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A HISTORIC LACK OF SUPPLY AND HEALTHY DEMAND UNDERPIN PERFORMANCE FOR GRADE A SPACE



RIYADH AN
OFFICE
OUTPERFO
EASTER

KEY FINDINGS

The non-oil economy continued
to see healthy levels of growth
in 2014, albeit the growth rate
weakened compared to the
preceding year.

Large infrastructure construction
projects across Saudi Arabia’s
major cities will provide a boost
to their local economies and
should stimulate additional office
occupier demand.

, eased last year.
Demand for office space has

historically been driven by the
public sector. In the short to
medium-term, the non-oil
private sector is likely to play a
more important role in driving
office take-up.

Finance, real estate & business services
and the government services sectors —
together accounting for aimost 24% of total
GDP in Saudi Arabia — saw weaker growth
last year, of 4.1% and 3.3% respectively.
Nevertheless this translated into rising
office occupier demand in both Riyadh

and Jeddah, albeit Eastern Province (an oil
driven economy) saw little change.

In the capital, despite the delivery of new
office space in the 12 months to H1 2015,
vacancy rates remained stable — pointing
to demand keeping pace with rising levels
of supply. Unsurprisingly then, Grade A
and Grade B office rental values remained
stable at SAR 1,300 and SAR 900 per
square metre per annum, respectively.

Over the same period, Jeddah’s office
sector was also flat. While there were a
limited number of new office completions

D JEDDAH
MARKE
RM
N PROVINCE

In 2014, Saudi Arabia’s economy expanded by 3.5%
— faster than the 2.7% increase seen in the preceding
year. The acceleration was primarily down to the oil &
gas sector (which accounts for almost 40% of GDP)
re-entering positive territory, with annual growth of
0.7%. By comparison, growth in the non-oil economy

E1S

in H1 2015, vacancy rates remained
unchanged when compared to a year
earlier. This was largely because take

up over the period was enough to offset
rising new supply. As a result, in H1 2015,
Grade A (SAR 1,200 per square metre per
annum) and Grade B (SAR 700 per square
metre per annum) rents were level in

H1 2015.

In Eastern Province, with demand
expected to remain stable in the face of
rising supply, office vacancy rates should
see a slight increase by the end of this
year. But with landlords reluctant to
negotiate despite changing demand-supply
dynamics, both Grade A and B office rents
are anticipated to remain stable in 2015 (at
SAR 1,050 and SAR 700 per square metre
per annum, respectively).

FIGURE 1
Grade A rents
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SAUDI ARABIA OFFICES MARKET UPDATE

MACRO OVERVIEW

Saudi Arabia witnessed a change of
leadership at the start of the year when
King Salman bin Abdulaziz al-Saud
succeeded to the throne following the
passing of King Abdullah. As Crown
Prince, Salman had already taken on a
number of key responsibilities which in turn
led to a smooth transition in leadership.
Going forward, King Salman has indicated
that there will be little change to Saudi
Arabia’s domestic and foreign policy.

In real terms, GDP expanded by 3.5% in
2014 — faster than the preceding year’s
2.7% increase. The acceleration was down
to the hydrocarbons sector returning to
positive territory after experiencing two
consecutive yearly declines in 2012 and
2018. By comparison, growth in the non-oil
economy slowed from 5.7% in 2013 to
5.3% in 2014.

Saudi Arabia’s economy appears to have
strengthened over the first half of 2015.

Saudi Arabia’s
economy
appears to have
strengthened over
the first half
of 2015

This appears to have been due to a pick-
up in consumer spending after public
sector workers received a bonus following
King Salman’s accession to the throne in
January. However, this fillip to growth will
be temporary. According to the IMF’s latest
forecasts, GDP growth will slow to 3% in
2015 and 2.7% in 2016.

Population and
Labour Force

In 2014, the population of Saudi Arabia
reached 30.7 million —a 4.1% increase
from the preceding year. According to
the IMF’s forecasts, the Kingdom'’s
population will hit 34.6 million by the end
of this decade.

In the final quarter of last year, the
unemployment rate stood at 5.7%, down
from 6.0% at the beginning of 2015.

researcr | Rgkna

Fiscal Budget

Endorsed in December 2014, the fiscal
budget for 2015 projects a deficit for

the first time since 2011. This is based

on revenues of SAR 715 billion and
expenditure of SAR 860 billion. As in
previous years, education and health &
social affairs were given priority in the
budget, with combined allocation for these
sectors equivalent to nearly 44% of

total spending.

The fall in government revenues can
largely be attributed to the significant fall
in oil prices. However, large foreign
exchange reserves mean that twin current
account and budget deficits should be
financed easily.

FIGURE 3
Annual GDP growth
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FIGURE 2
Population growth

FIGURE 4

Oil prices (2003 - 2015)
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RIYADH OFFICE MARKET

Current supply of Grade A and Grade B
office stock in Riyadh stands at 3.5 million
square meters, the majority of which is
concentrated in the central and northern
parts of the city.

Demand for commercial space continues
to be focussed on headline schemes
such as Kingdom Tower, Business Gate
and Granada Business Park which are all
enjoying in excess of 90% occupancy.

