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LGFVs: Our thoughts on the plan to purchase unsold
residential units
A move in the right direction to address high inventory level Glenn Ko, CFA & &=
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Media reported Chinese government’s plan to have local governments to glennko@cmbi.com.hk

purchase unsold residential units and convert these to affordable
housings. While there remains a high level of uncertainty as to the timing and Cyrena Ng, CPA %7 2
details of implementation, we believe that the reported plan helps address one of (852) 3900 0801

the key obstacles in restoring homebuyer’s confidence, i.e. growing inventory cyrenang@cmbi.com.hk
level, through turning inventory into affordable rental housing to meet the demand

from lower-income groups. As we discussed before, the Chinese property market Jerry Wang EX!y
is in a vicious cycle with falling price and higher inventory level. Ensuring timely (852) 3761 8919
deliveries of pre-sold projects, lower inventory level and stabilized property prices jerrywang@cmbi.com.hk

are keys to restore confidence on the property market.

How will the plan be implemented and what will be the sources of funding
for local governments?

The planin the brewing is not entirely new. Indeed, local governments of Fuzhou,
Chongging, Zhengzhou and Suzhou had acquired unsold residential units and
convert these into social housings. On 14 May’24, the Housing and Urban-Rural
Development Bureau of Linan District of Hangzhou offers to acquire completed
residential units (and car parks) at market prices for social rental
housings. Taking cues from the experience of Zhengzhou, the LGFVs there
acquired unsold residential units at discounts, primarily funded with bank loans,
and convert these units to social rental housings. The funding cost of these
acquisitions is lower than the rental yield. We believe that opening up long-term
and low-cost funding channels including onshore loan and bond markets for
LGFVs are keys to the success of this plan.
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Impact to LGFVs: Neutral to positive

There may be concerns on the sources of funding for local governments and additional financial burden of
LGFVs. However, as discussed before, we believe that LGFVs will only acquire projects at prevailing market prices
under heavy regulatory scrutiny and LGFVs will be granted the access to long-term and low-cost funding channels
in the acquisitions of unsold residential units. We also believe that these could open new and recurring income
sources for LGFVs involved, as well as strengthen their strategic importance within their respective regions. In our
opinion, LGFVs more likely to involve in the plan are those with experience in property and social housing sectors
such as CPDEV and ZHHFGR.

Impact to the property developers: Mixed

The move sent another signal that the Chinese government’s strong intention to stabilize the property market. The
reported move is positive to developers in general. Nonetheless, the impact to individual developers in the near-
term will vary. For developers already in default with a high inventory level, they may be pressured to sell projects
to local governments/LGFVs at deep discounts. These could affect the overall recovery value, especially from
offshore bondholders’ perspective.
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