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A Curiosity about the Real Estate Price of China in 2012

After years of tremendous growth, property prices in China reached a turning point in
November 2011. Cities like Beijing have witnessed a substantial fall in the prices of apartments in
suburban areas, while other cities have seen a rising trend in buyers withdrawing their property
purchase orders. Furthermore, according to the National Bureau of Statistics, the national
housing climate index hit a 28-month low of 99.87 in November 2011. This figure was not far
from that in October 2008, when the index dipped to 99.68 due to the global financial crisis.

This turning point is an early indication of the results of the price control policy implemented
by Chinese Government. The defining term for the Chinese real estate market in 2011 is ‘control’
and this control policy consists of the following four measures:

1. The Credit Squeeze.

On 26" January, the State Council Executive Meeting re-launched eight real estate market
control measures to strengthen the differential housing credit policy (the “New National 8”). ‘The
new National 8’ is the most stringent real estate regulatory policy in China in recent years.

Under the new measures, households taking up loans to purchase their 2" property would
have to make a minimum down payment of 60% of the purchase price. Furthermore, the interest
rates of such loans must not be less than 1.1 times of the benchmark interest rates.

2. The Purchase Restriction Order

on 16" February, in conjunction with the “New National 8”, Beijing officially announced the
implementation of the ‘Beijing 15’, which also contains restrictions on the purchase of property.
The harshest of these rules is said to be the ‘purchase restriction order’, which requires buyers
without a Beijing hukou (“household registration”) to provide proof that they have worked in
Beijing for more than 5 consecutive years. Such proof can be furnished through tax receipts or
social security records. Furthermore, those without a Beijing hukou are only allowed to own one
property, while those with a Beijing hukou can own a maximum of 2 properties.

Presently, a total of 46 cities in China have introduced the ‘purchase restriction order’ as their
core policy for real estate market control.

3. The Real Estate Tax

on 27" January, Shanghai and Chongging announced that they would implement a pilot real
estate tax regime from 28" January.

In Shanghai, the new tax regime was targeted at newly-bought 2 properties owned by
Shanghai residents and newly-bought properties owned by non-Shanghai residents.

As for Chongqing, the tax regime targeted single-family villas, top-grade apartments, as well
as newly-bought 2" properties owned by non-Chongging residents, persons without investments



and unemployed persons.

Since the implementation of these tax regimes, there has been a decline in the trading
volume of high-end properties in these two cities, and property prices have stabilized. Economic
measures such as the real estate tax are the future direction of real estate market controls and
will gradually replace the ‘purchase restriction order’.

4. The Public Housing Plan

2011 marked the start of the ‘12th Five Year Plan’, under which 36 million public apartments
will be built in the following 5 years. According to the Ministry of Housing and Urban-Rural
Development, as of the end of October, construction has already started on 10 million of these
public apartments.

With the close of 2011, the attention has now turned to the direction in which China’s
property prices will head in 2012.

The Central Economic Conference, which was held in Beijing from 12" to 14" December
2011, has set the tone for the macro-economic policies of 2012. The Central Political Bureau is
determined to persist with the real estate regulatory policies in order to restore reasonable
property prices.

According to forecasts by China's major securities companies, such as China International
Capital Corporation, China Securities, Guoxin Securities, Changjiang Securities, China Dragon
Securities, 2012 will see the continuation of the existing control policy. However, it is also
anticipated that with the decline in property prices, these measures will ease in the second half
of the year. These firms further predict a modest drop of about 5% to 10% in property prices.

Having continuously doubled year after year, property prices in China have now far exceeded
what the ordinary Chinese people find acceptable. The controls on property prices and provision
of public housing are part of the Government’s efforts to fulfill its commitment towards the
livelihood of the ordinary Chinese people and to alleviate increasingly acute social conflicts.
However, statistics show that real estate investment in 2010 makes up 12% of direct
contributions to the country’s Gross Domestic Product (GDP). Furthermore, the real estate
industry affects employment rates, as well as 40-50 or so related industries, including cement,
steel, glass, furniture, appliances and decorative materials, etc.

Thus, the Chinese Government now faces a dilemma. On one hand, sustained property price
control policies are detrimental to the Chinese economy and could result in a marked downturn
in China's economy for the year 2012. This would be intolerable for Chinese government. On the
other hand, if the price control policy is relaxed, it could render the efforts to control property
prices for the past 20 months futile and severely damage the Government’s credibility.

The issue of property prices in China for the year 2012 presents a great challenge to the
Chinese Government and will be a test of its ability to govern.