The average vacancy rates across the city
remain unchanged indicating that demand
for office space has kept pace with new
supply that has come to the market
through H2 2014 and H1 2015.

Grade A and Grade B office rents have also
remained stable throughout the period and
currently stand at SAR 1,300 and SAR 900
per square metre per annum, respectively.

The potential oversupply following the
release of successive phases of King
Abdullah Financial District (KAFD) and

the handover of the Information and
Technology Complex (ITCC) has not
materialized, partly as a result of historic
lack of international quality Grade A stock
as well as the gradual phasing of KAFD.

As a result of these two government
backed schemes, the capital will see an
additional 1.2 million square meters of GLA
come into the market in the next two years.

Due to current dynamics we do not expect
the market as a whole to see increased
vacancy rates or a reduction in achievable
rental rates as demand for quality
commercial spaces that are well located
and benefit from good floor plates will
remain strong in the short to medium-term.

FIGURE 5
Riyadh stock (2009 - 2018)

FIGURE 6
Riyadh Grade A rents
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JEDDAH OFFICE MARKET

Supply of office space in Jeddah currently
stands at 820,000 square meters of GLA
with over 100,000 square meters of office
supply due to be added to the market in
the short-term. As a result of construction
delays, H1 2015 saw few completions
which resulted in market wide vacancy
rates remaining stable at 10%.

Total stock is expected to exceed 1 million
square meters of GLA in the medium-term
as new supply comes online. H2 2015

will see additional supply coming from a
number of small to medium sized projects,
the largest being Al Khair Tower which will
add circa 30,000 square meters of office
space to the market.

has either been leased already or sold to
individual investors, reflecting the strong
pent up tenant and investor demand for
good quality office space.

Rental rates for Grade A and Grade B
space remained unchanged in H1 2015
due to continuing demand from the non
oil sector. Grade A and B rents currently
stand at SAR 1,200 and SAR 700 per
square metre per annum, respectively.

Due to the historic lack of Grade A stock
in the market, we see robust demand
for good quality offerings in the short to
medium term as tenants look to upgrade
to better quality premises and the non-ail
economy continues to show

researcr | Rgkna

Take up rates at
the Headquarter
Building reflect
pent up demand

Whilst H1 2015 saw the completion of the  healthy growth. for good quality
Headquarter building on the Corniche, .
the majority of space in the development Commel’Clal Space
FIGURE 9 FIGURE 10
Jeddah stock (2009 - 2018) Jeddah Grade A rents
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EASTERN PROVINCE OFFICE MARKET

Whilst the Eastern Province does not
benefit from a well-defined CBD, supply
looks set to grow with a number of projects
under construction due to be released to
the market between the fourth quarter of
2015 and the second quarter of 2016.

The majority of supply continues to be
focused in the Khobar area with the
corniche becoming a key commercial

Demand for commercial office space
remained flat in the 12 months to H1 2015.
Although we anticipate a shift in demand
from the oil & gas sector to the service
economy in the medium to long-term, for
now the majority of demand continues

to stem from Aramco or government
contracts.

Rental rates in the Eastern Province have

05

850

800

03 J

=5
)

Iooat.|or‘1 due to gase of access and remained flat throughout H1 20.1 5-a AS new SJ[OCK IS
proximity to ancillary real estate uses. trend that looks set to continue in the
short-term as new stock counteracts any re|eased tO the
However the Eastern Province will continue future increase in demand. k h |
to be dominated by Grade B stock, leaving mar et; J[ e qua Ity
it some way behind the more established However with the release of new stock i
markets of Riyadh and Jeddah. to the market, we believe that the quality Of com merClal
of offerings will improve with the better prem ISES IS Set
As a result of future stock coming to the schemes able to command premium rents .
market, we expect vacancy rates to tick up over ageing, poorly located schemes. ’[O rise
by the end of this year.
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FIGURE 15
City wide vacancy rates
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COMMERCIAL
OFFICE SPACE OUTLOOK

Knight

RESEARCH ‘ Knign

Following the recent announcement of

a potential tax on white land, there has
been much speculation as to the effect on
the market of this legislation. Whilst it is
too early to judge how markets will react,
it is clear that the government is actively
engaging with topics such as urban
development and re-generation.

As primary and secondary commercial
centers across the Kingdom continue

to develop, the location, positioning

and delivery of future office product will
become increasingly important. To date
commercial stock has been provided

on main arterial routes rather than within
dedicated areas or zones where synergy
can be created between real estate uses
such as ancillary retail units and

F&B provisions.

With the handover of KAFD at the end of
2015, Riyadh will benefit from a dedicated
commercial led, mixed use scheme. We
believe that schemes such as KAFD will
be able to drive value over the medium-
term and respond to an increasingly
sophisticated demand profile as occupiers
seek premises that offer more than
standalone office space.

Going forward we believe that mixed use
master planned developments will be able
to command premium rents and benefit
from robust occupancy, while standalone,
poorly located commercial developments
will see increased vacancy rates and
falling rents.

o A
As primary and secondary
commercial centers

across the Kingdom
continue to develop, the
location, positioning and
delivery of future office
product will become
increasingly important.

STEFAN BURCH

Partner, Knight Frank KSA
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