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Shanghai Luxury Residential Market

Macro Economic and Overall Residential Market Review

The rapid growth of the Shanghai economy has been fuelling the 2007

residential market. The Gross Domestic Product (GDP) rose by 13.0%
13.0% YoY in H1 2007, with the tertiary industry rising by 14.1% e
YoY. Up to the end of August, the Shanghai Consumer Price 14.1%

Index (CPI) increased 2.2% YoY, which remained in a reasonably 2 29

moderate level. According to the August Monetary Report of -7
PBOC Shanghai Branch, the total loans in the year to August 8 8
have already surpassed those of last year, of which individual loans

for purchasing residential properties kept booming, hitting a new

high in a single month since 2005. 2005

Worried about an overheated economy and with the desire to
manage excess liquidity, the central government issued a series of
tightening measures. Firstly, the Central Bank lifted interest rates
successively for three times in Q3, and the one-year loan bench- 6.57% 7.29%
mark rate increased from 6.57% in Q2 to 7.29% in Q3. On the 8 15 209 50
other hand, the tax rate on deposit interest was reduced from 20% % %
to 5% since August 15. The measures, to some extent, would curb 8
the excessive growth of credit and optimise loans structures, in
order to reduce risks in the banking system. Meanwhile,since
August the settlement of foreign loans borrowed by foreign real
estate players has been prohibited with the intention to restrain
foreign investment in this field. The policy, on the one hand,
would control the inflow of short-term foreign capital; on the other 9
hand, it would compress investment returns given their lower 400

. . X . . % 1.1
debt-to-equity ratio. On the residential mortgage policy front, the
Central Bank issued a circular that the required downpayment for
the mortgage of a second property should be not less than 40% and
interest rates should not be lower than 1.1 times the benchmark
rate. Although we think the policy has limited impact on home
buyers, the possibilities that some buyers on second houses change
their decisions cannot be excluded. The residential market is
expected to hold a rising trend thanks to the economic growth and
income increase, in spite of possible upcoming of new cooling
down measures to be released in Q4.

Under the climate of macro controls on the real estate market,

residential investments witnessed a declining trend, which 8 9.99
decreased 9.9% YoY in the year to August. Yet property transac- U
tions kept flourishing. Up to the end of August, the total sales of 40.6%
residential units rose by 40.6% YoY. The divergence between

housing investment and sales may suggest that the demand-supply

gap would continue to exist, underpinning further rise in residen-

tial price in the future.

Figure 1 Shanghai GDP Growth and Benchmark Interest Rate Figure 2 Shanghai Investment and Sales in Residential Market Growth Rate
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From January to July, the average residential price saw a YoY rise of
3.2%, while the disposable income of local residents held strong
momentum with growth at 14.7% YoY. The stronger purchasing
power has guaranteed strong demand in the residential market. We
predict both income and residential price will continue to grow,

therefore future policies will primarily affect the increase in supply.

The stable growth of the overall residential market continued into
the third quarter. According to the data from Shanghai Real Estate
Transaction Centre, the total residential sales area during January
to August rose 25.9% YoY. The booming market on one hand was
boosted by the stable economic fundamentals and sustainable
growth. However, it will probably, at the same time, stimulate
more tightening measures.

Figure 3 Shanghai Per Capita Income & Average Residential Price Growth Rate
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Luxury Residential Market Conditions

Supply, Demand & Vacancy

There were more new supplies of luxury residential units than in
last quarter  as a result of completion of some strata-title projects
and also favorable seasonal factors, fuelling supply of lettable units
to 768 units. There are about 500 units of luxury apartments
newly-launched in Q3, of which leading projects include 268 units
of Grand Gateway Garden and also those in Crystal Pavilion and
Zixun Yongdi in Luwan under strata-title. The serviced apartment
market saw a modest new supply. For example, Central Residence
in Changning offered several units. The new supply of the villa
market reached 205 units, with the leading projects including
Green Hill Phase three and Forest Villa. The growing number of
expatriates entering Shanghai is driving a robust demand. The
vacancy rate of the luxury residential market rose slightly by 1.5
percentage points to 17.4% compared to last quarter as a result of
more new supply.

The three sub-markets show differential trends. The luxury
apartment market saw its vacancy rate rise by 3.2 percentage points
QoQ to 19.8%, which is a result of two factors. Firstly, the compe-
tition on attracting tenants is getting fiercer due to plenty of new
supply; secondly, some old projects face competition from serviced
apartments, especially those newly put up onto the market.

The vacancy rate of the serviced apartment market dropped 1.7
percentage points in Q3 compared to last quarter, to 16.1%.
Serviced apartments have the edge on absorbing tenants owing to
the strong marketing power contributed by global booking systems
and centralized management. Additionally, the third quarter is
generally the active season for absorbing both long-term and
short-term tenants. Therefore, these two factors help to improve
the occupancy rates.

Figure 5 Shanghai Luxury Apartment New Supply, Net Take-up & Vacancy
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Figure 4 Monthly Total Sales Area & Average Price in Shanghai Residential Market
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Figure 6 Shanghai Serviced Apartment New Supply, Net Take-up & Vacancy
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The vacancy rate of luxury villa market increased 1.5 percentage
points to 12.6%, which was mainly a result of new projects with
plenty of units. Nevertheless, demand remained robust in Q3,
especially as expatriate families with children favor villas adjacent
to international schools. Thus Minhang and Pudong with
abundant International schools have maintained stable occupancy
rates.

