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+ The high-end leasing market witnessed a shortage of high-quality rental
properties and an increase in demand from senior-level expatriates of
multinational companies.

+ The Residences at Kerry Parkside, a new serviced apartment project, was launched
for leasing with a total of 182 apartment units in the first quarter.

+ Inthe sales sector, the Chinese government launched a new round of measures to
rein in property prices this January, followed by a new property tax imposed in
both Shanghai and Chongging.

+ Inquarter one, the average rent of Shanghai’s luxury leasing market increased by
3.7 percent quarter-on-quarter to RMB 158.2/sgm/m whilst the luxury home prices
continued to rise by 1.1 percent quarter-on-quarter to RMB 52,611/sqm.
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We expect that home prices in Shanghai will face increasing pressure due to a
large influx of affordable housing units added to the stock and the declining
demand under the restriction measures.
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In the first quarter of 2011, the high-end leasing market
experienced a shortage of high-quality rental properties
and an increase in demand from senior-level expatriates
of multinational companies. On one hand, the market
witnessed limited new supply as a number of high-end
properties, including the Peninsula Shanghai
Apartments, Jianyeli Project and Fraser Place Shanghai,
have been delayed this year. On the other hand, the
expatriate population in Shanghai, a large proportion of
renters in the high-end leasing market, has grown
rapidly in the most recent two years. According to the 6th
national census conducted in late 2010, the total
population of expatriates (including people from Hong
Kong, Macau and Taiwan) in Shanghai reached 208,602,
an increase of approximately 48 percent compared with
2008 and a figure that puts the city in second of all
major cities and provinces in China. With the global
financial crisis waning, the subsequent return of
expatriates to Shanghai has bolstered the leasing
market, which is reflected in both rents and occupancy
rates for the first quarter.

The Shanghai residential sales market remained flat
during the first two months of quarter one, with low sales
levels and falling demand. However, the market picked
up in March as transactions recovered. In the first
quarter, the government continued to make efforts to
control the soaring prices and restrict home purchases
intended for investment and speculation. The State
Council launched a new round of measures to rein in
property prices in major cities, including Shanghai, in
January. Following this, the Shanghai government,
together with the Chongging government, announced
China’s first property tax for new home buyers/owners.
The series of tightening measures has resulted in lower
sales volume and a slow down in home price growth in
the first quarter.
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On 9 February 2011, China’s central bank raised the
benchmark one-year borrowing and lending rates by 25
basis points, which was the third time in the past four
months. After the hikes, the benchmark one-year deposit
interest rate increased to 3 percent, whilst the one-year
loan interest rate reached 6.06 percent. As for two-year
and three-year deposits, interest rates were 35 basis
points higher to 3.9 percent and 4.5 percent, respectively.
The interest rate for mortgage and other loans of more
than five years were raised by 0.2 percentage points to
6.6 percent. It is anticipated that the central bank will
continue to raise bank reserve requirement ratios and
interest rates to squeeze lending and control property
prices in the future.

The State Council launched the third round of tightening
measures, the “New Eight National Guidelines” at the end
of January, after having implemented the first and second
rounds in April and September 2010 respectively. The
latest policies reinforce the previous measures, which
included the tightening of credit control and increase in
both housing supply and the construction of affordable
housing. In addition, the new round of regulations
focuses on restricting home purchases and mortgages,
aiming to curb investment demand for buying residential
properties.

To further implement the “New Eight National
Guidelines”, the Shanghai government released the
“Shanghai Nine Rules” on 1 February 2011. The Shanghai
Nine Rules cover purchase restrictions on third homes,
housing loan restrictions and a trial property tax. The
Rules also indicate that the city’s housing price control
target would be announced by the end of March. Then in
March Shanghai set the home price target at less than 8
percent, which is equal to the estimated annual GDP
growth rate in 2011.

As part of the third round of government measures,
Shanghai and Chongging introduced a property tax in
early 2011. The tax was imposed with immediate effect
from 28 January 2011. In Shanghai the tax targets newly
purchased second homes and requires buyers to pay
between 0.4 to 0.6 percent based on the 70% of the total
property trading price. The new property tax rates indicate
that properties priced at or below RMB 28,426 per square
metre will incur annual taxes equal to 0.4 percent of their
total value, while those priced higher will be assessed at
a tax rate of 0.6 percent of the housing price. We believe
that the property tax will cause short-term uncertainties in
the market, but will have no major impact on housing
prices in the long term.
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On the leasing side, a new serviced apartment project, the
Residences at Kerry Parkside, launched a total of 182
apartment units onto the market in the first quarter. The
Residences is part of the Kerry Parkside mixed-use project,
which integrates grade A office space, serviced apartments, a
high-end hotel and a retail mall. Kerry Parkside was
developed by Shanghai Pudong Kerry City Properties, a Sino-
foreign equity joint venture between Kerry Properties,
Shangri-La Asia, Allgreen Properties and Shanghai Lujiazui
Finance & Trade Zone Development Co., Ltd. The Residences
at Kerry Parkside is conveniently located in the Century Park
area of Pudong, five minutes’ walking distance from the
terminal station of Metro Line 7. The project offers serviced
and furnished apartment units from one bedroom units to
four bedroom penthouses, filling in the market gap for high-
end serviced apartments in the Century Park area.

