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HIGHLIGHTS

In the third quarter (Q3) of 2016, Beijing’s Grade-A
office market experienced declines in the average rent
and vacancy rate quarter on quarter (Q-0-Q), while

the average sales price of Grade-A office properties
slightly rose by 1.7% Q-0-Q (See Table 1). Leasing
demand showed an easing trend in the quarter,
however, companies from the finance, professional
services, information technology and high-tech sectors
remained anchor tenants for new leases, renewals and

expansions.

In Q8, Beijing’s Grade-A office rents
averaged RMB374 per sgm per month,
declining by 1.1% Q-0-Q. Due to the
absence of new supply in the quarter,
the average vacancy rate dropped by 0.3
percentage point Q-0-Q to 6.0% (see
Table 1).

No new Grade-A office buildings were
launched in the quarter, as the opening of
two office projects were postponed to the
end of 2016 (see Table 1).

Given easing demand and accumulated
office inventories, most prime office
submarkets witnessed drops in rents.
As a result, some landlords adjusted
their expectations or leasing strategies,
offering rental incentives or discounts to
attract and retain quality tenants.

In Q3, the average sales price of Grade-A
offices increased by 1.7% Q-0-Q to
RMB54,350 per sgm (see Table 1).

Four office projects are scheduled

to enter the market in Q4, adding
approximately 248,800 sgm of prime
office space to the total stock.

In the last quarter of 2016, the average
Grade-A office vacancy rate is
anticipated to rebound to 6.5-6.8%, while
rents will continue to decline, with slower
leasing activities and abundant supply
(see Table 1).

TABLE 1
Beijing Grade-A office monitor

Indicator Q3 2016 figure
New supply 0 sgm

Rent RMB374 / sgm / month
Vacancy rate 6.0%

Capital value RMB54,350 / sgm

Source: Knight Frank Research

Q-0-Q change (822%22)
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RENTS

In Q3, domestic enterprises remained
anchor office tenants, while demand
from multinational corporations remained
stable. Companies from the finance,
professional services, information
technology and high-tech sectors
continued to drive new lease, relocation
and expansion activities.

In the quarter, due to the absence of
new supply and absorptions of vacant
space, most prime office submarkets
experienced drops in vacancy rates (see
Table 2).

Lufthansa took the lead in vacancy rate
drops, with a decrease of 0.5 percentage
point Q-0-Q to 9.0%. Zhongguancun,
Asian-Olympic Area and Wangjing, with
an influx of supply in previous quarters,
all saw decreases in vacancy rates by 0.4
percentage point Q-0-Q (see Table 2).

Beijing Financial Street continued to
outperform other submarkets, with rents
reaching RMB546 per sgm per month,
underpinned by steady demand and slow
tenants’ turnover. Albeit a lack of supply,
rents in CBD averaged RMB432 per sgm
per month, a slight drop of 0.5% Q-0-Q
(see Table 2).

Other submarkets witnessed minor rental
declines in the quarter. Lufthansa and
Zhongguancun both recorded a 0.9%
rental decrement, while rents in East
Second Ring Road, Asian-Olympic Area
and Wangjing fell by 0.6-0.7% Q-0-Q.
Amidst a slowing economy, tenants’
tightened budget and accumulated
office inventories, some landlords offered
flexible incentives to attract or retain
quality tenants (see Table 2).

Looking ahead, the city-wide vacancy
rate is anticipated to rebound as the
market will welcome abundant supply
in Q4, which will exert pressure on rents
and absorptions.
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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 2016
Rent o Vacancy rate
Submarket (RMB/sqm/ Ren:Q/_ootfga)mge Va;:tr:a ey percentage point
month) change (Q-0-Q)
CBD 432 4 0.5 4.0% 4 0.2
Lufthansa 340 4 0.9 9.0% 4 0.5
Financial o
Street 546 MN0.2 21% 4 0.1
East Second o
Ring Road 352 4 0.6 5.2% 70.2
Zhongguancun 325 J 0.9 6.0% J 0.4
Asian-Olympic o
Area 333 4 0.6 6.6% 4 0.4
Wangjing 268 4 0.7 18.0% 4 0.4

Source: Knight Frank Research

TABLE 3
Beijing major Grade-A office leasing transactions, Q3 2016

— - Rent
District Building Area (sgqm) (RMB/sqm/month)
Chaoyang Genesis 9,000 430
Chaoyang China Central Place 6,800 344
Chaoyang World Financial Centre 6,000 360
Chaoyang Gemdale Plaza 1,600 430

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



SUPPLY AND DEMAND

Two office buildings, which were
estimated to be launched in Q3,
rescheduled their openings to the end
of 2016, resulting in the absence of new
supply in the quarter.

248,800 sgm of new Grade-A office
supply is expected to come online in Q4
2016, provided by Emperor Group Centre
(47,000 sgm) in CBD, Hatamen Square
(85,800 sgm) in East Second Ring Road
as well as Radiance (80,000 sgm) and
LSH Plaza Phase Il B (36,000 sgm) in
Wangjing.

FIGURE 2
Beijing Grade-A office supply, take-up and vacancy rate
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Source: Knight Frank Research

SALES AND INVESTMENT

In Q3 2016, The average sales price of
Grade-A office properties increased by
1.7% Q-0-Q to RMB54,350 per sqm (See
Figure 3).

An en-bloc office investment transaction
was recorded in Q3, involving Legend
Holdings Corporation which sold its Beijing
Lenovo Research Building to Beijing
Haidian State-Owned Capital Operation
Management Center for RMB1.78 billion.

The Beijing government has announced
plans to impose stricter restrictions on
commercial-use property purchase.
However, primary strata-titled office sales
have remained steady so far.

FIGURE 3
Beijing Grade-A office price index
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TABLE 4
Beijing major Grade-A office sales transactions, Q3 2016
- No. of Price (RMB/
Submarket Building units Area (sgqm) sqm)
CBD Zhonghong Plaza 15 3,499 77,142
Lufthansa Smart Hero Central Park 3 1,940 83.804
Plaza
Wangjing Greenland Center 15 9,858 44,763

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

Rent: Exclude management fee and other outgoings

HE: AEEYIEREE AR H M H

Price: The transaction price of office space in the primary market

ffrig: SFEEE—FYUHHHm R 8 M

Property basket: Include major Grade-A and premium Grade-A office buildings in Beijing,

excluding owner-occupied and strata-titled buildings.
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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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