Figure 7 Shanghai Villa Net Take-up, New Supply & Vacancy
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Rent Analysis

The increase in supply in the luxury apartment market, coupled
with competition from serviced apartments, put more pressure on
the rental pricing. As a result, the average rental declined by 1.4%
QoQ and 1.9% YoY to US$18.0 per sq m per month. Luwan saw
the highest rental at US$24.2 per sq m per month thanks to
premier qualities and amenities. Luxury apartments in Huangpu,
which concentrated in the People’s Square CBD, stepped on the
rising track in rentals, which saw a 14.6% YoY growth in this
quarter.

With the stable growth in inflow of FDI, Shanghai witnessed more
expatriate employees relocating. Furthermore, the market saw
more short-term tenants due to seasonal factor. As a result, the
demand was robust and the average rental of serviced apartments
rose 1.9% QoQ to US$33.6 per sq m per month. The projects
adjacent to CBD and with premier amenities were the major
contributors to the rising rental. Huangpu was listed as the highest
in average rental at US%44.7 per sq m per month. Xuhui enjoyed
the fastest YoY growth at 5.6% thanks to rental rises in 41 Heng
Shan Road and Grand Gateway Garden.

The rental situation in the villa market remained flourishing,
especially for those projects in the vicinity of international
schools. The putting up of new units onto the market from current
projects reflected strong confidence of owners. The villa market
saw the average rental rise 1.4% QoQ and 2.7% YoY to US$21.8
per sq m per month. Changning and Pudong were listed top two,
reaching US$23.5 per sq m per month and US$22.5 per sq m per
month respectively. Pudong saw a robust YoY growth at 5.6%
benefiting from clustering of international education facilities.

Above all, the average rental of the overall luxury residential
market reached US$21.7 per sq m per month, similar to last
quarter and the same period last year.

Capital Value & Rental Yield Analysis

The luxury residential sales market presented an active situation,
tracking the same trend as the overall market. With less land being
available, the capital values of luxury residential units hit a new
high by virtue of premier locations, which makes buyers who have
stronger financial position target them for investment or self-use.
The newly-launched projects have been rewarded with active
market responses, such as Maison Des Artistes in Changning and
Jun Yu Hao Ting in Jing’an. The average capital value of luxury

residential rose 4.7% QoQ and 7.2% YoY to US$4,203 per sq m.

Currently, investors look optimistic about the prospects for the
Shanghai real estate market on the basis of both rising capital
values of properties and promising rental trend in the serviced
apartment market. Added to this is the potential of RMB apprecia-
tion. UK-based Grosvenor purchased two duplex apartment
buildings in Lakeville Regency, a luxury project in Luwan. The
two buildings have a total of 28 units and are anticipated to be put
up onto the market as serviced apartments.

1.5 12.6%

Figure 8 Shanghai Luxury Residential Rental Trend by Sectors
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Figure 9 Shanghai Luxury Residential Capital Value Trend
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According to a survey by Colliers International,
the gross vyield of luxury residential units
dropped 0.3 percentage point from last quarter
to 6.2%; and that of luxury apartments declined
0.2 percentage point to 5.3%; that of luxury
villas fell 0.3 percentage point to 6.7%j; and that
of serviced apartments down by 0.5 percentage
point to 7.6%.

Market Outlook

On the economic fundamental front, the
economy next year will see a double-digit
growth and asset market bubble is not likely
given the government’s move to curb excess
liquidity. As a result, the prospect of the luxury
residential leasing market will be promising
thanks to the growing number of expatriates
and inflow of FDI. On the other hand, local
residents will have stronger purchasing power
fuelled by increasing incomes. Therefore the
demand in the sales market will continue to fare
well, especially self-use demand.

With respect to supply, 2007 will see a total of
2,600 units of luxury residential apartments in
the pipeline and 2008 will see 2,900 units,
mostly contributed by the luxury apartment
market, followed by the serviced apartment
market, while the villa market will see limited
new supply. It is estimated that the weight of
the three sub-markets will reach 60%, 30% and
10% respectively in 2008.

On the demand and rental front, the vacancy
rate of the luxury apartment market will rise
slightly due to large new supply and rental will
edge down. The serviced apartment market will
have a stable vacancy rate and see rental
increase about 5% YoY; and the villa market
will see vacancy rate decline and rental rise
about 6% YoY thanks to rising demand.

Underpinned by the promising rental prospects
and positive confidence in the market, it is
expected that capital values of luxury residen-
tial apartments will see continuous rise at the
end of this year.

Figure 10 Shanghai Luxury Residential Gross Yield Trend
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Table 1 Luxury Residential Major Investment Transaction in Shanghai

1

Month of Transaction

Project Name District

Lakeville Regency Luwan 2007-8

Source: Collected by Colliers Based on Public Media Release

www.colliers.com/china

GFA(sq m) Seller

Deal Type

Shui On Group Grosvenor Asset Transfer
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This report has been prepared by Colliers Internatioanl
Property Consultants (Shanghai) for general information only.
Information contained herein has been obtained from sources
deemed reliable and no representation is made as to the
accuracy thereof. Colliers International does not guarantee,
warrant or represent that the information contained in this
document is correct. Any interested party should undertake
their own inquiries as to the accuracy of the information.
Colliers International excludes unequivocally all inferred or
implied terms, conditions and warranties arising out of this
document and excludes all liability for loss and damages arising
there from. This report and other research materials may be
found on our website at www.colliers.com/china.

Colliers Macaulay Nicolls Inc. and its country subsidiaries are
member firms of Colliers International Property Consultants,
an affiliation of independent companies with 267 offices
throughout 57 countries worldwide.
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