IS -

Equity Research Report

K3 v ER

Property Sector

[}
o)
o
z
=
(]
<
T

O BERERIES

GUOTAI JUNAN SECURITIES

Flash Note: Property Sector Chunli Zhan f& #5537
Pt Gl (852)2509 7745

james.zhan@gtjas.com.hk

15 December 2022

Nov. NBS Data: Weak Recovery Sales Data as Expected;
Time Needed to Repair Confidence
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e 11M2022 national property sales value declined by 26.6% YoY, as weak as expected. National property sales
volume/ value declined YoY by 23.3%/ 26.6% in 11M2022. The monthly sales data in Nov. slightly recovered at
MoM increase of 3.8%, but still recorded large YoY decline of 32.2%. We believe there is no surprise to the market,
given the weak preliminary sales data disclosed by China Real Estate Information Corporation (CRIC) at the end of
Nov. 2022. According to CRIC, the total contracted sales from the leading 50 developers in China in Nov. 2022
declined by 34.8% YoY. Even compared with that in Oct. 2022, it still recorded MoM decline of 7.9%. We attribute
the lackluster sales in Nov. 2022 to two main reasons. One is that China executed strict Covid-19 restrictions in
most cities across China in Nov. 2022. This situation has recently changed. As the government announced
nationwide loosening of these restrictions at the beginning of Dec. 2022, we believe that pent-up demand from
home buyers will be gradually released. The second reason is that the market still expects more policy loosening
from the demand side, and hence most home buyers still hold a "wait-and-see" attitude. We believe that national
sales may not rebound from the bottom in the near term, as time is needed to see 1) recovery in work and life after
the removal of Covid restrictions in China; and 2) more demand-side loosening policies for home buyers. Hence,
we view the second quarter of 2023 as the earliest time to see possible YoY property sales growth.

® Property completion is going to maintain momentum in 1Q2023. In 11M2022, the YoY decline of GFA
completion was 19.0%. Although the decline widened from 18.7% in 10M2022, we believe the main reason is the
high data base of last year. From a MoM perspective, GFA completion in Nov. 2022 increased greatly by 60.8%.
After the "three arrows" came out to support refinancing for developers, we expect GFA completion data to further
accelerate in the first quarter of next year, given the government’s determination of "ensuring construction
completion”. On the other side, we have observed that real estate investment continued to weaken in Nov. 2022.
The accumulated real estate investment amount in 11M2022 declined by 9.8% YoY, which widened from that of
8.8% YoY decline in 10M2022. We believe the main drags were inactive land acquisitions and weak new starts.
Considering that the use of supportive funding for developers is ensuring completion, instead of land investments,
we expect the real estate investment data to remain weak in 1Q2023.

® We have seen more policy loosening from the demand side. After a slew of supportive policies to ease
liquidity pressure on developers, we observed more key cities announced further loosening policies for home
buyers. On 9 Dec. 2022, Foshan announced to relax the home-purchase restrictions in certain districts, which
implied all districts in Foshan have no home-purchase restrictions. On 13 Dec. 2022, according to media reports,
Nanjing allowed qualified persons to buy a third home in some home-purchase restricted districts. We believe that
in the following months, we will see more fine-tuning of demand side policy in key tier-1 and tier-2 cities.

