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In the third quarter of 2011, the average luxury residential rent in Shanghai
continued to rise, increasing 1.3% to RMB164.9 per sq m per month. Meanwhile,
the average occupancy rate increased one percentage point quarter on quarter to
87.9%.

Many developers remained cautious in acquiring new land in the third quarter,
leading to a low premium rate of approximately 9%.

Impacted by new tightening measures named the “Shanghai Four Rules” unveiled
by the Shanghai government on 26 July, the middle-upper residential market
witnessed a decrease of 16.0% in transaction volume in the third quarter
compared with the previous quarter.
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The average sales price of all new homes in Shanghai was RMB22,144 per sq m in
the third quarter, with a slight rise of 1.9% over the previous quarter. However, we

saw a decrease in the average luxury residential price, which dropped 0.7% to
RMB52,894 per sq m.

It is expected that the prices of the overall residential market will continue to

decrease, whilst luxury sales prices are unlikely to drop significantly over the next
six months.
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The luxury housing rental market in Shanghai
maintained its upward momentum in the third
quarter. With strong demand but no new supply of
for-lease properties, rental prices and rental
occupancies rose. Multinational companies
continued to start or expand their operations in
Shanghai, bringing their expatriates with them and
subsequently increasing demand for luxury
residential rental housing. This is a crucial factor in
ensuring the sustainability of activity in the luxury
residential housing market.

Amid continuous tightening measures, the sales
market showed signs of slowdown in the third
quarter. In particular, the “Restriction on Home
Purchase” policy played a significant role in
dampening market demand. However, developers
did not reduce their prices significantly to boost
weakening demand, resulting in a drop in
transaction volumes but firm asking prices. The
luxury residential property market saw a drop in
new supply as some developers postponed pre-
sales for new projects to the fourth quarter amid
regulatory policies and slowing demand.
Transaction volume of luxury homes remained
stable in the third quarter. Luxury prices fell slightly
as villa transaction volume dropped significantly.
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Tightening measures on the real estate sector
continued in the third quarter. On 7 July, the China
Central Bank announced a 25-basis-point hike of
one-year RMB-deposit and loan interest rates of
financial institutions. It was the third hike in 2011
and the fifth since the government started
tightening credit in 2010. The move raised the
benchmark one-year deposit rate to 3.5% and the
one-year benchmark lending rate to 6.56%.
Additionally, the benchmark five-year deposit rate
and lending rate were raised to 5.5% and 7.05%
respectively. This interest-rate raise in the third
quarter is expected to be particularly effective in
curbing inflation. This will not only significantly
increase capital-raising costs for developers, but
also increase the financial burden on homebuyers.
As such, the wait-and-see market atmosphere grew
more prominent.

On 26 July, the Shanghai government unveiled the
new “Shanghai Four Rules” in order to further
implement guidelines for regulating the housing
market. Sale plans submitted by real estate
developers for registration are to undergo strict
inspections by the housing authority. New
residential properties with “unreasonably” high
prices may fail to receive government approval for
sale. The new rules are expected to reduce the
number of properties with extremely high prices on
the market. The rules also require stricter
enforcement of the existing home-purchase ban on
buyers without local residency permits. Non-
Shanghai residents will only be eligible to buy
homes in the city if they are able to present tax or
social insurance certificates to prove that they have
resided in the city for a cumulative 12 months over
the past two years prior to their home purchase.
Some non-Shanghai buyers used to take advantage
of the loopholes of the policy by paying off one
year’s tax before the home purchase. The new rules
will give a clearer definition to avoid this kind of
speculation and are expected to significantly
reduce transactions in the middle upper market,
which has been predominantly occupied by non-
Shanghai buyers. In the third quarter, the
transaction volume of units priced at over
RMB30,000 per sq m dropped 16.0%.

