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Overview
 China and US trade conflict took a short All about Donald Trump’s views
breath after the two countries’ officials
reached a preliminary agreement on the
problem of US trade deficit against China.
 However, it was reversed after Donald
Trump remarked about his dissatisfaction
with the trade talks. Additionally, Mr Trump
cautioned that the North Korea summit
may not happen.
Source: Bloomberg
As of 29 May 2018

 HSI were down over 550 points in a single
trading day on 23 May amid the trade
relationship deterioration.
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Fed: May minutes
 In the latest Fed minutes, most policymakers reflected that another
interest rate increase will be warranted, in line with market expectations.
 However, the policymakers also revealed the Fed will tolerate inflation
rising above its goal for the time being. The market interpreted this as the
Fed posing a greater acceptance for inflation above 2% and reducing the
likelihood for interest rate rise acceleration.
Market Expectation
 Given the unexpected dovish tones from the minutes, two additional hikes
are widely expected.

4

Fed: 2018 Interest rate forecast
 Probability of rate hike:
Fed Funds Futures
Meeting/Calc
ulated

31 Jan

21 Mar

2 May

13 Jun

1 Aug

26 Sep

8 Nov

19 Dec

25 Jan

5.3%

82.9%

83.4%

94.1%

94.6%

97.3%

97.5%

98.3%

27 Feb

NA

100%

100%

100%

100%

100%

100%

100%

22 Mar

NA

NA

27.8%

78.5%

79.8%

91.1%

92.3%

95.3%

24 May

NA

NA

NA

100%

100%

100%

100%

100%

Source : Bloomberg

 Second rate hike: June (84%) or Aug (82.3%)
 Third rate hike: Sep (65.4%), Nov (61.8%) or Dec (42.5%)
 Forth rate hike: Dec (37.6%)
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ECB: April minutes
 Euro zone’s economic growth is expected to get slower and uncertainty is
increasing, “A more pronounced weakening of demand, notably related to
external factors, could therefore not be ruled out”, the policymakers
commented.
 For the EUR2.55 trillion asset purchase that will be expired in September,
the officials are discussing whether to wind down the purchase or
continue the purchase for longer.
Market Expectation
 The slowdown could mean a first rate hike coming later than currently
expected and the interest rate path will be more “shallow”.
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BOE: 900 pounds worse off
 Based on the BOE’s forecast conducted in May 2016, the UK economic
output is more than 1% lower than the bank had expected.
 Taking into account of the better-than-expected global growth since then,
the economy is up to 2 percent worse off than officials expected. That
implies GBP900 loss for household income.
 However, Boris Johnson , the foreign secretary opposed the view of the
BOE on Brexit and the negative impact on the economy.
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BOJ: No exit plan
 Kuroda, the BOJ governor said the BOJ has not reach a point to consider
the QE exit planning. “Japan's economy has continued its long-lasting
recovery, with both external and domestic demand following an uptrend.
However, there is still a long way to go to achieve the price stability target of 2
percent”
 “The momentum towards achieving the price stability target of 2 percent is
maintained but is not yet sufficiently firm”, from the BOJ semi-annual report
on currency and monetary control.
 On 18 May, the bank published the core inflation rate for April that was
reported at 0.7%, down from 0.9% in March.
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China: Economic Data in April
Survey

Actual

Prior

Manufacturing PMI

51.3

51.4

51.5

Caixin Manufacturing PMI

50.9

51.1

51

Exports YoY – USD (RMB)

8%
(4%)

12.9%
(3.7%)

-2.7%
(-9.8%)

Imports YoY – USD (RMB)

16%
(10.4%)

21.5%
(11.6%)

14.4%
(5.9%)

CPI YoY

1.9%

1.8%

2.1%

PPI YoY

3.4%

3.4%

3.1%

Industrial Production YoY

6.4%

7%

6%

Retail Sales YoY

10%

9.4%

10.1%

Fixed Assets Ex Rural YTD YoY

7.4%

7%

7.5%

New Yuan Loans CNY

1100b

1180b

1120b

Money Supply M2 YoY

8.5%

8.3%

8.2%

Aggregate Financing CNY

1350b

1560b

1330b

Source: Bloomberg
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China: Economic Data in April
 In Apr 18, Chinese exports grew 12.9% yoy while imports grew 21.5% yoy, leading
to a trade balance of US$28.8b. Exports to developed markets remained strong,
while imports of commodities were mixed.
 CPI and core-CPI inflation eased to 1.8% yoy and 2.0% yoy in Apr 18. But upstream
price pressures edged up slightly, as PPI inflation rose to 3.4% yoy from 3.1% yoy a
month ago.
 China’s fixed asset investment, industrial production and retail sales grew 7.0%
yoy, 7.0 % yoy and 9.4% yoy respectively in Apr 18.

