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China Property Sector

NBS Jun data missed; 3Q will be even tougher

NBS Jun data came weak on property investment which has further slid to -9%
and dragged 1H to -5% YoY, the worst in the recent history. June’ s sales gave
some hopes to developers but soon got shattered after the quiet season in
July/August and the delivery risk after home buyers’ lobbying to refuse
mortgage payment for unfinished units. Even though our estimate shows a
maximum of 630mn sgm GFA could face delivery issue (which means RMB6tn
sales, RMB3tn mortgage and RMB1.2tn construction due to complete them),
there is no quick solution at the moment: banks are saying very limited exposure;
CBIRC is liaising with PBOC/MOHURD to push banks to solve in a market-
oriented way. We think this may not comfort the market or home buyers so the
sales sentiment will be further hit from an already-low starting point. Following
this trend of worsening sales, all the survivors (Longfor, CIFI, Country Garden,
Seazen) will all face huge pressure causing short-term volatility. Now all the eyes
will be on the political bureau meeting in end-July to discuss 2H economy. We
think it is very hard for the property market to turn around at this moment if there
is no big help from the top level.

B NBS property data in June 2022 — A miss on investment, completion, new
starts

- Property investment further weakened to 9% YoY in June (vs. -8%
YoY in May), despite a lower base. This lacklustre figure was partly
driven by -45% YoY in new starts (vs. -42% in May 22). This has led to a
REI YoY decline of 5% in 1H22, the worst ever in the recent history.

- Property sales saw volume and value growth strongly rebounded to
66%/68% MoM in June 22 from 25%/30% in May 21. This is mainly due
to the strong policy support, pent-up demand from lockdown, sales
promotion and relatively low base. This has slightly helped narrowed
1H22 sales value decline to -29% YoY. However, based on our leading
indicator, the sales sentiment will weaken in July and August partly due
to the low season. Also the high frequency data in July and our channel
check suggests similar results. What is even worse, the recent mortgage
issue will further hurt the sentiment as buyers will not have the confidence
to buy in the primary market.

- Completion decline widened in June. The completed GFA saw 40%
decline YaY, vs. -31% in May. We think this is mainly due to the liquidity
constraint by developers who have chosen to halt construction. This has
caused a rising number of home buyers lobbying to refuse mortgage
payment for unfinished units.

- Completed but unsold inventory continued to decline MoM: The
overall unsold residential inventory was 263mn sgm in June 2022 (down
2% MoM). We think this is due to the sales > new starts causing inventory
digestion.

B Mortgage issue will make 3Q even tougher for primary market if no quick
solution: The property crisis finally turned into an alarming event after a
rapidly rising number of house buyers refused to pay mortgage for the
unfinished projects of developers. With so many developers under distress or
default, we calculated the total GFA of construction halt could be as many as
630mn sgm or 6mn units (11% of total construction and 86% of 2021
completed GFA). If this goes further viral, we think it may again hurt the
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already-fragile primary sales market on the delivery risk. By then even high
quality names like Longfor may be under huge stress as buyers may not be
rational enough to tell. The short-term solution has to rely on the bailout by
banks and local government based on our channel check. However, we think
the banks will be selective to choose almost-finished projects so they can
benefit most (that means mortgage >> costs to finish projects).
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Figure 1: Quick view of national property data in 6M22