FEFE, sHxET A RSB ARR

#. tAtH, FERITERSH LASMN
—EHE. REREENFE 0. 25 MEFE. IR
MEASELKRE=RME, LREFMEEH
BRIEMEIRME; —FHNE. SRFERS
FREEENZ 3.5 MEDZ 6.56. HEHIK

7. BRAESHN LEZEENZ 5.5 MESZ

7.05. R ANEXTFHIHERM, EIRERKTEI
RIEAR. FEHmMS, MBFE—SEMTHEL
ERLERA, FERtSmEMEENELIE,

AT B 154 .

tHAZ+H, ATH—SEIETIFIRBOR,

EeEamgSmiERieSEL, AR [P
MU | o WRIBEBRERBEEIRIIMERE ST
BHEARSRNFEZ, BLENTAEARS
K B AT RE R RIRBBATHSHE R, TiHLE
WimEmMBBES L. # [PmE ] BmE
TXFIEARMERMEHRGIZK. EFEEER
Rege®™a [ BBz BRENATHEEN R
iE 12 MNA ] MEGTARELEUE. —k
FELERRZAFIRZBERIRE, FIREA
BOARMERER. FBTIITE B E
X, VABRLEREEHITR, S TFMBEEEEART
PEEBRATMNPEHTIHITETHEKR. B=
FEBNESEHRART 30,000 T LA
ZGETRTHENZ 16.0.



KnightFrank.com.cn

In the third quarter, the residential land sales
market stayed stable. Fourteen residential plots
were drawn, six plots more than the previous
quarter. Due to credit tightening policies and a
drop in primary residential sales, many developers
could not attain enough funds and were cautious in
acquiring new land. Residential land transactions
exhibited an average premium rate of
approximately 9%, compared with the 36% average
premium rate of the second quarter. One major
land transaction was Shanghai Xiangyu Property
Company’s acquisition in September of a plot of
residential land in the Songjiang district at a total
price of RMB1.45 billion, the highest price of all
residential land transactions of the quarter.
Covering a site area of 120,663 sq m and with a
permitted GFA of 180,994 sq m, the site is located
at the southeastern corner of Jiuting in Songjiang
near Shanghai Cannes, a large community in
Minhang district. The accommodation value of the
site was RMB8,012 per sq m, representing a
premium rate of 14.2%. In another transaction,
Landsea won the bid for a residential plot located
in Zhugiao New Town in the Pudong district with a
total price of RMB575 million, representing the
highest premium rate of 97.6% among all land
transactions during the quarter.
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A lack of new properties for rent during the third
quarter exacerbated the imbalance between
leasing supply and demand in the Shanghai luxury
rental market. A surge in demand caused increases
in rentals. The occupancy rate continued to climb
up on account of increased demand from
multinational companies along with a significant
rise in office leasing transactions amid the
completions of a number of new office buildings.
The average occupancy rate of luxury homes went
up to 87.9%, one percentage point higher than the
previous quarter. Serviced apartments registered
an occupancy rate of over 90% during the quarter
even though their rentals rose 5.0% in the same
quarter. For example, occupancy rates of both
Pudong Marriott Executive Apartments at Xinmei
Union Plaza and Lanson Place (Jinlintiandi) in Puxi
were above 92%.

The overall sales market for new homes saw a
decrease in supply, with new home supply
amounting to only 2.8 million sq m, a drop of 16.4%
quarter on quarter. Luxury residential properties
approved for pre-sale amounted to approximately
300,000 sq m, a decrease of 30% quarter on
quarter. Many proposed releases were postponed
to the fourth quarter, including Royal Park, Eternal
Palace and Hysun, total 98,000 sq m of postponed
residential space. The only significant luxury
residential project launched in the third quarter
was Xuhui District’s The Palace, which offered 196
new apartment units at prices ranging from
RMB80,000 to 130,000 per sq m.