UOB Kay Hian’s Views
 We still expect export growth moderation, due to the removal of policy
accommodation, and in line with the weaker PMI new export order index. Ongoing
trade friction with the US is an added concern.
 Should economic growth slow further due to trade frictions, PBOC will have
adequate room for policy easing.
 China’s economy is expected to continue growing at a slower pace as regulatory
tightening and rising borrowing costs weigh on FAI and IP growth.
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HSI: Something beyond the World Cup effect

Source: Bloomberg



Dragged by continuous strength of the USD against the major currencies, the renminbi
exchange rate against the USD plunged.



Meanwhile, the southbound capital recorded a more significant net outflow, which may show
that some investors tend to take profit in advance in order to control the exchange rate risks
ahead of the June Fed meet.



Technically, the HSI zigzagged downwards after the rebound in mid-May, and formed another
downtrend with less steep slope.



Market remains range-bounded at this moment. HSI is expected to encounter greater resistance
at 31,300 points upon rebound, while testing the lower of 30,000 points for support.
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China Airport Sector
Top 10 China Airports Throughput Rank in 2017

Passenger throughput
(in million people)
Rank
Total

2016

2017

Cargo throughput
(in million tonnes)
Rank

yoy

1,148

1,016

13%

2017

Takeoff and landing
(in thousand times)

2016

yoy

Rank

16

15

7%

2017

2016

yoy

Beijing / Capital

1

96

94

2%

2

2

2

4%

1

597

606

-2%

Shanghai / Pudong

2

70

66

6%

1

4

3

11%

2

497

480

4%

Guangzhou / Baiyun

3

66

60

10%

3

2

2

8%

3

465

435

7%

Chengdu / Shuangliu

4

50

46

8%

5

1

1

5%

6

337

319

6%

Baoan / Shenzhen

5

46

42

9%

4

1

1

3%

5

340

319

7%

Kunming / Changshui

6

45

42

7%

8

0

0

9%

4

350

326

8%

Shanghai / Hongqiao

7

42

40

4%

9

0

0

-5%

10

264

262

1%

Xi'an / Xianyang

8

42

37

13%

14

0

0

11%

7

319

291

10%

Chongqing / Jiangbei

9

39

36

8%

11

0

0

1%

8

289

277

4%

Hangzhou / Xiaoshan

10

36

32

13%

6

1

0

21%

9

271

251

8%

Source: CAAC
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China Airport Sector
China’s Civil Aviation Industry in March 2018
Total Transport Turnover in 100 million tonne-kms
Domestic routes
in 100 million tonne-kms
International routes
in 100 million tonne-kms
Passenger Volume
Domestic routes
International routes

in 10,000 px
in 10,000 px
in 10,000 px

Cargo and Mail Volume in 10,000 tonnes
Domestic routes
in 10,000 tonnes
International routes
in 10,000 tonnes
Passenger Turnover
Domestic routes
International routes

in 100 million px kms
in 100 million px kms
in 100 million px kms

Cargo and Mail Turnover in 100 million tonne-kms
Domestic routes
in 100 million tonne-kms
International routes
in 100 million tonne-kms

Mar
101
66
36

yoy
15.3%
15.3%
15.1%

3M18
285
185
100

yoy
12.7%
11.8%
14.2%

5,140
4,611
529

15.9%
15.4%
20.3%

14,630
13,082
1,549

11.6%
11.6%
11.0%

62
41
20

4.0%
2.4%
7.5%

171
117
54

8.3%
5.7%
14.4%

896
668
229

18.1%
17.1%
21.1%

2,580
1,906
674

13.2%
12.8%
14.3%

22
6
15

6.7%
3.0%
8.3%

59
18
41

11.9%
6.4%
14.5%

Source: CAAC
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Beijing Capital International 北京首都國際機場
(694 HK)
Background:
 The Company is principally engaged in the ownership and operation of the
international airport in Beijing (“Beijing Capital Airport”) and the provision
of related services.