®  Sector view: We believe that the sector valuation will continue to improve, as liquidity concerns will be gradually
removed. Also, we think the key focus for the sector is when the physical market will really recover. The turnaround
in market expectation depends on how and to what extent loosening of demand-side policy will deepen. Our
current investment rating on the sector is "Outperform”. We recommend Longfor (00960 HK) and Gemdale
(600383 SH) as quality names among private developers. We believe CCCG Real Estate (000736 SZ) and C&D
International (01908 HK) are beneficiaries, since smaller SOEs may see more strength due to financial easing. We
also recommend Vanke-H (02202 HK), based on its solid fundamentals and their financial edge.
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Table 1: NBS property data summary
Property Activities 2014 2015 2016 2017 2018 2019 2020 2021  11M22
Sales Value (RMB bn) 7,629 8,728 11,763 13,370 14,997 15,973 17,361 18,193 11,865
Sales Volume (mn sg.m) 1,206 1,285 1,573 1,694 1,717 1,716 1,761 1,794 1,213
ASP (RMB/sg.m) 6,324 6,793 7476 7,892 8,737 9,310 9,860 10,139 9,785
New Starts (mn sq.m) 1,796 1,545 1,669 1,787 2,093 2,272 2,244 1,989 1,116
Under Construction (mn sqg.m) 7,265 7,357 7,590 7,815 8,223 8,938 9,268 9,754 8,969 =
Completion (mn sg.m) 1,075 1,000 1,061 1,015 936 959 912 1,014 557 f
Land Purchase (mn sq.m) 334 228 220 255 291 258 255 216 85 i]
Unsold Properties (mn sg.m) 622 719 695 589 524 498 499 510 552 g
RE Investment (RMB bn) 9,504 9,598 10,258 10,980 12,026 13,219 14,144 14,760 12,386 &i
YoY Changes 2014 2015 2016 2017 2018 2019 2020 2021 11M22 %
Sales Value (6.3%) 14.4% 34.8% 13.7% 12.2% 6.5% 8.7% 4.8% (26.6%) &
Sales Volume (7.6%) 6.5% 22.5% 7.7% 13%  (0.1%) 2.6% 19%  (23.3%)
ASP 1.4% 7.4% 10.1% 5.6% 10.7% 6.6% 5.9% 2.8% (4.3%)
New Starts (10.7%)  (14.0%) 8.1% 7.0% 17.2% 85%  (12%)  (114%)  (38.9%)
Under Construction 9.2% 1.3% 3.2% 3.0% 5.2% 8.7% 3.7% 5.2% (6.5%)
Completion 59%  (6.9%) 6.1%  (44%)  (7.8%) 26%  (4.9%) 12%  (19.0%)
Land Purchase (140%)  (31.7%)  (3.4%) 15.8% 142%  (14%)  (11%)  (155%)  (53.8%)
Unsold Properties 26.1% 15.6% (B2%)  (1563%)  (11.0%)  (4.9%) 0.1% 2.4% 10.0%
RE Investment 10.5% 1.0% 6.9% 7.0% 9.5% 9.9% 7.0% 4.4% (9.8%)

Source: NBS, Guotai Junan International.
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Appendix: NBS property data charts

Figure 1. Property sales value in China Figure 2: Property sales volume in China
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Figure 3: Property new starts in China Figure 4: Properties under construction and
completed in China
2,500 MmN sg.m. - 80% 12,000 [""S4M - 50%
2,250 L 400
- 60% 10,000 - 40%
2,000 L 30%
1,750 - L 40% 8,000 - L 200
1,500

- 20% 6,000 - /\ 10%
1,250 - /_\_——d \

’ - 0%
1000 | - 0% 4,000

T

- -10%
750 - L. 4
20% 2,000 | 200
223‘ L a0% 0 1 IAAAAAAYY Y ISR YY) IARAAARANY 30%
1 \‘b@*@@@@&mwmgmmfﬂ\\fﬁ'ﬂfﬂ
0 -60% $° ((e, KRS é° ((e ¢ éo Qe I éo Qe I
K 3*\‘5 2 e 519{9 > D fi\fi‘ > fﬂ\\'” fv" g GFA Under Construction (LHS)
éo Qq' N éo QQ’ Ny éO ‘('2' N $° ‘(Q' N mmmm GFA Completed (LHS) =
GFA New Starts (LHS) ~ =====GFA New Starts YTD YoY (RHS) === GFA under Construction YTD YoY (RHS) &
GFA Completed YTD YoY (RHS)
Source: NBS, Guotai Junan International. Source: NBS, Guotai Junan International. IR
S
°
[
n
Figure 5: Real estate investment in China Figure 6: Unsold properties in China g
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Figure 7: Land purchases in China Figure 8: China developers’ sources of funds
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy EN Relative Performance >15%; §
or the fundamental outlook of the company or sector is favorable. ;
Accumulate == Relative Performance is 5% to 15%; e
or the fundamental outlook of the company or sector is favorable. 7
[}
Neutral Galis Relative Performance is -5% to 5%; 2
or the fundamental outlook of the company or sector is neutral. -
Reduce VEER Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.
Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months
Rating Definition
Outperform SRR T Relative Performance >5%;
or the fundamental outlook of the sector is favorable.
Neutral eE s Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.
Underperform P KT Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.
DISCLOSURE OF INTERESTS
(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.
(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.
(3) Except for CHINA GRAND PHARMACEUTICAL AND HEALTHCARE (00512 HK),LUZHOU BANK (01983 HK),SF REIT (02191
HK),JINSHANG BANK (02558 HK),BANKOFZHENGZHOU (06196 HK),Guotai Junan and its group companies do not hold equal to or
more than 1% of the market capitalization of the issuer mentioned in this Research Report.
(4) Guotai Junan and its group companies have had investment banking relationships with CIFI ES SERVICE (01995 HK),A-LIVING
(03319 HK),FINANCIAL STREET PROPERTY (01502 HK) mentioned in this Research Report within the preceding 12 months. =
(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research ;:]
Report. =
(6) Guotai Junan and its group companies have not employed an individual serving as an officer of any issuers mentioned in this Research <]
Report. There is no officer of any issuers mentioned in this Research Report associated with Guotai Junan and its group companies. g
>
DISCLAIMER 2
2

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan™). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2022 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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