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HIGHLIGHTS

Beijing recorded 7.0% year-on-year Gross Domestic Product (GDP) growth
during the first quarter of 2012, reflecting a slowdown in economy due to macro
control measures over the real estate, car and industrial sectors. However, the
8.0% GDP growth target for 2012 is still deemed achievable for Beijing.

. Two new Grade-A office developments, with a total gross floor area (GFA) of
80,000 sq m, were delivered in the vicinity of the Lufthansa area. With
international and domestic corporations continuing to expand their business in
Beijing, net absorption of Grade-A offices amounted to 133,588 sq m in the first
quarter, dragging the overall vacancy rate down 0.7 percentage point to 3.5%.

. Office landlords continued to raise asking rentals with demand for Grade-A
office space from international and domestic corporations remaining steady,
while there is increasingly limited space to lease. The average Grade-A offices
monthly rent rose by 12.5% to RMB362 per sq m in the first quarter of 2012.
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. Both strata-title office supply and sales slumped amid the off-season quarter.
The average selling price declined by 3.1% to RMB31,511 per sq m as most office
units sold in the quarter were located in emerging rather than prime
commercial locations .

. China’s macro economy is likely to experience a soft landing in 2012. Demand
for Grade-A offices will remain steady. Decreasing vacancy rates will continue
to drive up rents. However, following record levels of rental growth last year, it
is anticipated that rental increases will slow down gradually. The strata-titled
office sales market is expected to warm up, thanks to strong demand from

international and domestic corporations and investors.
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Beijing’s economy growth
further slowed with the rate
remaining stable during
the first quarter of this year
due to macro control
measures. It is likely to
rebound in the second
quarter.
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Macroeconomic Indicators

Beijing’s GDP stood at RMB376.2 billion in the first
quarter of 2012. Despite slower year-on-year growth of
7.0%, this is a consecutive fall largely caused by macro
control measures over the real estate, car and industrial
sectors. However, it is expected that Beijing will still
realise the 8.0% year-on-year GDP growth target in
2012.

Beijing’s fixed asset investment rose by 15.2% year on
year to RMB93.6 billion in the first quarter, of which real
estate investment stood at RMB45.2 billion,
representing slower growth due to Beijing’s strict home-
buying restrictions. Meanwhile, Beijing continued to
make great efforts to gear up affordable housing
development, which had the effect of stimulating
investment growth by 29.3% year on year to RMB11.2
billion.

In the first quarter of 2012, Beijing’s import and export
value was 12.3% up when compared to the same period
last year to US$102.4 billion. However export value grew
only 4.0% to 12.1 billion, being adversely affected by
slack external demand. The utilised FDI of Beijing
steadily grew 18.8% year on year to RMB2.1 billion.

Economic indicators, Q1 2012
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Demand for Grade-A
offices from international
and domestic companies
remained steady. The
overall vacancy rate is
expected to continue the
downslide.
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Supply and Demand
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Beijing Grade-A office supply, take-up and vacancy
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Sun Palace Building and Guancheng Plaza in the vicinity
of the Lufthansa area were delivered into market in the
first quarter, providing a total gross floor area of 80,000
sq m. Good quality office developments in non-core
areas are increasingly becoming an important source of
Grade-A office supply, including Guohai Plaza to be
handed over in the second quarter.

Although the sovereign debt crisis remains in the Euro
zone and China’s economy growth is retracting,
international companies, including those from the
manufacturing and consultancy industries, continued to
seek to expand their businesses in Beijing. Moreover,
domestic companies, including those from the
financing, consultancy and media industries, remained
active in the office leasing market. Net take-up of
Grade-A office space amounted to 133,588 sq m in the
first quarter and overall vacancy rate further edged
down by 0.7 percentage point to 3.5%. Although the net
absorption slowed down, overall vacancy rate is likely to
continue with the downtrend due to limited supply.

