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BEIJING GRADE-A OFFICE
MARKET REACTIVATED DESPITE
DOWNWARD PRESSURE ON

RENTS

In the second quarter (Q2) of 2019, Beijing’s Grade-A office market
reactivated, but office rent was still facing downward pressure due to

the slowdown of global economy.

According to the data from Beijing Municipal
Bureau of Statistics, Beijing’s GDP reached
RMB1,521.25 billion in the first half of 2019
(1H 2019), an increase of 6.3% year on year
(YoY). Amongst, three prestigious tertiary
sectors including financial, information
services and technology services
contributed over 67% to the economic
growth. Beijing’s GDP grew by 6.3% YoY in
Q2, down 01 percentage point from Q1.

Adversely affected by the prospect of the
slowdown of global economy, the average
Grade-A office rent in Beijing dropped

for the fourth consecutive quarter. With

the office rents continued to decrease,
landlords adjusted their leasing strategies
to provide more flexibility to tenants in order
to maintain stability. The office leasing
volume rebounded in Q2, but the office
rents were still facing down pressure.

In Q2 2019, two Grade-A office buildings
were completed, bringing 170,234 sgm of
office space to the market and pushing up
the vacancy rate slightly by 0.6 percentage
point QoQ to 9.5%. The majority of Grade-A
office leasing demand was coming from the
financial, high-tech and Internet sectors.

In the second half of 2019 (2H 2019), several
new projects are expected to commence
operation in Beijing’s Grade-A office market.
Newly-built office buildings will mainly
concentrate in CBD Zhongfu Plot, Olympic
Games Village area and Lize Financial
Business District. It is anticipated that there
will be approximately 700,000 sgm of new
office space to be added, pushing up the
vacancy rate slightly but the rents will be still
under downward pressure.

TABLE1

Beijing Grade-A office market indicators!™"”

Indicator Q22019 figure
New supply 170,234 sgm
Rent RMB363.3/sgm/month
Vacancy rate 9.5%

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

QoQ change (g;t;%:g)
T 44% 2
115% N
1 0.6 percentage point A

2 Figures in Q2 2019 report are not directly comparable with those in previous reports due to the quarterly basket

adjustment of our database.
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In Q2, affected by the slowdown of
economic growth, most companies started
to reduce the number of staff and to shrink
office size through internal consolidation

to cut occupational cost and assure stable
operations. On the other hand, landlords
were under pressure in Q2, so they offered
more favourable incentives with more room
for negotiation in order to retain existing
tenants and attract new tenants. Therefore,
the average rent of Grade-A office buildings
in Q2 decreased by 1.5% QoQ to RMB 363.3
per sgm per month.

Office buildings in CBDs, a business
district with the largest stock of Grade-A
office space in Beijing, faced more
intensive competition and pressure on
absorption rate. Landlords had to grant
more preferential terms to secure leases.
As a result, Grade-A office rent in CBDs
decreased by 2.7% QoQ to RMB375.0 per
sgm per month.

The average rents of both Lufthansa and
East 2" Ring Road areas were trending
downwards, with decreases of 3.2% and
01% QoQ to RMB365.1 and RMB328.9 per
sgm per month respectively.

Thanks to the stable demand from financial
sectors, the average rents in Financial
Street area increased by 0.4% QoQ to
RMB664.4 per sgm per month. The average
rent in Financial Street area was still the
highest among all business districts and the
vacancy rate remained at low level for a long
period, recording 1.4% in Q2.
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TABLE 2
Major Grade-A office sub-market indicators, Q2 201912

Submarket (RM BIZ::: /mth) ::: rtI;y; Va::ae;r;cy pe‘:ta:(e:ﬁ?:ger :toei nt
(QoQ) change (QoQ)

CBD 375.0 lar 76% 108
Financial Street 664.4 104 14% ©
Lufthansa 3651 132 8.4% 103

Ef:; 2 3289 101 8.0% 110
Zhongguancun 374.2 124 3.4% 116
Olympic Games Village 339.3 1.0 5.4% 104
Wangjing-Jiuxianqiao 266.8 110 14.4% 105

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

2 Figures in Q2 2019 report are not directly comparable with those in previous reports due to the quarterly basket

adjustment of our database.

