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1．Abstract or summary

In this report we discuss the invest possibility of real estate in China main cities. 
We take the order of the BI circle and go step by step according to our model. This model should also be used when it comes to other field of economics.
2 Introductions
2．1 Scope: This report focuses on the real estate invest possibility in cities of China. 
2．2 Term of reference: Character of the information
Branch: five branches to invest in, residential, shopping centre, office, logistic centre and hotel.
Market: Market is the city we have to invest in
The currency exchange rate from RMB to SEK is nearly 1.08RMB to 1 SEK
GNP: Gross national product
GDP: Gross domestic product
Static yield: static yield=income/invest *100% 
2．3Objective: Given the situation to invest money on five branches of real estate in a certain market (a city), our objective is to evaluate which branch is the worthies to invest. To achieve this aim, we establish a formula to evaluate.
2．4Limits of the report: Although we have learned about two powerful tools of data mining in the course we decided not to use them. For one reason, both of them are in English, we have difficulty to study their function in such a short time. For another reason, our formula is simply designed but hard to calculate for different branch, the data mining tool is not fit for our formula. 
This report focuses on the real estate invest possibility in the major cities of China. We can’t sort the information of all the cities, which can be the limit of geography. 
We didn’t make any interview or do any questionnaire because we are investigating the situation of real estate in China but we are not in China. 

This report cannot assure what would be exactly the best way. We believe if a report says it can assure the result 100% will happen that it must be lying. 

2．5 Background of real estate invests possibility: 
Sometimes we are confused about the abstract statistics and want to simplify our question. Real estate invests possibility can indicate the feasibility of the investment. We use the formulation to solve this problem:   
(  “need/supply*information character（1）+income/cost*information character（2）+1/risk*information character（3）+ C（4）” ) 
Then we can transfer the disordered statistics into a kind of specific values in order to compare to each other and analysis. It is composed by three parts, each of which presents one aspect of the real estate invests. In this report, we mainly consider these three dynamic factors: supply and demand, the level of consuming, and investment risk. This method is used to evaluate the possibility of real estate investment before decision making. Although it has its localization, it is still a systematic and scientific method to research the feasibility of the investment in our opinion. 

2．6Proposed development: 
We decided to store our information if the text file and data in the excel file. 
We chose three representative cities to simplify our problem. Those cities are Beijing, Wuhan, and Shanghai. We chose these three cities because those are the big cities, and each city has its own characters. Simply speaking, Beijing is in the north of our country, and it is the capital of China, which is the culture and historic centre. Wuhan is in the centre of China and has the critical geography advantages. As to Shanghai, it is an international city in the southern China and famous for its international trade policy. 
We sort all the information from the internet because in our opinion, it is the best and easiest way to find such information. However, we chose the authority websites in China to ensure the veracity of the data we found. 
This report will try to forecast the invest possibility by numerical index. The bigger the index is, the high possibility is.
[image: image3.jpg]Beijing GNP and

unit :

0.1 billion HcTedsertate %)
00 from 2000 16
7000 4 14
6000 L iz g 11 12
5000 - 10
a0 s
3000 s
000 4
1000 2

0 0
WOUE 200U 2002F  2003F  2004F  2005F
absslute

= anount

increase



3．Methodology
 3-1 BI circle

Because we are not in China so we didn’t make any interview with someone or carrying out questionnaires. Internet is our main source of information. The aim of collecting information is to determine how we can evaluate he invest possibility. 
As to find the elements that influent the real estate, we searched information mainly on the internet. We tried several searching engine, input the keywords such as “elements influence real estate”, “kinds of risk”. Check the data and decide which are useful. Of course we have to evaluate the character of the information (1). 

We store the useful data in different tables in excel files. During the process in which we looked into the aspects that influent investigation of real estate, we build a formula that can evaluate the invest possibility of real estate in different branches.
We analyze the data in the formula and quantize the invest possibility.
How did we develop the formula will help to present the report. 

4．Results or findings
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4-1 invests possibility index result
The invest index is calculated by need/supply + yield/cost. The need/supply shows the penetration possibility. The yield/cost shows the reward rate. The bigger there two number is the better is the project. 

The pie chart shows the market share each branch has. 
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The bar chart shows the invest index each branch has.

