion.
Located over Zhongguancun Subway
Station, the large-scale commercial
complex is of 98,747 sqm.
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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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