Market Cap (HK$ bn)

48.85

Dividend yield (%)

3.3%

2017 Estimated PE (x)

12.3x

2017 Estimated PB (x)

1.7x

Target Price (HK$)

14.10

Current Share Price (HK$)

11.28

Source: Bloomberg
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Beijing Capital International 北京首都國際機場
(694 HK)
Strong traffic growth in March
 March pax throughput grew 5.7% yoy, the strongest growth since Feb 17.
 This was led by a 14.2% yoy growth in international traffic. Traffic growth for Mar 18
was the highest since Jan 16.
 BCIA indicated that demand by foreign carriers was also strong, rising by 11.5% yoy.
Interestingly, aircraft movement growth lagged behind traffic growth, implying
better load factors on domestic and international traffic.
 We see a upside potentials for raising up our 2018 pax throughput estimates.
MARCH OP STATS AND FULL-YEAR ASSUMPTIONS
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Beijing Capital International 北京首都國際機場
(694 HK)
Lower risks of slot reduction
 Last September, China’s Civil Aviation warned that it would restrict the use
of new slots if an airline’s on-time performance (OTP) falls short of 75-80%.
 However, BCIA’s departure OTP was well above 80% for 1Q18.
 At its 2017 results briefing, BCIA cited that a key goal was to improve its
OTP performance and that this could pave the way for higher traffic
growth.
 We are encouraged by the latest traffic and OTP numbers and believe that
the traffic growth will be stronger than expected.
BCIA’S DEPARTURE ON-TIME-PERFORMANCE (OTP)
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Beijing Capital International 北京首都國際機場
(694 HK)
Duty-free revenue increase
 China Duty Free Group and Sunrise China has operated their duty free
shop on 11 Feb at terminal 1 and 2.
 With approximately 9% growth in international travelers for the first three
months of 2018, as well as higher spending for foreign passengers, we
assumed a 62% yoy rise in total retail revenue for 2018.
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Beijing Capital International 北京首都國際機場
(694 HK)
KEY FINANCIALS
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Beijing Capital International 北京首都國際機場
(694 HK)





Last price: HK$11.28
Entry price: HK$ 11.32-11.33
Target Price: HK$11.85/HK$12.40
Protective Stop: HK$10.55



Trading Buy



Beijing Airport (694.HK) has rebounded
from a bullish trendline and just broke
above the cloud, Kijun sen (green-colour)
and 50-day simple moving average (lightblue colour). The daily RSI just broke
above its neutrality level at 50%, while the
MACD is turning up.



As long as the key support at HK$10.55
(April low) is not broken, look for a
technical rebound towards HK$11.85 and
even HK$ 12.40 in extension. A break
below this key level would call for a
further drop and investors should close
their positions to control risk.

Approximate time frame on average: 3 months
Chart By MetaStock
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China Automobile Sector
Automobile and auto parts import taxes reform
 China cuts auto import tariff from 25% to 15%, and auto parts from 8%25% (10.2% average) to 6%.
 The auto tariff cut is in-line with our expectation, while the auto parts tariff
cut is a positive surprise. New tariff will be effective from 1st Jul 2018.
 We believe the impact is limited given
a) Import tariff is one of the threes taxes for imported cars, and the other 2
taxes are consumption tax (1-40% depending on engine displacement of
the vehicles) and 17% in VAT.
b) Taking the imported Mercedes-Benz S350L (3.0T) as an example, a 10%
tariff cut will only lower its selling price (<Rmb1m) by ~8% only.
c) In our estimates, import tariff will have to cut to ~5% to reach price parity vs
domestically made models.
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China Meidong Auto 美東汽車 (1268 HK)
Background:
 The Group is principally engaged in 4S dealership business in the
People’s Republic of China (the “PRC”).

Market Cap (HK$b)

4.55

Dividend yield (%)

4.6%

2017 Estimated PE (x)

10.8x

2017 Estimated PB (x)

2.5x

Target Price (HK$)

4.30

Current Share Price (HK$)

3.95

Source: Bloomberg
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China Meidong Auto 美東汽車 (1268 HK)
2017 results beat market expectation
 Meidong’s 2017 net profit came in above expectations at Rmb276m, up
81% yoy, vs our estimates of Rmb240m (+58% yoy) and company’s
guidance of at least 60% yoy growth
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China Meidong Auto 美東汽車 (1268 HK)
Beneficiary of BMW and Porsche new launches
 BMW
 launched the new 530Li at end-Jun 17 and new 525Li in Mar 18 and will roll out
the X2/new X3/X4/new X5/X6 in 2018, and the new 3-series, 4-series, 8-series
and X7 in 2019
 BMW is one of Meidong’s biggest brands which will be contributing more than
30% in new car sales revenue and over 20% in new car sales gross margin for
Meidong in 2018-20
 Porsche
 launched the new Cayenne in Mar 18 and will launch the new Macan in 2H18
and Majun and Pajun in 2019
 With 2-3 Porsche stores coming on stream in 2018, Meidong is geared to
benefit from the upcycle of Porsche
 We expect Porsche’s contribution to Meidong’s new car sales revenue and
gross profit to increase from less than 20% and 30% in 2017 to over one-third
and half in 2020 respectively
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China Meidong Auto 美東汽車 (1268 HK)
Slightly positive from import tax cut
 Despite the auto import tariff cut, we opine that the positive impact on
sales volume will be minimal.
 However, we are upbeat about after-sales services segment, as the lower
auto parts tariff will translate to better gross margin for the segment
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China Meidong Auto 美東汽車 (1268 HK)
KEY FINANCIALS

