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Adding Hong Kong Property Developers to diversify in a global portfolio

For global investors seeking genuine diversification without sacrificing return potential, Hong Kong property stocks
stand out. Lower US interest rates will amplify purchasing power, commercial headwinds are fading, and residential
fundamentals are firmly in upswing. At current levels, the sector offers an unusual confluence of defensive

characteristics and cyclical upside.
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Percentage Change, Weekly, 10 Year
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Correlation data across one-year, three-year and five-year rolling periods consistently show Hong Kong property stocks
registering readings as low as 0.15-0.30 against the S&P 500, Euro Stoxx 50 and Nikkei 225. In an environment where
traditional diversification benefits have eroded when correlation between different asset classes is rising, few assets
deliver such genuine low-correlation exposure while simultaneously exhibiting clear cyclical recovery.

Improving fundamental in sharp contrast with earlier market expectation
The residential market has defied widespread expectations of further declines at the start of 2025. To date, the
primary-market transactions have surged, driving year-to-date residential price gains of 2.5 per cent. Developers have
prioritized sales volume over margin, clearing inventory at a rapid pace. Both primary and secondary transaction
volumes and values rose more than 10-30 per cent year-on-year in the first nine months of 2025, underpinned by a
pronounced wealth effect from the rebound in local equities.
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Centa City Rental Index
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Rental increase continue to be supported by strong demand

Rental dynamics provide further support. Centaline’s rental index has climbed more than 20 per cent over the past
two years, propelled by the strong inflow of foreign students as Hong Kong is growing role as an Asian education hub.
Approved non-local student visas reached 74,466 in 2024, with the government set to raise the overseas student quota
at universities from 40 per cent to 50 per cent in 2026. Demand for family-sized accommodation from incoming talent
is intensifying as well.
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Rental yield induced investment demand and end-user demand

Hong Kong now offers the highest gross residential rental yield among China’s tier-one cities at close to 3.7 per cent.
More importantly, the market has returned to positive carry for the first time in years, with yields exceeding mortgage
rates. Local buyers, historically the smartest allocators of capital in the city, have responded decisively, increasing
investment purchases ahead of further anticipated US rate cuts and continued rental growth. Mainland Chinese buyers
have also returned in force: one in every four units sold this year has gone to non-local purchasers, the highest
proportion since the post-QE period.
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Rental Yields of the tier one Cities
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Supply constraint will become apparent in pre-sales pipel

Supply-side constraints reinforce the bullish outlook. New land sales have fallen sharply from a peak of 25,000 units

annually to roughly 10,000 units, while unsold inventory from earlier cycles is being absorbed quickly. Once the

destocking is largely completed, the structural undersupply of private residential units will become evident.
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Commercial real estate is no longer a significant drag

We were cautious on the developers earlier on because of their commercial real estate exposure but we now see
these drags are stabilizing. Office absorption has turned improved, driven by financial-sector expansions, mainland
firms establishing regional headquarters and upgrading demand toward prime Central buildings as rents have become
affordable after years of correction. Retail sales continue to recover at a gradual pace, bolstered by inbound tourism
and a stronger renminbi. We expect negative rental reversion to fade from 3Q26. So long as the CRE is not a drag, we
believe the incremental upside for the developers will come from the continued improvement and the path of interest
rate cuts from the US.

Obtaining attractive dividend yield to achieve the diversification benefit

Some of these improvement prospects are reflected in share prices, yet valuations remain compelling. While the
market was narrowly focusing on the Al/tech sector so far in 2025, major listed developers — Sun Hung Kai Properties,
Henderson Land, Sino Land and Kerry Properties — have outperformed the Hang Seng Tech index this year. Pure-play
landlords such as Hongkong Land and Hysan Development have staged even sharper recoveries from deeply depressed
levels. Dividend yields across the sector exceed 5 per cent in many cases.
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DISCLAIMER

All the information contained in this document is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of
this document by KGI Asia Limited (“KGI”), or any other affiliates of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation,
solicitation or recommendation to subscribe for or invest in any securities, insurance or other investment products or services nor a distribution of information
for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and does not constitute an offer to sell or the solicitation of
any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the United States of America
or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information
contained in this document is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial
situation or needs and may not be redistributed, reproduced or published (in whole or in part) by any means or for any purpose without the prior written consent
of KGI. Such information is not intended to provide any legal, financial, tax or other professional advice and should not be relied upon in that regard.

All investments involve risks. The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless.
Itis as likely that losses will be incurred rather than profit made as a result of buying and selling securities.

Bond investment is NOT equivalent to a time deposit. It is NOT protected under the Hong Kong Deposit Protection Scheme. Bondholders are exposed to a variety
of risks, including but not limited to: (i) Credit risk - The issuer is responsible for payment of interest and repayment of principal of bonds. If the issuer defaults,
the holder of bonds may not be able to receive interest and get back the principal. It should also be noted that credit ratings assigned by credit rating agencies do
not guarantee the creditworthiness of the issuer; (ii) Liquidity risk - some bonds may not have active secondary markets and it would be difficult or impossible for
investors to sell the bond before its maturity; (iii) Interest rate risk — When the interest rate rises, the price of a fixed rate bond will normally drop, and vice versa.
If you want to sell your bond before it matures, you may get less than your purchase price. Do not invest in bond unless you fully understand and are willing to
assume the risks associated with it. Please seek independent advice if you are unsure.

You are advised to exercise caution and undertake your own independent review, and you should seek independent professional advice before making any
investment decision. You should carefully consider whether investment is suitable in light of your own risk tolerance, financial situation, investment experience,
investment objectives, investment horizon and investment knowledge.

No representation or warranty is given, whether express or implied, on the accuracy, adequacy or completeness of information provided herein. In all cases,
anyone proposing to rely on or use the information contained herein should independently verify and check the accuracy, completeness, reliability and suitability
of the information. Simulations, past and projected performance may not necessarily be indicative of future results. Information including the figures stated herein
may not necessarily have been independently verified, and such information should not be relied upon in making investment decisions. None of KGl, its affiliates
or their respective directors, officers, employees and representatives will be liable for any loss or damage of any kind (whether direct, indirect or consequential
losses or other economic loss of any kind) suffered or incurred by any person or entity due to any omission, error, inaccuracy, incompleteness or otherwise, or any
reliance on such information. Furthermore, none of KGl, its affiliates or their respective directors, officers, employees and representatives shall be liable for the
content of information provided by or quoted from third parties.

Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein. Members of the KGI
group, their affiliates and their directors, officers, employees and representatives may from time to time have a position in any securities mentioned herein.
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