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Credit-tightening policies implemented by the Mainland government resulted in
further restrictions on developers’ financing; a heavier burden for homebuyers;
and reinforcement of the wait-and-see attitude in the market.

The luxury leasing market—particularly corporate lettings—continued to show
signs of growth as more companies sought prime rental properties to house their
senior staff recently relocated to Shanghai.

In the second quarter, the average luxury rent increased 2.8% to RMB162.7 per
sq m per month—the highest level in three years. Meanwhile, the average
occupancy rate increased 2.4% quarter on quarter, to 86.9%.
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+ The average sales price of a new home in Shanghai was RMB21,723 per sq m,
representing a slight decrease of 2.3% compared with the previous quarter.
However, the average luxury price stayed firm, increasing 1.3% quarter-on-quarter
to RMB53,279 persq m.

¢ Inthe leasing market, we anticipate an upward trend in both occupancy and rental
rates over the next 12 months, while luxury prices are expected to stay firm given
the strong purchasing power of potential buyers.
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M 53,279 JT.
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In the second quarter, residential leasing activity steadily
increased as Shanghai’s property market strengthened.
The market faced a shortage of new rental properties,
which affected the availability of all types of rental stock
in Shanghai. Both rental and occupancy rates were higher
than those in the first quarter, driven by the imbalance
between demand and supply. Landlords reduced their
reliance on concessions to maintain high occupancy
levels, while fewer tenants requested discounts on asking
rents in order to secure property as quickly as possible.
The luxury leasing market—particularly corporate
lettings—continued to show signs of growth as more
companies sought prime rental properties to house their
senior staff recently relocated to Shanghai.

On June 14, China’s central bank announced a hike of 0.5
percentage points in the deposit-reserve ratio for RMB-
based accounts in domestic financial institutions,
effective 20 June 2011. It was the sixth time this year that
the central bank raised the deposit-reserve ratio and the
third time in Q2. With the latest hike, the deposit-reserve
ratio of major financial institutions reached 21.5%—a new
historic high for China. These continuous increases in
bank-reserve requirements will have a stronger impact on
lending controls and developers will face financing
challenges. As a result, developers accelerated the
launch of a number of new projects, leading to a
significant increase in luxury residential supply in the
second quarter. Both transaction volume and prices rose
in the luxury residential market in the second quarter,
supported by the substantial amount of activity. However,
since April, monthly transaction volume has shown a
declining trend, indicating that while prices have
remained high, demand for luxury property has started to
weaken.

In order to suppress inflation, the central bank raised
RMB-deposit and loan interest rates of financial
institutions by 25 basis points on both 6 April and 7 July.
These credit-tightening policies resulted in further
restrictions on developers’ financing; a heavier burden for
homebuyers; and reinforcement of the wait-and-see
attitude in the market.
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Due to limited residential land supply, only eight
residential plots were transacted in the second quarter,
20 plots fewer than the previous quarter. The total
transaction volume of residential land in the quarter
reached 462,169 sq m or RMB5.65 billion. As the
tightening policies continue, developers have been
cautious in acquiring new land, resulting in lower
premium rates of 30-40%. One of the major land
transactions was Shanghai House Property Developments
Company’s acquisition of a site in Jiading District at a
total price of RMB1.561 billion, which was the highest
price of all residential land transactions in Q2. Covering a
site area of 85,019 sg m and with a GFA of 153,033 sq m,
the site borders Chaxi Road to the west and Jintong Road
to the south in Jiading District. The accommodation value
of the site was RMB10,200 per sq m with a premium rate
of 39.7%.

By the end of June, there were a total of 16,830 serviced-
apartment units in Shanghai—29% located in Pudong and
71% in Puxi. An imbalance between supply and demand has
driven the rise in residential rents over the past 12 months.
Strong demand from multinational companies led to a
continued increase in occupancy rates, particularly with no
luxury residential leasing projects completed in prime areas
in the second quarter. The average occupancy rate increased
2.4 percentage points quarter on quarter, to reach 86.9%.
The serviced apartment sector saw the largest increase, with
average occupancy rates rising above 90%. The occupancy
rates of Marriott Executive Apartments at Xinmei Union Plaza
in Pudong and Lanson Place in Puxi reached about 90% and
95%, respectively, both increasing about 10% from the
previous quarter.

