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Introduction

Source: The Business Times

It has been a very eventful first half of the year for 2023. With much
happening this year, STL Properties attempts to summarise the big picture for
you with our take on the market.

HDB Resale Growth Slows while Private Home Prices Rise Amidst Low Volume

Let’s start off with the HDB Resale
Market. As we predicted with many
of our clients, the ramp up of BTO
supply by 35% over 2022 and 2023
extracted demand from the HDB
resale market, dampening growth in
the sector this year.

In Q1 2023, prices of resale flats inched up 1% from Q4 2022, the smallest
quarterly increase compared with the previous ten quarters. A widening
disparity between price expectations of buyers and sellers has also been
observed. Transaction volume showed slightly stronger recovery, rising
5.8% from Q4 2022. 

Source: The Business Times

Conversely in the same quarter, private home
prices accelerated, rising 3.2% in Q1, on the back
of low volume. 
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With interest rates soaring, the stress-test used to compute Total Debt
Servicing Ratio (TDSR) increases accordingly, curbing borrowing capabilities.
Coupled with an uncertain economy, we did expect some to put their
property sale or purchase on hold.

From the buyer’s perspective, especially if they wanted to purchase a resale
property, they would be unwilling to overpay since bulk of the loan goes to
pay interest in the current environment. From the seller’s perspective, they
may be unwilling to budge on the price because replacement costs are high
and household balance sheets are strong (Debt 33% of Cash + CPF as at
2022), so they have no reason to fire sale their unit at a loss either. 

Source: Department of Statistics Singapore 

A large part driving private home price increases are also due to several
major new launches released this year. As new launches follow the
progressive payments scheme, buyers would be significantly less affected
by the high interest rate environment. 



STL Properties Newsletter 1H2023

At the same time, increasing property prices urges them to act now rather
than later. Ultimately, the price increase is fundamentally driven by the
current low supply and strong demand environment we are in. 

Source: The Business Times

In Q2 2023, we see the reverse happening -- HDB resale flat prices rose by
1.4% based on flash estimates while private home prices dropped 0.4%. This
drop was driven largely by a 2.6% qoq slide in prices of non-landed private
homes in the Rest of Central Region (RCR). 

When we translate the data onto the new launch market, we notice Q1
launches in the RCR were of a higher value with smaller volumes such as
the Freehold Terra Hill, compared to Q2 launches such as the leasehold
Tembusu Grand, Blossoms by the Park and Reserve Residences. However,
the index drop was made less significant with the launch of freehold The
Continuum in May. 

Overall, a significant drop in the number of homes bought by foreigners
from 112 in April to 69 in May and 21 in June, also contributed to the fall
in index. Nevertheless, most property consultants are still estimating an
increase in the index by 3% to 5% this year. 

Source:
Edgeprop

Source: The
Straits Times
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Conclusion

Prolonged Slow En-Bloc Market But Govt. Increases GLS Sites

We entered the year on the back of low supply
with the absence of an en-bloc fever the likes of
2017 – 2018. Many deals stalled on the en-bloc
front and only a third of collective sales
succeeded in the current sales cycle, down 63%
from the 2017/2018 boom cycle due to a price
gap of up to 15% between what developers will
pay and what owners are asking. Source: The Business Times

Developers are becoming more selective due to 1. Higher developer ABSD, 2.
Rising macro uncertainties, 3. Higher interest rates, 4. Higher construction
costs, while residents expect higher reserve prices these days due to higher
replacement and ABSD costs. 

Knowing that the collective sales market is likely to stall for some time, and
that the historical undersupply poses risk to sustainable price trends, the
Government has taken decisive steps to increase the supply by releasing
Land under the Government Land Sales (GLS) accounting to 9,250 units --
highest in the decade. This supply will likely hit the market in late 2024 to
2025 (launched for sale) and TOP around 2028 or later, which means it will
have a lagged impact to the market. 

1H2023

Increase In Ultra Rich And Foreign Purchases at All-Time High Triggering ABSD
Cooling Measures

Source: The Business Times

On the demand side, we’re seeing that
the number of ultra-rich (those of net
worth at least US$30mil) in Singapore is
expected to grow 17.7% to around 5,300
by 2027. Foreign buying of private
homes has also reached a 5 - year high
in Q1 2023, just before the rollout of
cooling measures. 
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In Q1, foreigner purchases accounted for 6.9% of private home transactions,
up from 3.1% a year ago. Foreign buying of luxury condos also rose to
almost a decade high, despite ABSD being raised to 30% for foreigner in Dec
2021. As a result of this concerning trend, on Apr 27, the government
decided to take a pre-emptive measure to dampen investment demand,
drastically increasing foreigner ABSD from 30% to 60%. While we still do see
some foreign purchases after the implementation of these new rulings, we
feel this has been effective especially for foreigners with budgets within the
$5-10mil range. 

ABSD Measures May Choke Supply Of Prime Freehold Collective Sites 

Source: The Straits Times

However, cooling measures can
sometimes be a double-edged sword,
with latest measures potentially choking
the supply of prime freehold collective
sites, especially those with a very high
proportion of foreign owner-occupiers.
Typically, prime district developments
have a higher proportion of foreign
owner-occupiers who may be less
incentivized to join a collective sale. 

This could strangle the supply of prime collective sale sites near the city
centre, especially freehold ones, making existing freehold properties even
more valuable. 

No Alarming Rise In Foreclosures Amidst Higher Household Net Worth And
Prolonged Interest Rate Hikes

Source: The Straits Times

From a borrowing perspective, there has not been a
pickup in property related foreclosures thus far. Just five
commercial and five residential loans led to foreclosures
by financial institutions in the first quarter of 2023. 
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Kindest regards,
STL Properties

MAS also estimates that about 27,000 homeowners with a mortgage from
financial institutions refinanced their mortgages in the 12 months from Mar
2022 to Feb 2023. The increase in payments for borrowers was
approximately at a manageable 2% of their monthly income. 

Meanwhile, the average monthly income of the 27,000 homeowners increased
by about 10% over the last 3 years. This rise in income would have helped
cushion the increase in mortgage payments. Moreover, government data
showed amidst the higher interest rate environment, household liabilities fell
in Q1 indicating households repaid their home loans to avoid paying too much
interest. 

Conclusion

In the long run, we feel the added cooling measures do indeed help
stabilize the market, allowing new entrants -- younger Singaporeans and
PRs to own their first property. We do note that potentially more foreigners
may convert to PRs to avoid paying hefty ABSD costs. 

In the short run, owners may hold onto their existing property portfolio,
especially if they are freehold in nature, if the switch up to a new or
different property incurs too high of a transaction cost for them. Hence
we notice sellers in the freehold resale market, especially in the Core
Central region, being sticky about their prices, asking for prices above
valuation, or deciding to withdraw their sale, especially if the ownership
is PR or foreign based. 

If you are looking to make sense of how all these affects your property
journey, speak with us today. After understanding your needs and goals,
we can help you assess whether this move is manageable after proper
financial assessment, risk mitigation and downside protection.


























