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ECONOMIC OVERVIEW

Since the credit crisis evolved into a financial tsunami, it has
continued to affect the Guangzhou serviced apartment
market. Although the Government has implemented a
number of measures to stimulate the economy, continued
volatility is still affecting the high-end residential market lead-
ing the transaction volume to go down. Sales price and rent
have fallen sharply. The Central Government continued to
cut interest rates to boost the economy over the past year
[t is expected that macro measurements to stimulate the
economy will need some time to take effect.

In 2008, utilisation of foreign investment has appeared to
slow down; the amount of contracted foreign investment
has fallen 15.5% compared to 2007.Among this, the amount
of contracted foreign capital of foreign direct investment has
decreased by 15.9%, reflecting that foreign enterprises are
cautious about the prospects. Suffering from the interna-
tional financial crisis, external demand is weakening, export
orders have reduced, and Guangzhou City is mainly an ex-
port-oriented region; foreign trade and utilisation of foreign
investment are having a substantial impact. The economy
will need some time to rebound.
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Table 1 Major Economic Indicators of Guangzhou Figure |  Guangzhou GDP Growth vs. National GDP Growth
*1 INEINITE S S S 7 &1 ]~ MIGDPHEK Zvs. 4 [HGDPHY K A
Indicator
FhR ==& Guangzhou GDP /" Jl{GDP  ==@==China GDP *'[§GDP
Guangzhou GDP 20%
J7JH GDP 13.2% 15% 15% 13% 14.73% 14.5% 12.5%
15%
China GDP
1 [EGDP 8.0% 9.1% 9.5% 9.9% 10.7% 11.4% 9%
10% ./._—.__—.———.’-.\.
Inflation Rate
Sy A1 &3 - 0.1% 1.7% 1.5% 23% 3.4% 5.9% 5% B
Interest Rate 0% 1 1 1 1 1
(1 to 3 years commercial loan rate)
A B2 R 2 549% | 576% | 576% 6.3% 747% | 5.76% 2002 2003 2004 2005 2006 2007 2008
(S =R LB R %)
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OVERALL SERVICED APARTMENT MARKET

The impact of the financial tsunami has led Guangzhou’s real estate
market to go through significant adjustments. The office leasing market
has started to shrink, and serviced apartments are also facing a similar
situation. The serviced apartment market normally stays dormant during
the Christmas and New Year holidays. This coupled with the deepening
financial impact of the financial turbulence has reduced expatriate
arrivals in Guangzhou. Some of the foreign corporations aiming to
achieve cost control have adopted localization issues, such as promoting
previous local staff to replace expatriate positions to minimise operating
costs. Some other foreign corporations have cut housing allowance,
a reduction of about 10-20%, which has led rentals to have room to
move downward. In 4Q 2008, there were no serviced apartment projects
launched into the market. Based on the previous situation, the vacancy
rate of serviced apartments is foreseen to increase continuously.

Figure 2 Guangzhou Serviced Apartment Supply, Take-up and Vacancy Rate
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Figure 3 Guangzhou Serviced Apartment Rental
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SERVICED APARTMENT LEASING MARKET

Subject to the international financial impact of the economic downturn
in 4Q 2008, the rents of serviced apartments have experienced an
adjustment. As to the negative factors that are gradually emerging, many
more companies have postponed their development plans. Companies
that originally planned to recruit new staff have had to reduce the
headcounts or freeze their development plans. Demand for serviced
apartments has decreased. Under the market uncertainty and facing
fierce competition with the high-end residential leasing market, owners
of serviced apartments have introduced rent concessions and a number
of additional value-added services to tenants in order to maintain
occupancy rates. Value-added services include: providing free breakfast,
broadband Internet access and rent-free periods and other concessions.

This quarter, the rent for serviced apartments amounted to RMB 158 per
sq m, down 8.86% quarter-on-quarter (q-o-q). Facing the impact of the
global financial crisis, the vacancy rate climbed to 22%. It is predicted
that demand for serviced apartments will continue to weaken in the
first half of 2009. At present, the room for rental bargaining has shrunk
for owners; because rent reductions have decreased by a considerable
amount in the past six months. Furthermore, owners expect that the
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half of 2009. At present, the room for
rental bargaining has shrunk for owners;
because rent reductions have decreased
by a considerable amount in the past six
months. Furthermore, owners expect that
the property market has the opportunity
to pick up after the Chinese New Year. It
is estimated that the room for rental falls
will narrow.

MARKET OUTLOOK

Looking ahead, the market atmosphere
is not so optimistic for the first half of
2009. A slowdown in demand of office
market has also had a direct impact on the
development of the serviced apartment
market. The Central Government imposed
RMB 4,000 billion rescue programme
covering a number of industries, is expected
to maintain steady economic development
in the near future. This is coupled with the
Central Government’s recent relaxation
in the threshold for foreign investment
by providing various macro control
preferential policies and a number of tax
concessions. It is predicted that competent
foreign investors will capture China’s
potential development to be involved in
20009. It is foreseen that the signs of the
economy stabilising will gradually appear
in the second half of 2009. There will be
a number of serviced apartment projects
completed in Tianhe North and Pearl River
New City region. These new projects will
be launched in the second half of 2009
and 2010. Confronting the economic
downturn, the significant supply of serviced
apartments in the market will further lead
to fierce competition.
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CONTACT INFORMATION

Colliers International Property Services
(Guangzhou) Co,, Ltd.

702 Teem Tower

208 Tianhe Road

Guangzhou 510620 PRC

Eric Lam Bryan Chan

General Manager Associate Director
South China Consultancy & Project

Advisory

Tel: 86 20 38193888
Fax: 86 20 38193899
Bryan.Chan@colliers.com

Tel: 86 20 38193888
Fax: 86 20 38193899
Eric.Lam@colliers.com

This report and other research materials may be found
on our website at www.colliers.com. Questions related
to information herein should be directed to the Research
Department at the number indicated above. This document
has been prepared by Colliers International for advertising
and general information only. Colliers International makes
no guarantees, representations or warranties of any kind,
expressed or implied, regarding the information including,
but not limited to, warranties of content, accuracy and
reliability. Any interested party should undertake their own
inquiries as to the accuracy of the information. Colliers
International excludes unequivocally all inferred or implied
terms,conditions and warranties arising out of this document
and excludes all liability for loss and damages arising there
from. Colliers International is a worldwide affiliation of
independently owned and operated companies.
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