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“The investment market in Beljing was quiet in the third
quarter with only one en-bloc transaction concluded.
Strong  rental growth in the commercial market
encouraged would-be sellers to reconsider selling
prices.”

Image: Metro City, East Fourth Ring Road, Chaoyang

B The high-end residential market remained ™ Grade A office average gross revisionary yields
sluggish in the third quarter as government increased 16 basis points (bps) to 6.26%, thanks
regulations to cool demand remained in place. to a 7.9% jump in rents.

B A strong residential leasing market and rising ™ Only one en-bloc deal was concluded in Q3 as
rents supported an increase in high-end property the bullish commercial leasing market made
yields in Q3/2011. landlords reluctant to cash-out their projects.

B Grade A office capital values increased 4.8% in
the third quarter to RMB49,575 per sq m,
representing a 37.9% increase year-on-year.
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Office sector
All grades

First-hand strata office sales, Q1/2006—Q3/2011
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The strata-title office market received 746,000 sqg m
of new supply in the third quarter, which brought
supply year-to-date to 815,000 sq m, down 1.3%
year-on-year. Transaction consideration rebounded
to RMB7.59 billion, up by 99% quarter-on-quarter,
but down 39% year-on-year.

Wangjing SOHO, developed by Beijing-based SOHO
China, received its pre-sales certificate in the third
quarter, adding 364,200 sq m of strata-title office
supply to the market. Although the project is located
in a non-prime area — Wangjing near East Fourth
Ring Road — it has an average transaction price of
RMB52,200 per sq m, roughly 7% higher than the
city-wide en-bloc Grade A office capital value. By the
end of the third quarter, roughly 20% of the project
was sold.

Grade A office market

Capital values in the Grade A office market
increased 4.8% quarter-on-quarter to an average of
RMB49,575 per sq m, representing an increase of
33.7% year-on-year. Rents increased by 7.9%
quarter-on-quarter to an average of RMB258.7 per
sq m per month, representing a 42.5% increase
year-on-year. Gross yields, therefore, rose 16 bps
guarter-on-quarter to 6.26%, representing a 33-bp
increase year-on-year.

Grade A office price vs yields, Q1/2000-Q3/2011

‘ —Office price (LHS)

—Gross yield (RHS) |

RMB per sqm

60,000 18%
50,000 15%
40,000 12%
30,000 9%
20,000 6%
10,000 3%
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Retail sector

First-hand strata-title retail transaction consideration
fell by 10.3% in the third quarter to RMB6.3 billion,
bringing the total transaction consideration for the
first three quarters to RMB18.6 billion, a 37% decline
year-on-year.
First-hand strata-title retail
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Prime retail market

Prime strata-title retail prices have remained stable
over the last twelve months, fluctuating between
RMB45,000 and RMB46,000 per sq m. In Q3/2011,
transaction prices fell 1.7% quarter-on-quarter to an
average of RMB45,426 per sq m.
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En-bloc investment market

One en-bloc investment deal was concluded in the
third quarter.

Metro Holdings Ltd, a Singapore-based property
management and investment company, sold its 50%
equity stake in Metro City, a 116,846-sq m shopping
mall located in Chaoyang district, to an unnamed
party. The project was initially positioned towards the
high end of the market upon handover in September
2007, anchored by Parkson Department Store and
Walmart. Due to unsatisfactory performances, the
project was repositioned twice.

En-bloc investment deals, Q3/2011

Average
price
(RMB per
sq.m)

Aboveground

Property Submarket  Buyer

GFA (sq m)

Metro City | Chaoyang |Unknown 116,800 20,360

Source: Savills Research & Consultancy

High-end residential market

High-end villa prices vs gross yields, Q1/2000—
Q3/2011

[ —High-end villa price (LHS)

—High-end villa yield (RHS) |
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The high-end residential market remained sluggish
in the third quarter with only 77 villa units and 673
apartment units transacted. Villa transaction volume
increased by 32.8% quarter-on-quarter but remained
down 51% year-on-year, while apartment transaction
volume fell by 12.6% quarter-on-quarter.

After eight consecutive quarters of price growth
which saw values rise from RMB25,000 per sq m to
RMB41,600 per sq m, high-end villa prices recorded
a 2.1% correction in prices in the third quarter, with
values falling to RMB40,674 per sq m. Developers
are believed to have lowered prices marginally to
effect an increase in sales volume so as to generate
greatly needed cash flow. High-end villa rents
remained unchanged in the third quarter, allowing
gross yields to rise 8 bps to 3.60%

High-end apartment prices vs gross yields,
Q1/2000-Q3/2011
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After a negligible decrease in prices in the second
quarter, the high-end apartment market recorded a
3.2% increase in transaction prices to RMB55,608
per sq m as this submarket seems to have faired
comparatively well despite government restrictions.

A strong leasing market helped to push up
residential rents in the third quarter by 5.1% quarter-
on-quarter to an average of RMB121.4 per sq m per
month, resulting in a 5-bp increase in gross yields to
2.62%.

Over 200 offices and associates throughout the Americas, Europe, Asia Pacific, Africa and the Middle East.

|03



Savills Research | Beijing

savils  g5gjes & Investment
-

Market outlook Over the next couple of years, commercial yields are
expected to remain close to their current levels with
a quickly maturing market and adequate capital
expected to keep capital values rising in sync with
changes to the rental market.

The office investment market is expected to remain
subdued in the short term as a bullish leasing market
has supported record growth in rents which has not
yet run out of pace. As such, landlords remain
reluctant to cash-out too early in such a promising
market. Vacancy rates in core areas hovered around
6.3% at the end of the third quarter, and are
expected to remain at similarly low levels over the
next few years as demand is expected to outpace
supply. Consistently low vacancy rates in core areas
are expected to result in further rental and capital
value appreciation in the coming years, with the
expectation that this bullish market will spread to
non-prime areas.

While rising rents and values may discourage some
owners of disposing of assets, others, suffering from
the tightened credit environment and slow residential
sales market, may look to dispose of assets as a
way of generating short-term cash flow. This may
present some interesting opportunities to well-placed
investors over the next twelve months.

A lack of en-bloc asset investment opportunities in
the commercial market (office and retail) has caused
investors to shift their attention to development.
Insurance companies, with their joint venture
partners, acquired seven commercial land plots in
the core CBD area in 2011. Apart from investing in
commercial development, domestic insurance
companies are also focusing on the investment and
development of retirement communities and similar
schemes which, according to regulations, they are
allowed and encouraged to invest in. China’s rapidly
ageing population is expected to create growing
demand for such facilities.
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