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STRATEGY

Strategy — China And Hong Kong Property

Sharper Property Price Decline In 1H24 Weighing On Margins Of Chinese
Developers; Upcoming Interest Rate Cut To Support Value Of Hong Kong Retail
Landlords

For the mainland market, despite the marginal recovery of key indicators in June, the
accelerated decline in property prices in 1H24 is weighing on developers’ margins. Top
pick is CR Land for its defensiveness of margins thanks to strong recurring income. For
Hong Kong, the daily average number of mainland tourists to Hong Kong and Hong
Kong residents going northwards rose 22% and fell 7.8% mom in July. The upcoming
rate cut will support the valuations of Hong Kong retail landlords. Top pick: LINK REIT.

WHAT’S NEW
¢ The National Bureau of Statistics (NBS) released economic data for Jun 24 on 15 Jul 24.

¢ |ICE index released listing price data for the recent week.

ESSENTIALS
o For the mainland property market:

a) Jun 24 saw marginal recovery of key industry indicators. According to data released
by NBS for the month of Jun 24: Property sales and investment declined by 13.8% and
7.4% yoy respectively, experiencing a marginal recovery as compared with -27.9% and -
10.1% in 5M24. Consequently, we noticed an improvement in new start of property
construction (-21.9% yoy in Jun 24) and funding sources for developers (-14.6% yoy in
Jun 24). However, the completion of property construction (-29.7% yoy) was further
deteriorating. Overall, we believe the recovery in June reflects the effectiveness of policy
easing in May 24. As Jul-Aug 24 has a lower base in 2023, we will not be surprised to see
further narrowing of yoy decline in the following two months.

NBS PROPERTY INDUSTRY DATA

yoy Growth of May 24 vs

yoy 6M24 6M23 Jun-24 5M24 yoy Growth of 4M24
Property investment -10.1% -7.9% -1.4% -10.1% Marginal recovering
New start of property construction -23.7% -24.3% -21.9% -24.2% Marginal recovering
Completion of property construction ~ -21.8% 19.0% -29.7% -20.1% Deteriorating

GFA of new home sold -19.0% -5.3% -13.8% -20.3% Marginal recovering
Value of new home sold -25.0% 1.1% -13.8% -27.9% Marginal recovering
Fund source -22.6% -9.8% -14.6% -24.3% Marginal recovering

Source: NBS, UOB Kay Hian

b) Accelerated decline in property prices in 1H24 weighing on margins of developers.
According to NBS, China’s home prices fell at a slower pace in Jun 24; new-home prices
in Tier 1/2/3 cities decreased 0.5%/0.7%/0.6% mom respectively (vs -0.7%/-0.7%/-0.8%
mom in May). Secondary home prices in Tier 1/2/3 cities dropped 0.4%/0.9%/0.9%
respectively (vs -1.2%/-1%/-0.9% in May). The recent policy combos to support the
property market revived potential demand, especially in Tier 1 cities. However, in 1H24,
the mom decline in property prices actually accelerated as compared with in 2023, as
showed in the chart on the right. As a result, developers will have to offer deeper
discounts to promote sales. We expect greater downward pressure on gross profit
margins in the coming interim results.

PEER COMPARISON
Upside/

Price @ Target (Downside) Market

Company Ticker Rec 15 Jul 24 Price to TP Cap
(HK$) (HK$) (%) (HK$m)

China Resources Land Ltd 1109 HK  BUY 27.05 4239 56.7 192,891.9
Hysan Development 14 HK BUY 11.42 17.99 57.5 11,7284
Sun Hung Kai Properties 16 HK BUY 72.05 105.05 45.8 208,785.1
New World Development 17 HK HOLD 7.73 9.08 17.5 19,453.6
Sunac China Holdings Limited 1918 HK  SELL 112 1.06 5.5 9,654.9
Wharf Real Estate Investment Co Ltd 1997 HK ~ BUY 20.90 31.20 49.3 63,457.2
China Overseas Land 688 HK BUY 13.48 19.42 44.0 147,537.0
Link REIT 823 HK BUY 33.00 42.76 29.6 84,276.9
Longfor Properties 960 HK BUY 11.02 17.86 62.1 745717

Source: UOB Kay Hian
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SECTOR RATING

Sector Sector Rating

China Property MARKET WEIGHT

Hong Kong Property MARKET WEIGHT

Hong Kong Landlord MARKET WEIGHT

Source: UOB Kay Hian

SECTOR PICKS

Company  Ticker Rec Share Price  Target Price
(HK$) (HK$)

CRLland 1109 HK BUY 217.05 42.39

LINKREIT 823 HK BUY 33.00 42.76

Source: UOB Kay Hian
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c) Listing prices in major cities continued to see wow decline in Jul 24. According to the
ICE data released on 7 Jul 24, the average listing price of second-hand homes in 16 major
cities decreased 0.2% in the first week of July, with eight weeks of continuous decline.
Only Hangzhou saw a wow rise, while the remaining 15 sample cities saw a wow drop,
with Xi'an/Qingdao/Beijing seeing listing prices falling 0.6%/0.4%/0.4% wow respectively.

