T
i e
]

i

il

i
i |

I e L]
Bl L L el
A4 LT e BRI, I
MR

R e :
el el

0 N

L
Mooy o

Ll .

e,
ol £ s s
pEmeE: B, 4

1T
. --;

ey

¢ LR
L Ch ppqmene
e
aﬁ

-l

- BTN
A | R[]

"...“..l““u“"“l‘ ll!!

e
agerang-

8

: » "
i |llilillll;-l,‘ (1T 1] ol LT | "“""m“““"f" !n.|”.-

LR R
o LR
[

I\l
1

i1
||'1.

l|! ]

e s ML
[ BN I

I om0
1 u I Ji u ¥
lll.‘.u!‘ |'

L4

k L o Wl ‘

v

a )
l;‘llllh I'I'“b |
Li . :

w M a

L |
L4

A

(] i
US|

\ “.I I

- N e,



NEW SUPPLY PEAKED IN Q4
WITH OVER 520,000 SQM
GRADE-A SPACE ADDED

In the fourth quarter (Q4) of 2019, the uncertainty of economic
environment led to continued weak market demand. Coupled with
a large amount of new supply entering the market Beijing Grade-A
office market faced huge pressure on absorption rate. Vacancy rate

exceeded 12%.

In Q4, the average rent of Grade-A office
buildings continues its downward trend,
with a slight decrease of 0.4% QoQ to RMB
358.7 per sqgm per month.

In 2019, the average rent of Grade-A office
buildings in Beijing dropped by 5.8% YoY,
which was the first negative growth in rent
for five consecutive quarters in the past
decade. The softening demand has brought
huge pressure on absorption rate to the
market. In Q4, the vacancy rate of Grade-A
office buildings in Beijing exceeded 12%,
and the office market was turning to a
“tenant’s market”.

In Q4, four Grade-A office buildings were
completed and delivered in Beijing, bringing
521,646 sgm of new space to the office
market, pushing the vacancy rate up by 2
percentage points QoQ to 12.1%. In terms

of leasing transactions, the leasing demand
in the office market is still dominated by the
financial, Internet and high-tech sectors.

In 2019, Beijing’s real estate investment
market was active, with a total investment
of more than RMB75 billion, of which

foreign investment accounted for more
than 26%. In Q4, the office investment
market recorded an en-bloc transaction.
Allianz Group acquired 85% equity of
Beijing Ronsin Technology Center from
D&J China. Located in Wangjing area,
Ronsin Technology Centre was valued at
approximately EUR1 billion.

Affected by the outbreak of Coronavirus
(COVID-19), we expect that a number of
office developments under construction
will be delayed for completion, and the new
supply in the first half of 2020 (1H20) will
be limited. In terms of leasing demand, we
expect that the COVID-19 virus outbreak
will hit the sectors including imports

and exports, tourism, transportation and
retail, thus will inhibit the expansion and
relocation needs of companies related to
these sectors in the short run; meanwhile,
the virus outbreak will boost the sales

of some sectors including healthcare,
online education and online retail services.
Overall, we expect that the office market will
rebound in the second half of 2020 (2H20)
after the COVID-19 epidemic ends.

TABLE1

Beijing Grade-A office market indicators!"

Indicator Q4 2019 figure
New supply 521,646 sgm
Rent RMB358.7/sgm/month
Vacancy rate 12.1%

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

QoQ change (8:";'8;;)
154% N
1 0.4% N
1 2 percentage points Ve
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RENTS

In Q4, the average rent of Beijing Grade-A
office buildings decreased slightly by 0.4%
QoQ to RMB358.7 per sgqm per month.
The rental index of Beijing Grade-A office
buildings dropped 1.5 percentage points
QoQ and 5.3 percentage points YoY. The
average Grade-A office rent has declined
for five consecutive quarters since the
fourth quarter of 2018.

In Q4, the completion and delivery of CITIC
Tower and CP Centre in CBD added over
200,000 sgm of office space for lease

to the market. The new supply has put
more pressure on the rental increase, with
the average rent falling by 0.8% QoQ to
RMB378.7 per sgm per month while the
vacancy rate rising by 0.7 percentage point
QoQ to 9.6%.

The average rent of Lufthansa and the East
2nd Ring Road areas also decreased 2.8%
and 0.7% QoQ respectively to RMB365.5
and RMB320.9 per sqm per month
respectively.

The stable leasing demand of the financial
sector pushed up the average rent of the
Financial Street area by 0.3% QoQ to
RMB664.4 per sgm per month, remaining
the highest among all business districts.
The leasing demand of the traditional
financial sector was still strong amid the
overall sluggish market.