The conclusion is that to invest in the commercial building is the best.
5．Discussion
                     5- Model

5．1 what aspects are considered to establish the formula:
Firstly, the most important thing is yield . Real estate is not an exception. Therefore, we considered “yield” as one of the important index when authorizing the formula of invest possibility.
Secondly, The more income it gains the more risk it has. That is to say, any business activity has risk, which is a critical factor and can not be ignored. 
Thirdly, we have to consider that whether the market is saturated or not before putting the product in the market. If the supply is much more than demand, the price will decrease accordingly. Taking the penetrability of the market into account, we must attach importance to supply-demand. 
As far as concerned, risk can be divided into two parts: alterable risk and unalterable risk, such as law, policy, natural disaster, etc. In the same city, the same country and same period, the unalterable risk is a constant. Therefore the formula includes risk constant C.  

5．2．How to make facts numerical in the formula:
Simply speaking, yield is the quotient of income and cost. The yield of real state is from real state forecast price. Cost includes the fees of land-usage, construction cost……if we want to calculate the cost, we must collect all aspects of cost, which are interior information of the corporation. It can be budget when a corporation plans to invest ascertain project. 
The saturation degree--- the possibility to penetrate the market, can be inferred from the analysis of supply and demand, because there is no direct statistic of the supply and demand. Demand refers to the purchase and rent of different types of real estate in resent years. However, supply is directly connected with the newly started area and complete area. 

Risk can be divided in two parts, one is changeable risk which can be avoided if you take care of it before hand, including reward cycle---The reward cycle is uncertain, during this period the demand and supply would possible change; Completion---The past competition is known, the current and the future are unknown. The more the unknown competition is the harder the corporation can penetrate the market; Fund---The increasing standardization of real estate laws affects how easy the corporations can get the loan. If the bank decides not to give loan to the company the project cannot be finished. The building will be wasted; Land-value---High land-value result in the high cost, corporations can not depress the price of products to attract the consumer; Orientation of project---More rooms in the limited area cause the environment become inferior. Consumer with bigger purchase power requires the good environment. The consumer doesn't have much demand for environment will possibly have no money to purchase; Details of project---The area section, price, structure of room and so on will affect the consumer; Interest rate---The fluctuation of interest rate results in risk; Information---Corporations may be affected by various of uncertain information to make the decision; Uncertain elements risk
The other is unchangeable risk such as the natural disaster, the policy, the law. This kind of risk cannot be avoided. 
Some information comes from interior information in enterprise, such as cost, while some comes from exterior and the reliability of exterior information does much rely on the resource. Therefore we primarily established a kind of system to evaluate reliability of the information and grade the reliability. 

	reliability
	Information source

	100%
	National Bureau of Statistics of China,

China Daily,

XinHua News Agency

Interior information…etc.

	90%


	Big websites such as Yahoo, MSN, Sina and so on


	80%


	    Other local news Agency


	70%
	Blog or personal site

	60%
	Analysis online or in books.


                  5-1 information characteristic table
5．3．Formula
：need/supply*information character（1）+income/cost*information character（2）+1/risk*information character（3）+ C（4）.
The process of collecting information is extensive, so each information character is not a single value, which is sometimes the product of several reliability degrees. For example when collecting the data about the cost, the reliability degree is approximately 100%. That is because it is from internal enterprise. However, the reliability degree of income may be 80% because it is calculated by real estate price. As a result, the information character in the first part of the formula  is %100*80%.

5． 4 Example: Invest possibility of real estate in Beijing
5.4.1Analysis of general facts:
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5-2the unit of the amount is in 100,000,000
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5-3the unit of the amount is in 100,000,000
According to the statistics from the National Bureau of Statistics of China, there are 1.3 billion people in China, not including Hongkong, Macao and Taiwan province.  It nearly consists of 21% of the world population. The more the population is, the more need do people have for real estate. 
Analysis: The market is made up from the population, purchase power and purchase motivation. China has a huge population. The GDP of China is increasing stately recent years; the average dwelling space was greatly increasing and still increasing. 