Update on Hong Kong tourism (thus retail sales):

a) Monitoring the trend of northbound shopping. The average number of Hong Kong
residents going to China through various inland borders reached 255,000 per day in the
second week of Jul 24 (8-14 Jul 24), increasing 7% wow. The average number of Hong
Kong people going northwards in Jul 24 decreased 7.8% mom and increased 32.7% yoy.

b) Daily mainland tourist arrivals saw mom rise in Jul 24. The recent summer vacation
supports mainland visitor arrivals. The average daily number of mainland tourists reached
103,000 per day, jumping 18.8% wow during the second week of Jul 24 (8-14 Jul 24). The
average daily mainland arrivals in Jul 24 rose 22.1% mom and decreased 0.9% yoy. (vs
+34% mom in Jul 23)

ACTION

¢ Maintain MARKET WEIGHT on China’s property sector with CR Land as the top pick
for its defensiveness amid margin pressure. The sharp decline of property prices in
1H24 will weigh on the margins of Chinese developers, raising a key risk for the property
industry. However, we believe developers’ resilience of profit margin will significantly diverge.
Among the major Chinese developers under our coverage, our ranking of gross profit margin
and margin resilience is: CR Land (2023 gross profit margin: 25.2%, - 1pp yoy)> COLI (2023
gross profit margin: 20.3%,-1pp yoy) > Longfor (2023 gross profit margin: 16.9%, -4.3pp
yoy). SOEs’ advantage in pricing is obvious, while CR land’s defensiveness amid margin
pressure comes from its strong recurring income, which has a gross profit margin of
approximately 50% and contributes to 16% of revenue. As a comparison, COLI's recurring
income only contributed to 5% of total revenue in 2023. CR Land remains our top pick.

CR LAND - RENTAL INCOME
CR Land-key operating data

(Rmbb) Jan-24  Feb-24 Mar-24  Apr-24 May-24 Jun-24
Rental income - YTD 243 485 7.14 939 1177
Rental income - YTD - yoy 11.0% 17.7% 176% 16.8% 16.5%
Rental income - monthly 2430 242 2.29 2.25 2.38
Rental income-yoy-monthly-yoy 11% 25% 17% 14% 16%

Source: Company data, UOB Kay Hian
LONGFOR - RECURRING INCOME
Longfor-key operating data

(Rmbb) Jan-24  Feb-24 Mar24 Apr-24 May-24 Jun-24
Recurring income (after tax) YTD 212 4.19 6.42 8.59 10.75 131
Recurring income (after tax) YTD - yoy 7.6% 8.0% 9.6% 10.3% 9.6% 7.6%
Recurring income (after tax) -montly 212 2.07 2.23 2.17 2.16 2.35

Recurring income (after tax) - monthly-yoy 7.6% 84% 12.6% 12.4% 6.9% -0.8%
Source: Company data, UOB Kay Hian

¢ Maintain MARKET WEIGHT on Hong Kong property and landlord sectors with a
preference for retail landlords. Rising hope of interest rate cut in Sep 24 is raising
investors’ interest towards high-yield assets. However, we believe the appetite for Hong
Kong properties will stay sour for a while, as the rate of new mortgages will stay at
approximately 3.9% after one interest rate cut, which is still higher than the average rental
yield of 3.3%. On the other side, Hong Kong retail landlords are facing challenges of
deterioration of Hong Kong retail sales. However, an improvement in tourism data in July
could marginally ease market concern, while the attractive dividend yield can partly
compensate the gloomier outlook. Thus, we believe the upcoming rate cut will offer a
downside protection to the valuation of retail landlords. Considering yields, we change our
top pick of Hong Kong landlords to LINK REIT.
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DAILY MAINLAND VISITOR ARRIVALS IN HONG KONG
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HOME PRICES IN SHANGHAI (RMB/SQM)

HOME PRICES IN SHENZHEN (RMB/SQM)
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.
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