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Commercial sectors outperform

Beijing

Over 2011, the Mainland government
introduced a number of buying restrictions
to help curb the rise in home prices. In
Beijing, non-local buyers were required

to present evidence of social security

and income tax payments covering a
minimum of five continuous years since
February. Mortgage rates were raised to at
least 1.1 times of benchmark interest rate,
while the loan-to-value ratio for second-
home buyers was limited to 40%. The
government also imposed a strict control
on the design, construction and sales

of offices to prevent developer selling
commercial units as residential units.

Amid these austerity measures,
secondary home sales dropped year on
year. According to the Beijing Municipal
Commission of Housing and Urban-Rural
Development, 109,000 secondary homes
were sold in November, a 38% decrease
year on year and the lowest level for three
years. Prices began to drop in September
and reached about RMB25,000 per sqm
in November, a month-on-month decrease
of 2.4%.

Office market sentiment was better in
Beijing. With rapid rise in rents, some
tenants relocated their offices from
traditional business districts to emerging
areas such as Wangjing and North Third
Wing, while a greater number of tenants

opted to acquire their offices.

The development of new business districts
was yet to commence, as there were

still no confirmed plans on the eastward
expansion of the CBD or the expansion

of Beijing Financial Street. New Grade-A
office supply in Beijing will remain limited
until 2015 and the uptrend in rents is
expected to continue.

A number of en-bloc transactions were
recorded in 2011. The Fifth Square, an
office building totaling 120,000 sq m

in East Second Ring Road, was sold for
RMBA4.5 billion or RMB37,500 per sq m.
Meanwhile, Mapletree Tower, another
office building measuring 33,745 sq m at
108 Jianguo Street in Chaoyang District,
was sold for RMB1.3 billion or RMB38,524
persq m.

Shanghai

Shanghai imposed a new property tax on
its permanent residents in January 2011. If
the average floor area per family member
of allhomes combined exceeds 60 sq

m, the extra area of the newly purchased
second and second-plus homes will be
taxed. The tax rate is 0.6% for houses
valued at more than twice the average
price or 0.4% for those priced below. The
taxable value in the initial period is 70%
of the transaction price, but will later be

equivalent to the home valuation price.

In February 2011, Shanghai released the
latest announcement relating to the home-
purchase policy. Registered residents
and non-residents in Shanghai who are
able to show evidence of income tax or
social security payments for one year

can only purchase one additional flat.
Non-residents who are unable to show
proof of tax payments, non-residents who
own more than one flat or residents who
own two or more flats are not allowed to
purchase additional flats.

A number of bulk sales were witnessed in
the Grade-A office market. Shanghai World
Financial Centre, for example, had sold ten
entire floors with a total gross floor area
(GFA) of about 30,000 sq m since March
2011. Meanwhile, SOHO China (0410.HK)
purchased three pieces of commercial land
and two office buildings in the secondary
market, with a total GFA of about 386,000
sq m, for RMB11 billion. These sites and
properties were located in office districts
in Shanghai, including Lujiazui and
Nanjing Road West.

The Shanghai market continued to

attract foreign investors. Mapletree,

a Singaporean fund, purchased Yong

Yin Building in Huangpu District from
American fund Pacific Esplanade for
RMB2.4 billion. This is the first transaction
Mapletree has completed in Shanghai.
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The development includes serviced
apartments, offices and retail space with a
total GFA of about 67,000 sq m.

Guangzhou

The Housing Purchase Policy has been
in effect in Guangzhou for more than a
year and the residential market remained
weak over this period. Residential prices
in Guangzhou had generally been below
expectations. Transactions in overall
Guangzhou and the downtown area
were 15% and 42% less than in 2010
respectively. Even properties in the old
district of Guangzhou, where prices had
been comparatively resilient, started to
record price drops in latter half of 2011.
Some developments were sold at a 10%
discount.

Amid poor sentiment in the residential
market, investors turned their interest
towards the less restricted commercial
market. Office and retail both
outperformed the residential market.