HE_FE LT HHIHEERMBEKAEGR,
MEEERMNN\E, BE—FERL-+5.
B L HTEAR G 462, 169 FAH K, DEEEH
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MRS EER—IREEAL, REE_FE
FERMRZENES. ZitREILERA
85,019 7K, EINMEINL 153,033 FHK,
MFREXERRUA. SBRURE. iz
AHEMNAGFEAKARMT 10,200 5T, @ E
AEHZ39.7.

BEAAK, LEHGEEXAESIT 16,830
E, HPESZ 29 EilR, BaZ 1 EiFf.

BE+-AARBEETHN EHEEETERHT
BRTFEAE. RABESAEEFKIER
BiESAETENEARH—S LA, M-S

LEEFERMEEXEEHREYLRT. &
ZEE, PHEHBEEXEFAZTESHZ86.9, KL
W2 4 MESE. BEAAENTEMHEZRSE
HESZ 90, BKEESK. BRUFIEAR
THABMHERNEZREAEE-_FTENLE
ERHNNIEESZ 0 MEHZ 95, BE—FF
BEAHI0NED S,



The rental market in the Changning District picked up. A
number of villas in the Xijiao area of Changning District were
leased out, despite quarter-on-quarter rent increases of
between 2% and 5%. As Shanghai’s first expatriate area, it is
estimated that there are approximately 40,000 expatriates
from 114 different countries living in Changning. Demand for
rental properties in Changning derives mainly from Japanese,
Korean, Taiwanese and Hong Kong residents. For some
projects, such as Honggiao Villa, Chester Court, Shanghai
Garden Plaza and Regalia Serviced Residence, over 90% of
existing tenants were Japanese. More Japanese expatriates
moved to the Honggiao area after the Japan earthquake in
March. The vacancy rate of Chester Court was about 2% in
June, compared to about 10% before the earthquake in
March.

In the mass-residential sales market, new home supply
increased significantly to RMB3.35 million sq m, representing
an increase of 23.6% year on year and 65.8% quarter on
quarter. New home supply is primarily concentrated between
the Outer Ring Road and Suburban Ring Road, with this area
now constituting about 60% of total new supply. Fuelled by
the considerable amount of new residential supply, the
volume of new home sales in Shanghai jumped 37.8%
compared with the previous quarter, to total 2.26 million sq
m. A number of projects came online in the luxury sales
market, raising the new supply volume to 520,000 sq m—
three times more than the previous quarter. The sales volume
totaled 176,000 sq m—an increase of 23.5% g-0-g. Major new
projects launched for sale in the second quarterincluded 204
apartment units in The Bay and 88 apartment units in
Seasons Villas, both located in Pudong District.
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Rents of luxury properties maintained a strong upward trend
in the second quarter. This quarter’s average luxury rent
increased 2.8% to RMB162.7 per sq m per month - the
highest level for three years. As a result of falling stock levels,
the serviced apartment sector performed particularly well. In
the second quarter, the average rent of serviced apartments
in Shanghai increased by 3.1% quarter on quarter to RMB191
per sq m per month. The highest g-0-q rental growth rates
were in Ambassy Court, Shanghai Times Square and Grand
Gateway Serviced Apartments, recording quarter-on-quarter
growth rates of 18.2%, 16.7% and 14.8% respectively.

The average sales price of new homes in the Shanghai overall
market was RMB21,723 per sq m, a slight decrease of 2.3%
compared with the previous quarter. However, the average
luxury price remained strong, increasing 1.3% to RMB53,279
per sqg m. Amongst the newly launched projects in Q2 were
The Bay in Pudong Lujiazui, which reached an average price
of RMB58,300 per sq m, and Seasons Villas of Century Park
Area, which reached an average price of RMB56,000 per sq
m for apartment units.
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Luxury Residential Sales Volume and Average Price, Q1/2006 to Q2/2011
R ERMRTHY, 20065 FIBER201MEF2FRE
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Note: As of Q1 2010, ‘new luxury housing’ is defined as residential projects with a unit price of RMB40,000 per sq m or above. Therefore, it may not be
appropriate to use this graph to compare the transaction data of Q12010 and onwards with Q4 2009.
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The residential investment market was active in the second ZEE, FERETHRAER, REARKE

quarter and saw the conclusion of two major deals with a B3, BREREHANART 13.91Z5C. MA

total consideration of RMB1.39 billion. On 30 April, South S, SkE B ASK E R A S B TR
= , A #hHL g =

Korea’s SK China Real Estate purchased Rainbow Plaza—a
INET INERF TR
serviced apartment block on Tianshan Road of Changning EFPRUTIHAE, MFABLFRFEX