Thanks to the continuous leasing demand of
high-tech and Internet sectors, the average
rents of Zhongguancun area rose by 01%
QoQ to RMB375.1 per sqm per month. As
the “Silicon Valley of China”, Zhongguancun
area has attracted a huge number of talents
and related enterprises, forming a stable
Internet ecosystem. Therefore, tenants in
Zhongguancun area are generally stable,
and vacancy rate remained at a low level.

RESEARCH

Knight 3
Frank 15

FIGURE 1

Grade-A office rental indices
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TABLE 2

Major Grade-A office sub-market indicators, Q4 2019!"

Rent % Vacanc Vacancy rate
Submarket Rent (RMB/sqm/mth) change rate 4 percentage point
(QoQ) change (QoQ)
CBD 3787 los 9.6% to7
Financial Street 664.4 103 1.2% lo2
Lufthansa 365.5 1238 74% 114
East 2™
Ring Road 3209 lor 8.5% 10.9
Zhongguancun 3751 T0.1 41% 108
Olympic Games Village 322.9 115 8.3% tor
Wangjing-Jiuxianqiao 271 < 15.3% 102
Source: Knight Frank Research
M Rent refers to average effective rent
TABLE 3
Major Grade-A office leasing transactions, Q4 2019
Submarket Building Tenant Area  Transaction
(sqm) Type
CBD IFC Apple 5,000 Expansion
CBD Emperor Group Centre Nike 6,000 New Lease
OGV (North COFCO Landmark
2nd Ring Road) Plaza Morgan Stanley 6,000 New Lease
oGV North Star Times Tower Al Bank 5,000 Expansion
Wangjing- Oriental Financial
4 New L
Jiuxiangiao Centre Taoche ,000 ew Lease
Fengtai Fengke Centre b (I ETEe 47,000 New Lease

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

Card Centre



SUPPLY AND DEMAND

In Q4, Beijing office market reached a peak
supply, with four Grade-A office buildings being
completed including CITIC Tower and CP
Centre in CBD Zhongfu Plot, Ping’an Financial
Centre in Lize Financial Business District and
Jinjia Tower in Financial Street Area, bringing
521,646 sgm of new office space to the Beijing
office market. In 2019, the new supply of
Beijing Grade-A office market was 1148 million
sgm, recording the highest level over the past
decade. As of December 2019, the total stock
of Grade-A office in Beijing's leasing market
reached approximately 11 million sgm, of which
CBD has the highest proportion of Grade-A
office stock, accounting for about 24% of the
total stock.

In Q4, Financial, Internet and technology
companies were still the major driving
forces in the Grade-A office leasing
market. China Minsheng Bank Credit Card
Centre leased 47,000 sgm office space in
Fengke Centre in Fengtai; Morgan Stanley
leased 6,000 sgm office space in COFCO
Landmark Plaza in Olympic Games Village
(North 2nd Ring Road) area; Apple leased
5,000 sgm office space for expansion in
IFC in CBD area.

FIGURE 2

Grade-A office supply, absorption and vacancy rate
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With the increasing number of aged office
buildings with serious degrading of facilities
in the core business districts, the office
market in the core business districts has
gradually entered the era of ‘inventory
market’. In addition to the renovated

office projects for upgrading purposes,
conversions from retail space to office

INVESTMENT MARKET

In 2019, Beijing’s property investment
market was active with the total investment
volume exceeding RMBY5 billion, of which
foreign investment accounted for more than
26%. Most of the deals involved commercial
properties.

On 16 October, according to Allianz Real
Estate, on behalf of several subsidiaries of
Allianz Real Estate, they acquired 85% equity
of Beijing Ronsin Technology Centre through
a joint venture with Alpha Asia Macro Trends
Fund Ill, and the remaining 15% equity will

be still held by the seller D& China. Located
in the Wangjing area, Beijing, the targeted
property is a Grade-A office building with

a current valuation of EUR1 billion. Beijing
Ronsin Technology Centre was completed
in March 2018 which comprises six office
towers and two retail podiums with a total

leasable area of approximately 131,000 sgm.

In Q4, the investment market witnessed
one data centre campus being sold out in
Beijing. On 4 December, GDS Holdings
Limited, a developer and operator of

2014 2015 2016 2017 2018 2019

space or from hotel to office space were
active in the market. After renovation, these
projects all achieved high occupancy rates.
We expect that more renovation projects will
emerge in the Beijing office market to meet
the changing demand for improved office
space.

high-performance data centres in China
announced that it has entered into an equity
purchase agreement to acquire all of the
equity interests in target companies which
own a data centre campus in Shunyi District
of Beijing. The campus comprises three
data centres with a total GFA in service of
approximately 19,700 sgm. The campus

is still under construction and the deal is
expected to be completed in TH20.
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