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HIGHLIGHTS

In the third quarter (Q3) of 2017, the vacancy rate in
Beijing’s Grade-A office market slightly rose by 0.2
percentage point quarter on quarter (Q-0-Q), while the
average rent increased by 0.8% Q-0-Q. In the quarter,
domestic corporations remained the key driving force
in the leasing market, while tenants from the finance,
Internet, high-tech, law and automobile sectors were
involved in major transactions. Three important en-bloc
office investment transactions were concluded in Q3.

In Q3 2017, new supply lifted the overall
vacancy rate in Beijing’s Grade-A office by
0.2 percentage point Q-0-Q to 7.3%. Driven
by stable demand, the rent averaged at
RMB374 per sgm per month, up by 0.8%
Q-0-Q (see Table 1).

Hengyi Tower in Asian-Olympic Area was
officially launched in Q3, bringing 75,000 sgm
of Grade-A office space to the market (see
Table 1).

Four office projects, located in Asian-Olympic
Area, Wangjing and Lize FBD submarkets
respectively, are expected to be completed

in Q4.

Investors were highly interested in Beijing’s
office properties. Three en-bloc office
investment transactions were concluded in
the quarter.

Ample Grade-A office supply from core

area of CBD and Lize FBD is expected to

be launched since 2018 and the average
vacancy rate in the capital city is estimated to
rise mildly in the short to medium term.

As a result, landlords will face greater
competition in the future. Some landlords are
expected to adjust their leasing strategy and
become more flexible in negotiations to retain
current tenants or attract potential tenants.

TABLE 1
Beijing Grade-A office monitor

Indicator Q3 2017 figure
New supply 75,000 sgm

Rent RMB374 / sgm / month
Vacancy rate 7.3%

Source: Knight Frank Research

Q-0-Q change (8:2%?;)
| 47.3% 7
1 0.8% N
1 0.2 percentage point 2
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RENTS

In Q3 2017, domestic corporations
remained the dominant driving force in
the leasing market, while demand from
multi-national companies was steady.
Tenants from the finance, Internet,
high-tech, law, professional services
and automobile sectors were involved in
several major new lease and relocation
transactions.

In the quarter, lifted by the quality new
supply, Asian-Olympic Area witnessed

a sharp increase in vacancy rate, up 3.3
percentage points to 19.1%. The average
rent there also rose by 1.2% Q-0-Q to
RMB349 per sgm per month (see Table
2).

The Wangjing submarket continued

to see robust performance in Q3,
underpinned by increasing demand
and strong absorption. With reduced
inventory the vacancy rate dropped
dramatically by 6.5 percentage points
Q-0-Q to 8.0%. Meanwhile, the rent in
Wangjing recorded a stable growth of
1.5% Q-0-Q to RMB275 per sqm per
month (see Table 2).

Financial Street retained the priciest
submarket in Q3, where the rents
reached RMB549 per sgm per month.
CBD submarket, on the contrary,
witnessed a slight drop in rent, down
0.3% Q-0-Q to RMB395 per sgm per
month (see Table 2).

The traditional submarkets, such as
Lufthansa, East Second Ring Road

and Zhongguancun experienced slight
decreases in vacancies, while the rents
there hovered at RMB346, RMB344 and
RMB335 per sgqm per month respectively
(see Table 2).

As numerous projects, mainly in the core
area of CBD and Lize FBD are scheduled
to come online from 2018 onwards,

the average vacancy rate in Beijing
Grade-A office market is estimated to
rise moderately and rental growth will be
constrained because of the large volume

of supply.
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FIGURE 1
Beijing Grade-A office rental index
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TABLE 2
Beijing Grade-A office market indicators, Q3 2017
Rent o Vacancy rate
Submarket (RMB/sgm/ Ren’(co/foc_:g:;mge VaF?aatr:a ey percentage point
month) change (Q-0-Q)

CBD 395 103 5.5% 101
Lufthansa 346 103 7.0% 102
Financial Street 549 102 2.2% { 0.1
East Second o
Ring Road 344 112 8.0% 1 1.0
Zhongguancun 335 - 3.1% 0.1
Asian-Olympic o
Area 349 112 19.1% 133
Wangjing 275 115 8.0% 165
Source: Knight Frank Research
TABLE 3
Beijing major Grade-A office leasing transactions, Q3 2017

I - Rent
District Building Area (sqm) (RMB/sqm/month)
CcBD China Overseas Plaza 802 365
CBD Beijing IFC 600 420
Financial Street The Excel Centre 1,500 620
Wangjing Indigo 2,358 295

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

Hengyi Tower in Asian-Olympic Area was

officially launched in Q3, offering 75,000 FIGURE 2 .
sqm of space to the market (see Figure 2). Beijing Grade-A office supply, take-up and vacancy rate

Four office projects, namely AVIC o0sam —Supply (LHS) = Takeup (LHS) | =—mVacancy Rate (RHS)
Capital Plaza (80,000 sgm) and Ronsin
Technology Center (130,000 sgm) in
Wangjing, China Overseas International
Center (48,700 sgm) in Asian-Olympic
Area and United Shanxi Merchants Tower
(85,600 sgm) in Lize FBD are scheduled
for completion in Q4 2017. 600
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Source: Knight Frank Research

INVESTMENT

Institutional investors continued to

show strong interests in acquiring FIGURE 3
Beijing office properties. Three en-bloc Beijing Grade-A office price index
office transactions were concluded 2003 Q1 = 100
in Q3, including two office buildings 240
acquired by Sino-Ocean Group from a 225
real estate portfolio of Bank of China 210
for an undisclosed consideration, 195
an office tower acquired by Beijing 180
Dongyi Tianzheng Investment from 165
Beijing Electronics Holding Co Ltd for 150
RMB336.6 million and the sale of Hopson 1%
Development Holdings’ Dongfangwenhua 120
Art Centre to Golden Harmony 1
Investments for RMB1.839 billion. %
* kklkiskEkER[kREERERE R BRIk ERERERRRERERE
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: Knight Frank Research

TABLE 4
Beijing major Grade-A office sales transactions, Q3 2017

Submarket Building ':?n.itzf Area (sqm) Pricseq(::;\/l B/
Dongcheng Taihua Office Tower 1 274 62,111
Fengtai GTFC Plaza 2 122 65,000
Chaoyang Ocean Crown 1 317 100,000

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