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Market
Overview

In 2004, the PRC
government
implemented a series
of macro economic
austerity measures
which included
administrative,
economic and legal
measures in order to
prevent severe
fluctuation of the
economy and to
improve the mode
and quality of
economic growth.
Without undermining
the market foundation
and the level of market optimism, the overheated real estate
industry as a whole was cooled down by such macro economic
austerity measures, while the mode of operation and
competitiveness of the real estate industry were improved,
thereby facilitating sustainable development of the industry.

During the period under review, the State tightened its control
over land administration, and reduced the credit support to
real estate developers. Thus, on the one hand, area of land
available in major districts was reduced generally and, on the
other hand, it was more difficult for developers to obtain
financing and land resources. These factors caused the
increase in the area of land that commenced construction
during the year to slow down significantly. This in turn raised
the expectations of investors, developers and consumers to
the supply and demand of property and the future pricing trend.
Therefore, the increase in interest rate in the fourth quarter
only affected market demand to a very limited extent.

According to the latest figures, the total gross floor area of
residential commercial properties which commenced
construction was approximately 604 million sq. m. during the
period under review, which represents an increase of
approximately 11% as compared to 2003, and was the lowest
for the recent five years. The total gross floor area of residential
commercial properties sold for the same period increased
correspondingly by 13.0%, and resulted in the vacant floor
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area for residential commercial property being decreased by HIBEBELHES THEKRES SXERE
approximately 8.3% as compared to 2003. At the same time, BEEBFEER  BEARN - 2EEREH
the macro economic austerity measures technically tightened EHBARE2, 7210,/ FH K RigE

supply and increased development costs, which pushed up 14.4%  BIMOFRF = °
properties prices continuously in various major districts. During

the period under review, average sale price of residential

commercial properties in the PRC was approximately

RMB2,721 per sq. m., which represents an increase of 14.4%,

and was at its 10-years’ high.

Historical change in price of residential properties,

total gross floor area of residential housing which commenced constructed
and disposable income per capita in the PRC, 1998-2004
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The positive implications of the macro economic austerity

measures were reflected in the change in structure and quality HEENEL  PERBBONEREKLY
of the property industry. Property developers began refining Eﬁzic-_ CTREFERZENL - mEEE BFPH
their respective development strategies, such as adopting REZZMBERBLEMEYLEREE(L
diverse financing strategies, creating brand reputation and WRHETH - @R REFEE ﬁéﬁ?ﬁxfﬁ
customer relations, all of which have turned to become the ii@FﬁfﬁﬁEmmﬁﬁﬁﬁﬁ CITEFROTE
tools for property developers to encounter changes in the EHRBAZMR  BHH i%%‘?ﬁﬂ’]hm%ﬂ
operating environment in the long run. At the same time, the BIREE B -

macro economic austerity measures further strengthened
developers with sufficient funds and land reserves and
therefore encouraged merger and acquisition so that market
concentration and resources allocation were further enhanced.
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Shanghai market

During the period under review, apart from adoption by the
central government of a series of the macro economic austerity
measures which caters for the real estate industry, the
Shanghai municipal government continually introduced a series
of technical measures for the purpose of adjusting demand
and supply as well as the operational flow in the real estate
industry, in order to suppress short term speculation activities
and increase market transparency. For example, since 1 May
2004, uncompleted properties were not allowed to be resold
prior to their completion. Since 1 July 2004, all information on
pre-sale transactions must be filed for registration and disclosed
at government websites.

As affected by such policies, during the period under review,
there was no change to the fundamental condition of
decreasing supply and rising demand. In 2004, 24,630,000
sqg. m. of land for use by residential commercial properties were
assigned, which represents a decrease of approximately 2.4%
as compared to 2003 (note 1). Residential commodity
properties with a total gross floor area of 26,690,000 sq. m.
commenced construction, which was slightly increased by 2%.
It is contemplated that total gross floor area of additional supply
in residential commercial properties will not increase
significantly in the next two years. The growth rate for area of
residential commercial properties sold was maintained at
approximately 19.3% and reached 32,330,000 sq. m. With the
strong sustainable growth in demand for residential commercial
properties, such demand continued to surpass supply in the
market, and became the principal driving force for property
prices in future.
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Capitalizing on factors such as the continued tension between
the demand and supply of the market and the overall optimistic
outlook of market in the long run, the prices of residential
properties continued to rise though. During the period under
review, the average market price for residential properties in
Shanghai reached RMB6,385, which represents an increase
of approximately 14.6% from 2003. The price movement of
properties in different regions remained unbalanced. As the
supply of high quality land was limited while investors’ demand
for such land was high, the prices of properties within the inner
ring area increased by 27.5%.
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At the same time, the rapid growth in demand for residential
properties mainly resulted from the strong increase in the
domestic demand for better living standards. However, up till
now improvement in the living conditions of the local mass
population has not yet been fulfilled. According to the sampling
survey of the Shanghai Statistics Bureau, as at the end of
2004, only 30% of families in Shanghai owned residential
commodity properties which are developed after 1992 and
more than a quarter of families lived in low cost public housing

which were rented from the government (note 2).
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In 2004, the overall property market in Beijing continued to

experience moderate growth. In Beijing, the total gross floor
area of commodity properties which had commenced
construction during 2004 amounted to approximately
30,540,000 sq. m., which represents a decrease of
approximately 11.1% as compared to 2003. The average sale
price of residential properties over the year was RMB4,747,
representing an increase of 6.5% as compared to 2003, and
was higher than the growth recorded in 2003.

Building on the rapid economic development, city reform and
the 2008 Olympic Games in the long term, together with the
restrictions on land supply, some of the basic factors of the
market have revealed signs of possible rapid change. This
shows that the Beijing market was quickly breaking away from
its moderate changes over the past years and is instead
heading towards a new period of rapid growth. During the year
under review, area of residential commercial properties sold
in Beijing increased substantially by 29.1% and reached
22,860,000 sq. m., the growth rate of which was 18.1
percentage points higher than that in 2003. Sales of residential
properties grew significantly and the sale rate of residential
properties reached approximately 92.3%. The stagnant
property market in the core city region in the previous years
began to recover with prices growing rapidly, making it the

market leader in the city once again.
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