In the third quarter, the transacted volume of new
homes was 1.91 million sq m, a quarter-on-quarter
drop of 18.1%. The majority of transactions in the
quarter took place in areas between Outer-Ring
Road and Suburb-Ring Road, accounting for over
50% of the total volume. Despite government
restrictions on home purchases, certain projects
managed to achieve commendable sales results
due to their preliminary marketing strategy before
the official launch. One notable project was the
new phase of Star River, which was released in July
and sold 46 new apartment units over the third
quarter. Providing mainly fully-fitted large units, the
development had its prices reaching above
RMB70,000 per sq m. The transactions of luxury
residential property priced at above RMB50,000 per
sq m reached 97,000 sq m, a similar level to the
previous quarter.
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Luxury residential rentals continued on an upward
track, with a slower increase rate of 1.3% quarter on
quarter to RMB164.9 per sq m per month. With a
sustained increase in office leasing supply, we saw
a corresponding increase in corporate rental
demand. The active office rental market expedited
the housing needs of expatriates, which
significantly reduced the bargaining power of
tenants and led to rent inflation between July and
September. This growth was largely attributable to
the serviced apartment sector, with buildings such
as Marriott Executive Apartments at Xinmei Union
Plaza and Grand Gateway Garden Towers | and Il
recording rental growth of over 9%.

Luxury residential property prices slipped 0.7% to
RMB52,894 per sq m during the third quarter. The
new phase of the Star-River launched in July was
one of the best sellers among projects launched
during the quarter. Located in the Huamu area of
Pudong district, Star-River achieved an average
sales price of above RMB70,000 per sq m. As
developers feel the increasing squeeze in credit,
we expect to see more small-scale price
promotions. We predict sale prices to decline, but
due to the strong purchasing power of luxury
residential buyers, it is unlikely that this price
decline will be large.
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Luxury Residential Sales Volume and Average Price, Q1/2006 to Q3/2011
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Selected luxury residential leasing transactions, Q3 2011
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Selected luxury apartment sales transactions, Q3 2011
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Selected luxury villa sales transactions, Q3 2011

SR EHERZ, —B—FFE=FF

Pudong Emperor Zillah
. 17 850.4 135.0 158,752

WR 1EME BE

Tomson Riviera
;‘dong Garden 267 4446 39.8 89,554
AR SFEMELE
Songjiang Top Forest Villa 118 3151 33.3 105.703
L /Av3 RUWABMLE ’ ’ '
I‘\/||[1_hang Firenze Villa 31 390.6 34.0 87,022
1T 3532528

Greentown
Minhang Rose Garden
e Phase || 276 1,191.1 113.7 95,429

SFINHERE —H
Qingpu Taranto Villa 2 424.6 225 53.046
5l I FBRIEE ' ' ’
Source: Shanghai Real Estate Trading Centre / Knight Frank Research
BRRIE: ESEERFRL /KSR




SHANGHAI LUXURY RESIDENTIAL

LESHEEE

Quarterly Z=F

10

The boom in the office rental market is expected to
continue driving the upward momentum in the
high-end residential property rental market. On the
supply side, numerous new projects will be
launching in the market in the near future. Notable
upcoming projects include Shanghai Residence
Topchoice Plaza, which will offer 63 new units in
early 2012, as well as Jing'an Kerry Centre Phase
One, which will offer 133 serviced apartments when
they re-open in the first quarter of 2012. On the
demand side, despite the upcoming luxury rental
market off-season during the fourth and first
quarters, rents are set to remain stable and even
increase in the coming years as more foreign
companies enter Shanghai. Thus, we predict that
occupancy rates and rentals of luxury residential
properties in Shanghai will maintain an upward
momentum in the long run.

In the sales market, the launch of a number of new
projects have been postponed to the fourth quarter
amid suppressed demand. The concentration of
new supply in the fourth quarter is expected to lift
luxury transaction volume. With the restrictions on
home purchases, the imbalance in supply and
demand will deepen further. Continued credit
tightening policies will induce a shortage of
liquidity in the market, forcing developers to offer
discounts in order to ease the tight financial
situation. With adequate supply, the average sales
price in the Shanghai new home market is
predicted to experience mild corrections in the next
six months, but significant drops are not expected
on account of strong purchasing power.
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