5.4.2 Analysis of city facts:
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5-4 general facts of Beijing
Statistics are from National Bureau of Statistics of China
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                5-5 Beijing GNP and increase rate form 2000

Analysis: Beijing’s population is increasing. The GDP is increasing. The average dwelling space is increasing. It proves to be a market with great potential from the concept of market. 
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         5-6 invest on real estate recent year in Beijing 
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                5-7 New started area and increase rate in Beijing
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              5-8 the sold area/ complete area in Beijing

5.4.3 Using the formula: 
We assume the information characters are all 1, for most of the statistics are from National Bureau of Statistics of China.

need/supply*information character（1）+income/cost*information character（2）+1/risk*information character（3）+ C（4）.

5.4.3.1The need/supply for each branch: 
The need/supply = sold area/ complete area
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5-9 residential sold area/ complete area in Beijing

Recent one year:

Average Residential need/supply =sold area/complete area = 1.24+1.34+1.31+1.20+0.99+2.19…+1.80+1.65/12 = 1.665
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5-10 office sold area/ complete area in Beijing

Recent one year:

Average office need/supply =sold area/complete area =
0.33+0.35+0.42+0.41+0.41+0.50+…+0.76+0.86 = 0.653

5-11 real estate for other use sold area/ complete area in Beijing

Recent one year:

Average real estate for other use need/supply =sold area/complete area =0.39+0.42+0.42+0.52+0.56+0.57…+0.83+0.78/15 = 0.567

Average Residential need/supply = 1.665
Average office need/supply = 0.653
Average real estate for other use need/supply = 0.567
5.4.3.2 Average real estate income/cost*information character
Income:

Residential average price = 7166RMB per square meter
Office average price = 13158.3RMB per square meter 
Real estate for other use (commercial building) average price:

15795RMB per square meter
Cost: Although the government has encouraged the business man in the real estate area to show the cost, most cities in China didn’t take this advice. This index is the interior information of the corporation. We didn’t collect any authentic data about this field. 

To get the result of the model, we assume that the cost of different branch is the same, 4000 RMB. In the future analysis, authentic data is needed for accurate forecast. 
The Average real estate income/cost*information character of different branch is:
Residential     1.7915
Office       3.289575
Other use      3.94875
5.4.3.3 Risk of every branch:
  As said in 5.2, we set a constant “r” for all the risk due to we didn’t make up a system for calculating the risk. 
Compare the three branches, their result come from the formula are:
Residential invest possibility index = 1.665*1+1.7915*1+1/r*1+C=3.4565+1/r*1+C
Office invest possibility index = 0.653*1+3.289575*1+1/r*1+C=3.9425+1/r*1+C Commercial building invest possibility index = 0.567*1+3.94875*1+1/r*1+C=4.515+1/r*1+C
6. Conclusions and recommendations
Conclusion: recently, to invest commercial building in Beijing is the best way.  

After finishing discussing the invest possibility in Beijing by using the formula we established, we realized that there is still much to be improved. The formula is theoretical, but use in reality is not that easy. 
Firstly, we need to identify the information characteristic. The information comes from different source. We couldn’t trust them 100%. So we have to give them weight. But finally we gave up this idea, because we don’t know how to give them weight. Actually when it comes to the reality, the statistics must be as much as reliable to assure the accuracy.  That is why we gave them weight 1 ultimately. 

Secondly, we want to calculate the income and the cost. As it comes to a specific building or project the company will get to know the budget from interior information. It is easily for the decision maker to know the cost. But when it comes to us to investigate the average cost of a specific branch of real estate, the problem occurred. We read about the news that the Beijing real estate government decided not to show the cost of real estate recently on the Beijing Daily. That means we won’t get any authentic from the National Bureau of Statistics of China or the government. That is why we assume an approximate cost of 4000RMB per square meter. 

Although the formula has so many drawbacks, it still has much advantage. Firstly, it is simple to calculate. Even when it comes to a specific project, the income can still be calculated by forecasting the price from the other real estate around the location you plan to invest. 
The need/supply help to tell the penetration possibility directly. The statistic in the past five years can be found easily from the National Bureau of Statistics of China with authority. 
After calculate the invest possibility of a project, the index will be showed in numerical form. No matter how unfamiliar the decision maker is with the real estate matter, the index could let him know directly that this project will t be probably better than the others or not.  
What we should do with the formula is to insure the source of information and get the income and the cost calculated as accurate as possible. 
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