Rental demand from senior expatriates in Shanghai
continued to increase despite quarter one being the
traditional low season of the year. The city’s average
occupancy rate of high-end rental properties reached 84.5
percent, 1.5 percentage points higher than the figure in
quarter four of 2010. Some popular high-end rental
properties, such as Shama Luxe at Xintiandi, reported a high
occupancy rate of over 90 percent at the end of March.
Jingiao Biyun Area, with more choices of international
schools and residential amenities, remains a favorable
housing locality for the expatriate community.

In the sales market, new supply in the first quarter of 2011
reached approximately 2.02 million sqm, up 22 percent year-
on-year and down 44 percent quarter-on-quarter. Due to
Chinese New Year and the third round of tightening
measures, in January, February and the first half of March,
new residential supply dropped sharply. However, since the
second half of March, new supply turned around with a
number of new projects launched for sales. In March, there
was a total of 43 residential new projects, which is equal

to the sum of the first two months of quarter one. Though the
tightening measures and lower levels of sales did impact
the market in the first quarter, new supply was still higher
than the first quarter of 2010.

After the introduction of the new property tax and housing
purchase restrictions in late January, the housing sales
volume in Shanghai decreased after the Spring Festival but
started to pick up again in March. The latest figures show that
the transacted area of new luxury homes reached 142,451
sqm this quarter, a significant decrease of 64 percent
compared with quarter four of 2010.
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Strong rental demand from expatriates and softening owner-
occupier demand have led to a continuous increase in rental
rates for high-end rental properties. In quarter one, the
average rent of the Shanghai luxury leasing market increased
by 3.7 percent quarter-on-quarter to RMB 158.2/sqm/m. The
Century Park area regained market attention this quarter with
the launch of the Residences at Kerry Parkside. As a high-end
serviced apartment project, the asking monthly rents of Kerry
Parkside serviced apartments range from RMB 21,000 to RMB
135,000 for one bedroom to four bedroom penthouse units
respectively, equal to an average unit rent of approximately
RMB 215/sqm/m, recording the highest rental price in the
Century Park area.

In the first quarter, luxury home prices continued to rise by 1.1
percent quarter-on-quarter to RMB 52,611/sgm. The price rise
was largely due to the increasing transaction volume of
luxury projects in March compared with the previous month.
In February, we saw the prices of 60 percent of transacted
projects average below RMB 20,000/sgm, whilst in March
there was a large volume of transactions of luxury projects
with prices over RMB 40,000/sgm. An example of this:
Yanlord Townhouses in central New Jiangwan Town sold 27
units at an average price of RMB 74,500/sqm this March,
which was a large contribution to the price lift in March.
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Luxury Residential Sales Volume and Average Price, Q1/2006 to Q1/2011
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Note: Beginning Q12010, “new luxury housing” is defined as residential projects with a unit price at or above RMB 40,000 per square metre.
Therefore, it may not be appropriate to use this graph to compare the transaction data of Q1/10 and Q4/09.
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Selected Luxury Residential Leasing Transactions, Q1 2011
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Selected Luxury Apartment Sales Transactions, Q1 2011
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Selected Luxury Villa Sales Transactions, Q1 2011
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Given the new property tax and other tightening regulations
on the residential sales sector, an increasing number of
people are taking a wait-and-see attitude in buying new
homes and tumning their attention to the leasing market,
which is causing the rental market to pick up pace.As a
result, we’re starting to see apartment owners transfer the
newly imposed property tax to tenants through rents,
resulting in higher rental prices. Because of this, we expect
that the rental prices in Shanghai will trend upward in the
coming 12 months.

As home prices are forecast to increase further, with no
indication of dropping, the Chinese government may
continue to implement further tightening measures to curb
house purchases this year. In addition, Shanghai will
increase the supply of affordable housing to one million
units in the next five years (2011-2015). Subsequently, the
percentage of affordable housing in Shanghai’s new
residential supply will increase to 60 percent. Home prices
in Shanghai will face increasing pressure to remain flat in
the coming 12 months due to a large inflow of affordable
housing units and the declining demand under the
restriction measures.
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