District with a total gross floor area of 41,600 sq m—for g, A—HEERNLE, SEFERY
RMB1.04 billion. The other major deal occurred mid May, 41,600 A%, BRZEHAIART 10.412
when the Sichuan Trust announced plans to raise . BATRA, W)IEESHEY D ERERN

approximately RMB350 million for Shanghai Senze Real

LR # 5L ERES,
Estate to acquire 11 houses in Haiyuan Villas, Qingpu District. BRESUARD feruofrfesa. ATE

The average unit price for this acquisition was RMB48,000 FEmt T LEHERR KT —RERANE
per sq m, representing a total consideration of RMB320 o BE, RBMETEEMIEABTEARART
million. Sichuan Trust plans to renovate the villas then 48,000 7T, WEMHART 3.2125T. m)I|

relaunch them at an average unit price of RMB100,000 per ERET, WS X S BT E e 5

UETEAKART 100,000 FTRYSEMBER L.

sqm.

Selected luxury residential leasing transactions, Q2 2011
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If’udong Yarll?rq Garden Apartment 102.80 126
E CliERITERE ng

If’ydong Shlma? Riviera Garden Apartrn:ent 166.04 9
AR R R NE

I?gdong Lu ilath Celltral Park Apart:nﬂent 168.87 130
HLER FEREHRRAE NE

Ht{gngpu Toi) of Clt¥ Apartment 108.28 111
HiE Tz x ng

Luyvan C%a;a Laki\fﬂe Apartrn:ent 144.69 194
ok} B RHEIE NG

Source: Knight Frank Research
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http://villa.sh.soufun.com/house/%c9%cf%ba%a3_1210069724.htm
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Selected luxury apartment sales transactions, Q2 2011
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Jingan City Castle 10/12 221.49 18.59 83,915
fz T A ' ' ’
Hongkou Rainbow City 110 144.38 5.78 40,062
4o B T34 44 2 ' ' '
Luwan Casa Lakeville 6/3 364.21 55.46 152.280
i BRI ' ' ’
Dynasty on the Bund
Luwan ynasty 320 138.19 9.57 69,224
R HEH SRR
Huangpu The Bound of Bund 317 277.11 30.59 110.373
# AN B ' ' '
¥UPUI ?hangleay 4/16 314.78 31.98 101,610
#iC i i S R EE
Yanlord Townhouse
angpu < 5/1 341.59 26.33 77,069
il {-iEtanE
If’ydong RlVle‘raQGarden 6/27 315.85 21.79 68,973
R TR LR

Source: Shanghai Real Estate Trading Centre, Knight Frank Research
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Selected luxury villa sales transactions, Q2 2011
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Pudong USTC Village

Nanhui Phase V 1558  275.36 15.32 55,652
REMD  RASHEN

Pudong Eastern Palace 70 307.37 16.95 55139
HER HREE

Songjiang Sun Ville 103 64361 64.49 100,205
L Ls%HE ’
Min_hang Firenze Villa 5 485.88 34.15 70,282
1T 35EEHIEF

Minhang Tudor Villa 25 307.74 17.02 55,304
X417 AREMAEE '
Qingpu Taranto Villa 1 376.42 18.27 48,531
#it B E '

Source: Shanghai Real Estate Trading Centre, Knight Frank Research
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Overall, the luxuring leasing market in Shanghai will remain
active, driven by multinationals’ expansion and new set-ups.
On the supply side, we anticipate limited rental projects to be
built, particularly for the serviced apartment sector, over the
coming 12 months. However, in the medium to long term, we
expect the market to respond to the need for new supply, and
we will most likely see new serviced apartment developments
within mixed-use projects.

On the demand side, the improved global economic
environment has restored investors’ market confidence and
accelerated foreign investment in the city. This will result in
more foreign companies in Shanghai, ensuring stable growth
in the demand for expatriate accommodation. As demand
rises, we anticipate both occupancy and rental rates to trend
upwards over the next 12 months, with a particular
strengthening of demand for serviced apartments in urban
areas.

In the sales market, residential developments covering a total
of five million sq m are expected to launch in the second half
of this year; and total new residential supply in 2011 will
exceed ten million sq m, equivalent to the annual supply of
2010. With this increase in supply, we expect the sales
volume of new homes will continue to grow.

Looking ahead, developers are likely to continue with price-
cutting in the second half of the year to boost sales amid an
atmosphere of credit tightening. Overall, we expect home
prices in Shanghai to drop further, but luxury prices should
stay firm, given the strong purchasing power of potential
buyers.
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