Jun-22 YoY May-22 YoY MoM 1H22 YoY 2021 YoY
Property GFA sold (mn sgm) 182 -18.3% 110 -31.8% 25.1% 689 -22.2% 1,794 1.9%
Property sales (RMB bn) 1,774  -20.8% 1,055 -37.7% 30.1% 6,607 -28.9% 18,193 4.8%
New starts (mn sgm) 148 -45.1% 119 -41.8% 19.6% 664 -34.4% 1,989 -11.4%
GFA under construction (mn sgm) 8,488 -2.8% 8315 -1.0% 1.6% 8,488 -2.8% 9,754 5.2%
GFA completion (mn sgm) 53 -40.7% 33 -31.3% 6.5% 286 -21.5% 1,014 11.2%
Property investment (RMB bn) 1,618 -9.4% 1,298 -7.8% 14.0% 6,831 -54% 14,760 4.4%
Domestic loans of developers (RMB bn) 176 -32.1% 121 -34.0% -7.6% 981 -27.2% 2,330 -12.7%
Source: NBS, CMBIGM
Figure 2: Leading indicator GAIN suggests a slightly weakening July and Aug
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Figure 3: Primary market weekly units sold in 30 cities
Primary Market Weekly Units Sold in 30 Major Cities YoY
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Major Cities ~ ——Avg Units Sold Since 2010 (LHS) —4W Avg YoY (RHS)

Primary Market 6/5/2022 6/12/2022 6/19/2022 6/26/2022 7/3/2022 7/10/2022
Units Sold 18,927 25784 37.565 41,361 41,097 21,365
Weekly YoY -55% -30% 24% 6% -8% -46%

Source: Wind, CMBIGM
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Figure 4. Secondary market weekly GFA sold in 8 cities

e Secondary Market Weekly GFA Sold in 8 Cities YoY Growth
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8 City Aggregrated Total GFA Sold ——Avg. GFA Sold Since 2013 —4W Avg YoY (RHS)
Secondary Market 6/5/2022 6/12/2022 6/19/2022 6/26/2022 7/3/2022 7/10/2022
GFA Sold (sqm th) 751 1,117 1,279 1,243 1,303 1.216
Weekly YoY (%) -32% 1% 10% 14% 28% 34%
Source: Wind, CMBIGM
Figure 5: Property sector comps
Company Ticker Last price Mkt Cap TP PIE PB Dividend Yield
(LC) (LC mn) (LC) 20A 21A 22E 23E 22E 21A 22E
Vanke - H 2202 HK 16.50 238,936 3392 6.2 76 59 58 07 10% 7%
coul 688 HK 2310 262 827 30.49 35 41 53 53 06 7% 7%
Country Garden 2007 HK 362 83,823 13.36 56 46 25 25 0.3 18% 12%
CR Land 1109 HK 33.95 242 095 4479 6.4 59 6.3 6.2 0.8 6% 6%
Longfor 960 HK 2985 181,429 52 59 1.2 74 56 56 1.1 8% 9%
Shimao 813 HK 442 16,786 NA 58 NA 1.1 1.1 0.1 0% 0%
Agile 3383 HK 265 10,380 NA 36 20 18 1.8 0.1 0% 0%
KWG 1813 HK 1.70 5412 NA 44 55 1.2 1.2 0.1 0% 0%
Times China 1233 HK 1.77 3,720 NA 36 1.8 08 08 0.1 0% 0%
China SCE 1966 HK 0.78 3,293 NA 30 21 08 08 0.1 0% 0%
CIFI 884 HK 272 24 871 NA 56 42 26 2.6 0.4 18% 1%
Seazen 1030 HK 279 18,151 NA 33 31 22 22 0.3 0% 0%
Midea 3990 HK 10.78 14,611 NA 4.1 32 25 2.5 0.4 19% 18%
Vanke - A 000002 CH  18.39 205,854 31.36 6.2 76 76 6.5 0.8 9% 7%
Poly Development 600048 CH 1662 198,946 NA 6.5 68 66 57 09 6% 6%
Binjiang Real Estate 002244 CH 925 28781 NA 6.1 48 6.7 57 1.2 4% 4%
Average 5.3 4.7 3.7 3.5 0.5 6.5% 5.4%

Source: BBG, CMBIGM
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments and strategies, and encourages investors
to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM or its
affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time) (“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order,
and may not be provided to any other person without the prior written consent of CMBIGM.

For recipients of this document in the United States

CMBIGM is not a registered broker-dealer in the United States. As a result, CMBIGM is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
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