26

China Meidong Auto 美東汽車 (1268 HK)





Last price: HK$3.95
Entry Price: HK$3.95
Target Price: HK$4.40/HK$4.73
Protective Stop: HK$3.36



Trading Buy



The stock stands firmly above the
neckline of a long-term round bottom
pattern at HK$3.36 and also broke above
the triangle pattern. The rising Tenken
sen (orange-colour), Kijun sen (greencolour) and 50-day moving average
maintains the upside bias. The daily RSI
is supported by a bullish trendline, while
the MACD is above its 0-level.



As long as the key support at HK$3.36
holds, look for further advance towards
HK$4.40 and even HK$4.73 in extension.
A break below HK$3.36 would indicate
the upward breakout is false, and
investors should close their positions to
control risk.

Approximate time frame on average: 3 months
Chart By MetaStock
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China Hotpot Sector
Most popular and highest growth Chinese cuisine
 The hotpot restaurant market expanded from Rmb281.3 billion in 2013 to
Rmb436.2 billion in 2017, in terms of revenue, representing a CAGR of
11.6%.
 Frost & Sullivan project a CAGR of 10.2% from 2017 to 2020, one of the
fastest-growing segments among different Chinese cuisine.

28

Yihai International 頤海國際 (1579 HK)
Background:
 The Group is principally engaged in the production and sale of hot pot
soup flavoring products, hot pot dipping sauce products and Chinese
style compound condiment products in the People’s Republic of China
(the “PRC”), collectively referred to as the “Listed Business”.
Market Cap (HK$b)

14.74

Dividend yield (%)

0.9%

2017 Estimated PE (x)

32.3x

2017 Estimated PB (x)

6.6x

Target Price (HK$)

16.15

Current Share Price (HK$)

14.08

Source: Bloomberg
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Yihai International 頤海國際 (1579 HK)
Sole supplier of Haidilao
 Yihai was the soup production division under Haidilao, the leading hotpot
restaurant brand in China
 After the spin-off, Yihai still supply Haidilao products exclusively, such as
hotpot soup flavoring.
 By the end of 2017, HDL and related parties accounted for more than a half
of Yihai revenue
Robust growth in HDL new restaurant opening
 HDL has targeted to open 180-220 new restaurants in 2018, based on their
preliminary prospectus filed on 17 May. The yearly growth rate for the new
restaurants range 66-80%.
 The high growth should buoy Yihai’s hotpot soup flavoring sales.
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Yihai International 頤海國際 (1579 HK)
Small hotpot unit sold
 Small hotpot is a product like cup noodle, where only cold water is required
in order for the hotpot to boil.
 The product had launched last year and received huge success.
 With greater online and offline channel penetration, management targets to
double the units sold in 2018 which we believe is achievable.
Expand third party catering services
 Given the revenue concentration in HDL, the company has engaged similar
restaurant chains to diversify the sole revenue risk .
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Yihai International 頤海國際 (1579 HK)
More new products to roll out
 One new small hotpot flavoring and a sour and spicy noodle product were
added to its product range last month.
 Over 10,000 Xiaolongxia condiments were sold within the first month of
launch.
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Yihai International 頤海國際 (1579 HK)
KEY FINANCIALS
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Yihai International 頤海國際 (1579 HK)





Last price: HK$14.08
Entry price: Around HK$12.70
Target Price: HK$15.00/HK$16.00
Protective Stop: HK$11.30

Approximate time frame on average: 3 months
Source: ETNET



Buy at weakness



The stock is trading within a bullish channel,
which confirms a mid-term positive view.
However, the prices is consolidating around
the upper boundary of the rising channel,
while the daily RSI also broke below its 70%
level, indicating that the prices are likely to
continue its consolidation before further
rise. The MACD histogram is also narrowing.



In these perspectives, investors are
recommended
to
wait
for
further
consolidation before making an entry. The
buying price could be near to HK$12.70 with
upside targets at HK$15.00 (previous top)
first. A break above this level would call for
further advance towards HK$16.00 (upper
boundary of the channel). The stop could be
set at HK$11.30 ( around lower boundary of
channel) to control risk.
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Q&A
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