From the submarket perspective, the vacancy rate in the
CBD area further dropped to a 4.9% new record low,
while the Beijing Financial Street and Zhongguancun
areas continued to see low availability of office space.
The Lufthansa area saw vacancy increase by 1.8
percentages points to 6.9% due to new supply, while
the vacancy rate in the East Second Ring Road area
edged up to 2.5%.
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Office landlords continued
to raise rental levels amid
strong demand and low
availability. However, rent
growth is likely to slow
down.
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Demand for Grade-A office space from international and
domestic companies remained steady. This coupled
with very low vacancy rates to create a strong
“landlord’s market”. Office landlords, especially those
of premium buildings in prime central commercial
areas, continued to raise asking rents. The average rent
of Beijing’s Grade-A offices climbed by 12.5% quarter on
quarter to RMB362 per sq m per month in the first
quarter of 2012.

All submarkets achieved significant rent increases in
the first quarter, with the average rents in Beijing
Financial Street and the CBD area hitting new record
highs of RMB461and RMB403 per sq m per month
respectively. With limited space to lease, tenants
remained in a disadvantageous position during tenancy
negotiations, encouraging some companies to migrate
to emerging areas upon tenancy renewal or when
considering office expansion.

Prime office market indicators, Q12012
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The office sales market
slumped in the off season,
but demand for office
property remained strong.
Sales are expected to
rebound in the following
quarters.
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Sales and investment

Both strata-title office supply and sales slumped in the
quarter, partially due to its being an ‘off-season’ and the
effects of the Chinese New Year holiday. Only 220,559
sq m of Grade-A and Grade-B office developments
received pre-sale consents in the first quarter, down by
62.4% from the previous quarter. Sales volume dropped
by 72.9% to 83,760 sq m. As most transacted office
units were located in suburban areas in the first quarter,
the average selling price declined by 3.1% to RMB31,511
per sq m.

Many domestic and international corporations became
more eager to buy office properties for self-use or
investment, rather than accepting continual rental
increases. Individual investors were also actively
shifting to the commercial property market from
residential markets due to strict home-buying
restrictions. Emerging commercial areas witnessed
robust office sales, with Wangjing SOHO and Noble
Centre selling 24,095 sq m and 10, 859 sq m of office
space respectively. In addition to this, some premium
Grade-A office developers began to sell small portions
to realise high investment returns while property values
were relatively high.

As Beijing Grade-A office market rents will remain on the
uptrend, demand in the office sales market is likely to
become more robust in the future. With Beijing’s
implementation of strict regulations to prevent
developers from selling commercial units as residential
units, emerging commercial areas may see abundant
office supply in the future and office sales are expected
to rebound in the following quarters.
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Beijing primary Grade-A and Grade-B office sales and prices
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Selected office leasing transactions, Q12012
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Selected office sales transactions, Q12012
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An economic soft landing
is likely for China in 2012.
The Beijing Grade-A office
market is set to see steady
demand, which will further
drag down the vacancy
rate and keep rentals on
the uptrend.
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Outlook

Although the economy growth in China and Beijing
slowed in the first quarter of 2012, they are likely to
bottom out and remain stable in the near future. The
Central Government is prudentially fine-tuning macro-
regulation policies by utilising flexible credit and fiscal
policies to promote continual economy growth. In the
real estate sector, the government has pledged to fuel
self-use home purchasing and affordable housing
development, while sticking to strict property regulation
policies, aiming to avoid sharp declines in real estate
investment. In general, there is only a very slim chance
for China to experience an economic hard landing and
the economy is anticipated to recover in the second or
third quarter this year.

With a positive outlook for China’s economic growth,
Beijing’s Grade-A office market is set to see steady
demand from international and domestic corporations.
During the following quarters of this year, Guohai Plaza,
Borui Plaza, Fortune Resource International Centre D1 &
D2 and other developments are planned to be delivered,
providing a total GFA of 398,948 sq m. Several of them
are located in the CBD and Beijing Financial Street
areas, which could help ease the supply shortage to
some extent, nevertheless vacancy rates will remain low
in prime areas.

However, given that many developments in the pipeline
have achieved considerable tenancy during their
preleasing, such limited supply is unlikely to meet the
strong demand and the overall vacancy rate is predicted
to decline further. Thus, office rents will remain on an
uptrend, but the growth rate may slow down as rents
have continuously set new record highs.
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