GDH Investment Limited (0270.HK)— a
subsidiary of GDH Limited which holds a
76% share of Guangzhou Teemall—bought
Comic City, Ming Cheng Commercial

Plaza and a land parcel in Pearl River New
City for a total of RMB328 million. The
transactions helped expand its investment
portfolio of commercial properties in
Guangzhou. Meanwhile, Yuexiu Property
Company Limited (0123.HK) sold Popark
Plaza for RMB494 million and recorded a
gain of around RMB148 million.

Land sales in Guangzhou were also

far below market expectations. The
transaction value of land was believed to
be about 36% lower year on year. During
the third quarter of 2011, 14 sites were
offered for sale near Guangzhou South
Station, but because of weak interest and
unsatisfactory bidding prices, only two
sites were sold at their base prices.

Hong Kong

Prices and rents of prime street shops
gained more than 20% over 2011, thanks
to robust retail sales. Retail sales had been
supported by the strong consumption
power of both locals and tourists,
particularly those from the Mainland.

By comparison, the residential and office
markets underperformed. In June, the
Hong Kong Monetary Authority (HKMA)
further tightened credit by lowering
maximum loan-to-value (LTV) ratios for
properties under the net worth-based
mortgage to 40% and capping the
maximum loan amounts for properties.
LTV ratios for mortgage loans were also
reduced for buyers whose income is
derived outside of Hong Kong. Ratios were
lowered by an additional ten percentage
points—the first measure to-date targeting
foreign buyers.

Credit tightening measures, increases in
mortgage rates and the announcement of
the resumption of the Home Ownership
Scheme negatively impacted the
residential market. Residential prices

and rents started to fall in the third
quarter of 2011. Alongside the continual
cooling effect of Special Stamp Duty
(SSD) introduced in November 2010,
transactions of residential units decreased
by about 40% year on year to 84,462 in
2011, according to the Land Registry and
the downtrend is expected to continue in
2012.

While sentiment in the office market
cooled in the latter half of the year
following the volatility in global markets
and tightening credit conditions, rents
and prices of Grade-A offices still recorded
year-on-year growth of about 23.5% and
19.4% in 2011 respectively.

2012 OUTLOOK

Despite uncertainties in the global economy,
positive outlook about China’s economic growth
will lift demand for quality commercial properties
on the Mainland. Amid the rapid expansion

of international and local corporations with a
shortage of Grade-A offices and prime retail
properties, we believe the uptrend of rents and
prices of commercial properties in first-tier cities
will continue in 2012. The rents and prices of
Grade-A offices could outperform and grow 15%
and 10% respectively in Shanghai, followed by
Guangzhou and Beijing in 2012.

In the residential market, sluggish sales and
high inventory levels will further increase funding
pressure on developers and force them to cut
prices in order to stimulate sales. Now that
residential prices have started to appear under
control, we believe the government is unlikely

to launch further tightening policies. However,
current policies are not expected to be relaxed

in 2012. We expect prices will only adjust slightly
this year, as local governments fine-tune their
policies based on each city’s situation. Although
the transaction volumes of luxury flats will decline
significantly, rents and prices in Shanghai and
Beijing will increase slightly, while those in

Guangzhou will remain stable.

In Hong Kong, the property market trend will
hinge on local economic performance which is
affected by the sovereign debt crisis in European
and the US. Office demand is expected to remain
weak amid slow business expansion and limited
new office set-ups. We forecast that the current
downtrend in Central Grade-A office rents will
continue in 2012. In the residential market, mass
home prices are likely to drop 10-15% in 2012.
However, with continued tight supply, luxury
residential properties are likely to perform better,
with price declines limited to 10% in 2012.

We believe retail properties will continue to
outperform other property markets in 2012. Global
retailers are set to continue expanding into major
shopping centres in both core and non-core
areas. Retail rents are expected to continue their
uptrend in 2012, albeit at a slower pace amid the
risks of a worsening global economy.
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