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HK Property Sector

Supply is the issue

We invited experts (Gordon Tse — Senior Director and Buggle Lau — Chief Analyst)
from Midland Realty to share their view of HK property market outlook. They
forecast transaction volume for HK primary property market and secondary one
to retreat to around 8,000 and around 17,000 in 2H19, respectively. They also
expect HK property price to retreat around 3-5% in 2H19. On the one hand, the
recent social unrest and US-China trade dispute adversely affected the market
sentiment. On the other hand, limited land supply and low interest rate will support
the market.

B Headwind in 1H19. Being the Top 2 property agent in HK, revenue of
Midland Holdings (1200 HK) gained by 3.3% to HK$2.9bn in 1H19 because
HK residential market turned active again after the consolidation in 2H18.
However, it posted a 38% decline in net profit to HK$94mn in the same
period because of the rise in operating costs, especially rental expenditures
and rebate expenses.

B Residential market performed better in 1H19. HK residential market was
firm in 1H19. Transaction volume for HK residential rebounded by 34.6%
HoH to 43,491, compared with 21.1%, 47.1% and 14.8% HoH decline for
HK industrial, office and retail shop in 1H19. HK developers speculated the
introduction of vacancy tax soon so they accelerated the selling pace and
focused on clearing inventories. According to Land Registry, sales in the
primary residential market increased by 63% to 12,539 units in 1H19. Due
to the recent social unrest and US-China trade dispute, Midland expects
trading volume for primary property market and secondary one to retreat to
around 8,000 and around 17,000 in 2H19, respectively.

B Home price to correct 3-5% in 2H19. Since 2010, HK property price has
faced a stable long-term growth although there were five consolidations in
the period. The largest correction in the period occurred in 2015-16, which
lasted for seven months and experienced 11.4% price drop. Midland
Property Price Index has declined by 4.5% since May 2019 to 169.0 points
on 19th Sep because of the recent social unrest and US-China trade dispute.
It seems that both issues do not have full solutions in the short future.
Midland forecasts HK property price will slide around 3-5% in 2H19.

B Focusonthecoming Chief Executive’s Policy Address. On 16 Oct 2019,
HK Chief Executive will deliver her new Policy Address. Besides the
vacancy tax, she may also stress on the implementation of Lands
Resumption Ordinance to increase long-term land supply. Idea of “HK
people, HK land” was heard recently. However, the double stamp duty (30%
of housing price) has already restricted non-local property buyers. Midland
estimates about 1% of property buyers are non-HongKongers. So the effect
of “HK people, HK land” is limited or only psychological. Lastly, HK
government may introduce some measures to help younger generations to
solve housing problem, such as providing them with subsidy or building
more quarters for young people.
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Figure 1: HK residential property transaction Figure 2: HK commercial sector transaction
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Figure 3: Developers clearing up inventories Figure 4: The fifth consolidation in recent decade
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Figure 5: Land supply is tight Figure 6: Private housing supply in primary market
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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.
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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.

CMBIS 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 CMBIS

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
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CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
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make their own investment decisions.
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CMBIS 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
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point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
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Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom
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