TABLE 3

Major Grade-A office leasing transactions, Q2 2019

Submarket Building

BFS CPIC Plaza

CBD Samsung Tower
East2 Ring RD Easyhome Plaza
Lufthansa Central Park Plaza
oGV Tianyuan Xiangtai Tower
Wangjing- Ronxin Technology
Jiuxiangiao Centre

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

Tenant

China EverBright Trust

Sino-Ocean Group

AIA

Kunlun Health

ICBC

Hite Vision Co., Ltd

Area
(sqm)

10,000
34,000

7,600
7,200
4,400

5,500

Transaction
Type

New Lease
New Lease

New Lease
New Lease

New Lease

New Lease



SUPPLY AND DEMAND

In Q2 2019, two Grade-A office buildings,
including China Life Financial Centre and
Beijing mTower, were completed in Beijing.
China Life Financial Centre was the first
project completed in CBD Zhongfu Plot with
a total GFA of 162,000 sgm; Beijing mTower
is located in Lize Financial Business District
with a total GFA of 51,234 sqm. As of June
2019, the Grade-A office stock in Beijing’s
leasing market reached approximately 101
million sgm.

In Q2, the overall vacancy rate of Beijing
Grade-A office increased by 0.6 percentage
point QoQ to 9.5%. New supply has

been the major factor contributing to the
increasing vacancy rate: new completions
pushed up the vacancy rate; The
commencement of operation of some new
high-quality Grade-B office buildings led

to slower absorption rate of Grade-A office
spaces. In terms of leasing transactions,
the Beijing Grade-A office leasing market
rebounded in Q2. The net absorption
reached 90,000 sgm in Q2, about three
times higher than that of Q1. In TH 2019, the
net absorption of Beijing Grade-A office
market was approximately 120,000 sgm.

The office market recorded a good number
of leases in Q2, with financial companies,
Internet and high-tech companies being
the major demand drivers. In particular,
insurance, fund and trust companies in the

Net absorption (lefty ——Vacancy Rate (right)
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financial sector were active in Q2. China
EverBright Trust leased 10,000 sgm at
CPIC Plaza in the Financial Street area; AIA
Group leased 7,600 sqm at Easyhome Plaza
in East 2" Ring Road; HiteVision Co., Ltd
leased 5,500 sqgm at Ronsin Technology
Centre in Wangjing-liuxiangiao area.

Looking forward to the second half of 2019 (2H
2019), we expect that several new Grade-A
office projects will be completed in Beijing. It
is estimated that over 700,000 sgm of new
office space will be added to the market. New

INVESTMENT MARKET

In Q2, the Beijing office investment market
did not record any transactions in the

core area, but a sales transaction was
recorded in the emerging area Tongzhou.
Bank of China Group Investment Limited
purchased the C-01 office building of
Tongzhou R&F Centre for RMB3.0 billion.
The project is located in the Yunhe core

area of Tongzhou with a total GFA of
60,215 sgm.

In recent years, due to the increasing
uncertainty of the future returns of
traditional assets, investors started to
shift their focus to emerging assets such
as tourism and healthcare real estate.

2015 2016 2017 2018 19Q1-Q2

supply will concentrate in CBD Zhongfu Plot,
Olympic Games Village area and Lize Financial
Business District. As an area with the majority
of new supply, new completions in CBD
Zhongfu Plot may bring pressure on rental
growth in CBDs; a small supply peak in Lize

in the 2H 2019 will push up the vacancy rate
and the absorption in Lize would slow down.
Therefore, it is expected that the average rent
of Beijing Grade-A rents would continue to
decrease and vacancy rate would increase
slightly due to new completions.

In the era of Internet and high-tech, the
need of big data and artificial intelligence
calls for the emerging of Data Centre. In
Q2, People’s Network Co., Ltd. acquired
the ChinaCache Atecsys Data Centre for
RMB252 million, which is located in Shunyi
District with a total area of 10,248 sgm.
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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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