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HIGHLIGHTS

In the first quarter (Q1) of 2015, Beijing’s Grade-A office
rents dropped a further 0.5% quarter on quarter, while
the average vacancy rate rose 0.1 percentage point

to reach 4.8%. The market witnessed an increase

in new office leasing demand from domestic finance
and insurance as well as high-tech companies, while
demand from the energy and manufacturing industries

declined.

Grade-A office rents in Beijing averaged
RMB371 per sgm per month in Q1, a
slight drop of 0.5% quarter on quarter.
The average vacancy rate was up by 0.1
percentage point to 4.8%.

In Q1 2015, a large volume of new supply
was launched in the Wangjing area,
providing 435,947 sgm of prime office
space to the market. In addition, another
two new projects were released to the
Zhongguancun and Olympic business
areas, together adding approximately
110,000 sgm of office space to the total
stock.

Most of the monitored prime office
submarkets witnessed a drop in rents
and an increase in vacancy rates in

Q1. The historically high level of rents
in prime areas has somewhat limited
the room for further rental growth in the
easing economy, weakening landlords’

expectation for higher rents.

In Q1, the average transaction price

of Grade-A office properties dropped
2.2% quarter on quarter to RMB53,443
per sgm, while office yields decreased
slightly by 0.6 percentage point quarter
on quarter to 6.2%.

In Q2 2015, new prime office supply in
the capital is expected to total 79,581
sgm, including Shouijian Financial Centre
(25,000 sgm) and E9 project (54,581 sgm)
on Beijing Financial Street.

In Q2 2015, the average Grade-A office
vacancy rate in Beijing is expected to
increase further to around 5% and rents
will continue to trend downwards as it
takes time for the market to fully absorb
the large volume of new supply released
in Q1.

TABLE 1
Beijing Grade-A office monitor

Indicator Q1 2015 figure
New supply 545,947 sgm

Rent RMB 371 / sgm / month
Vacancy rate 4.8%

Capital value RMB 53,443 / sgqm
Yield 6.2%

Source: Knight Frank Research

QoQ change (8;2%?;)
1 376,997 sgm N
4 0.5% N
M 0.1 percentage point 2
4 2.2% N
1 0.6 percentage point N
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RENTS

In Q1 2015, domestic finance and
insurance as well as high-tech companies
were anchor tenants for new lettings.
Market demand from the domestic media
industry also expanded, particularly in
prime office submarkets. Meanwhile,
letting demand from the energy and
manufacturing industries declined.

Most of the monitored prime office
submarkets witnessed a drop in rents,
except Beijing Financial Street where
rents remained stable and Zhongguancun
which recorded a slight rise of 0.6% in
rents.

Rents in Beijing Financial Street remained
at RMB486 per sgm per month. With an
absence of supply in Q1, demand for
prime office space in this area was stable
with relatively slow tenants’ turnover.

Zhongguancun was the only submarket
that recorded a positive growth in rents in
Q1. Demand in Zhongguancun had been
sustainable from information technology
and high-tech companies motivated by
favourable government policies such as
tax preference.

The CBD, Lufthansa and East Second
Ring Road all witnessed a slight drop
in rents. In the three submarkets, the
historically high level of rents limited
the room for further rental growth in the
easing economy, weakening landlords’
expectation for higher rents.
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FIGURE 1
Beijing Grade-A office rental index
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TABLE 2
Beijing Grade-A office market indicators, Q1 2015
Rent o Vacancy rate
Submarket (RMB/sgm/ Rent(c/;aocg!)ange Va;:tr; ey percentage point
month) change (QoQ)
CBD 414 J 0.8 4.6% ™18
Lufthansa 316 L 1.8 6.5% T™1.8
Financial 486 o 5.0% 136
Street
East Second o
Ring Road 357 1.1 3.5% ¢ 0.8
Zhongguancun 314 T 0.6 5.3% ™1.4
Source: Knight Frank Research
TABLE 3
Beijing major Grade-A office leasing transactions, Q1 2015
I _— Rent
District Building Area (sqm) (RMB/sqm/month)
China World Trade
Chaoyang Centre Tower llI 700 670
Chaoyang World Financial Centre 3,500 420
Chaoyang Kerry Centre 354 390
Chaoyang SK Tower 2,600 320

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



SUPPLY AND

In Q1 2015, a large volume of new offices
was launched in the Wangjing area,
namely Beijing POSCO Centre (80,000
sgm), Chengying Centre (141,374 sqm),
Poly International Building (61,000 sgm),
Wangjing SOHO (123,573 sgm) and NUO
Centre (30,000 sgm).

In addition, Raycom Infotech Park Tower
B (60,000 sgm) in the Zhongguancun
submarket and Kaiyuan International
Plaza (50,000 sgm) in the Olympic
business area were also launched.

DEMAND

FIGURE 2
Beijing’s Grade-A office supply, take-up and vacancy rate
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SALES AND INVESTMENT

In Q1 2015, the average transaction price
of Grade-A office properties dropped
2.2% quarter on quarter to RMB53,443
per sgm. The average Grade-A

office yield decreased slightly by 0.6
percentage point quarter on quarter to
6.2%.

The investment market in core business
areas started to be stagnant since early
2014, with transaction prices dropping for
four consecutive quarters.

Limited prime offices available for sale
motivated investors with higher risk
tolerance to shift to opportunities in
emerging office submarkets, such as in
Fengtai District and the Tongzhou new
city.

FIGURE 3
Beijing’s Grade-A office price index
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TABLE 4

Beijing major Grade-A office sales transactions, Q1 2015

District Building
Chaoyang

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

Damei Central Plaza

No. of units Area (sqm) Price (RMB/sqm)

8 2,082 48,028
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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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GLOBAL BRIEFING

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