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HIGHLIGHTS

In the fourth quarter (Q4) of 2017, the vacancy rate

in Beijing’s Grade-A office market dropped by 1.5
percentage points quarter on quarter (Q-0-Q), while
the average rent decreased by 0.9% Q-0-Q. A number
of major Grade-A office leasing transactions were

concluded in Q4.

In Q4 2017, despite a surge in new supply,
the overall vacancy rate in Beijing’s Grade-A
office still dropped by 1.5 percentage points
Q-0-Q to 5.9%, thanks to strong take-up.
The rent averaged at RMB370.7 per sqm per
month, down 0.9% Q-0-Q (see Table 1).

China Overseas International Center in Asian-
Olympic Area was officially launched in Q4,
bringing about 49,000 sqm of Grade-A office
space to the market.

Two office projects, located in Wangjing and
Lize submarkets respectively, are expected to
be completed in the first quarter (Q1) of 2018.

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 Q4 2017 figure
New supply 214,367 sgm
Rent RMB371 / sgm / month
Vacancy rate 5.9%

Source: Knight Frank Research

Q-0-Q change (8:“;%(1):;)
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1 0.9% N
| 1.5 percentage point 2
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RENTS

In Q4 2017, the overall vacancy rate
decreased by 1.5 percentage points to
5.9%, due to strong net absorption of
about 354,000 sgm. The average rent
of the city dropped by 0.9% Q-0-Q to
RMB371 per sgm per month.

In the quarter, Asian-Olympic Area
witnessed a sharp decrease in vacancy
rate, down 10.6 percentage points to
8.5%. The average rent there rose by
2.2% Q-0-Q to RMB357 per sqm per
month (see Table 2).

The Wangjing submarket continued

to see robust performance in Q4,
underpinned by increasing demand
and strong absorption. With reduced
inventory, the vacancy rate dropped by
6.3 percentage points Q-0-Q to 1.7%.
Meanwhile, rents in Wangjing recorded
a noticeable growth of 8.4% Q-0-Q to
RMB298 per sgm per month (see Table
2).

Financial Street retained the priciest
submarket in Q4, where the rents
reached RMB604 per sgm per month.
The CBD submarket, meanwhile,
witnessed a slight drop in rent, down
0.9% Q-0-Q to RMB392 per sgm per
month (see Table 2).

Rents of Lufthansa and East Second Ring
Road remained stable at RMB346 and
RMB343 per sgm per month respectively,
while that of Zhongguancun experienced
substantial increase to RMB369 per sqm
per month (see Table 2).

A number of projects are scheduled to
enter the market in 2018, totalling over
one million sgm. The average vacancy
rate in Beijing’s Grade-A office market is
estimated to rise significantly and rental
growth will be constrained because of the
large volume of supply.

RESEARCH
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FIGURE 1

Beijing Grade-A office rental index
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TABLE 2

Beijing Grade-A office market indicators, Q4 2017

Rent Rent % change Vacancy Vacancy rate
Submarket (RMB/sqm/ (Q-0-Q) Rate percentage point
month) change (Q-0-Q)
CBD 392 109 4.0% 115
Lufthansa 346 - 10.1% 1 3.1
Financial Street 604 T 10.1 3.1% 109
East Second o
Ring Road 343 {03 3.1% l 49
Zhongguancun 369 1 10.3 2.3% 1038
Asian-Olympic ®
Area 357 122 8.5% | 106
Wangjing 298 184 1.7% ! 6.3
Source: Knight Frank Research
TABLE 3
Beijing major Grade-A office leasing transactions, Q4 2017
District Buildin Area (sqm) Rent
9 a (RMB/sqm/month)
Chaoyang China Overseas Plaza 2,200 255
Chaoyang Hanwei Plaza 7,000 270
China Central Place
Chaoyang Tower 2 2,400 330
Chaoyang Taikang Financial Tower 2,100 355

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



SUPPLY AND DEMAND

Ronsin Technology Center in Wangjing,
United Shanxi Merchants Tower in Lize
and China Overseas International Center
in Asian-Olympic Area were officially
launched in Q4, offering about 214,000
sgm of space to the market (see Figure 2).

Two office projects, namely AZIA Center
in Lize (520,000 sgm) and AVIC Capital
Plaza in Wangjing (80,000 sgm), are
scheduled for completion in Q1 2018.
Around 1.2 million sgm of new supply will
enter the market in 2018, of which almost
half will be located in CBD.

Demand is expected to remain stable
amid sound economic performance. Yet,
it will still take some time to absorb such a
large amount of new supply. The vacancy
rate is likely to pick up in the coming year,
while rents are expected to decline.

INVESTMENT

The overall Beijing Grade-A office sales
market remained stable in Q4, with no
notable deals being recorded.

The average price of Grade-A offices in
Beijing remained generally stable, edging
down just 0.1% during 4Q compared with
the previous quarter.

FIGURE 2
Beijing Grade-A office supply, take-up and vacancy rate
'000 sqm
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FIGURE 3
Beijing Grade-A office price index
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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: SFERE—FYUTIHNAZ BN

Property basket: Include major Grade-A and premium Grade-A office buildings in Beijing,
excluding owner-occupied and strata-titled buildings.

ok BEF BMELRETERZNBREEFHE, TEHRLVETEARMESFH

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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Knight Frank Research Reports are available at
HS B EKARIRE, BB AN KnightFrank.com/Research
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