China / Hong Kong Market Focus
Monthly Market Pulse

DBS Group Research . Equity 2 Nov 2022
Volatility to stay until better HSI: 14,687
policy clarity

ANALYST

¢ Hong Kong stock market had its worst month
since Global Financial Crisis with HSI plunging
14.7% in October

Moxy Ying +852 36684175 moxyying@dbs.com
Byron Lam +852 36684169 byronlamfc@dbs.com

¢ Stock market still facing heightened risks in
growth, policies, earnings and geopolitics

e Our analysts compiled a list of potential policy

catalysts that could restore market Recommendation & valuation
confidence, in which easing COVID controls
remains the key Closing ~ Tgt FY23F
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volatile in the next few weeks, given 1) the challenging
macroeconomic outlook in 4Q and lack of meaningful policy
supports in the near term; 2) continued earnings
downgrades; 3) weak investors' appetite, especially in terms
of foreign funds; 4) aggressive tightening cycle in the US and
Europe; and 5) continued geopolitical tensions.

Source: Thomson Reuters, DBS Bank (Hong Kong) Limited (“DBS HK"),
Bloomberg Finance L.P.

Closing price as at 31 Oct 2022

What needs to go right? Clarity on future policy direction is
the key. We surveyed our analysts and compiled a list of
potential policy catalysts that could restore investors’
confidence in their covered sectors. The result shows that a
relaxation of the Zero-COVID strategy remains the most
critical factor for the market to regain resilience.

Be defensive. We adjusted our sector preference to reflect a
more defensive view on the near-term outlook. We think
China/HK telcos offer stable earnings and attractive dividend
yields. We also turned more positive on the telco equipment
and tech hardware sectors as some companies could play
critical roles in China's push to develop technology and
ensure supply chain security in the long run.
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The worst month since 2008

It was a brutal month. Hong Kong stocks finished its worst
October since 2008. The Hang Seng Index tumbled 14.7%,
bringing YTD loss to 37.2% and making the city the worst
stock market in the world. Internet stocks bore the brunt,
with the Hang Seng Tech Index sinking 17.3%. Offshore
yuan slumped 2.5%.

The selloff came amid heightened worries over China's
growth outlook and aggressive US rate hike cycle. The 20t
National Congress of China’s Communist Party, where
President Xi Jinping consolidated his leadership,
disappointed some investors who hoped for the relaxation
of COVID controls and concrete moves to stimulate the
economy.

HSCI sector performance in October

Hang Seng Index underperformed in October
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Market volatility may continue

We think the market may continue to be volatile in the next
few weeks, given 1) challenging macroeconomic outlook in
4Q and lack of meaningful policy supports in China before
Central Economic Work Conference in December; 2)
continued earnings downgrade; 3) weak investor appetites,
especially in terms of foreign funds; 4) aggressive tightening
cycle in the US and Europe; as well as 5) heightened
geopolitical tensions globally.

1) Challenging economic outlook in 4Q

China reported better-than-expected 3Q GDP growth of
3.9%, mainly supported by resilient FAI. However, other
growth engines like consumption remain faltering. Our
economist team has cut China 2022/23 GDP growth
forecast last month to 3.0%/4.0% from 3.5%/5.0%,
respectively.

The economy is facing stronger headwinds in 4Q amid
COVID resurgence and lockdowns. The Oct official
manufacturing PMI unexpectedly contracted to 49.2,
slowing from 50.1 in Sep. Non-manufacturing PMI also slid
to 48.7 vs 50.6 in Sep. High frequency data in October also
pointed to weaker business activities.

Sluggish consumption. Retail sales in September slowed to
2.5% y-0-y, the least in four months and missing the
consensus estimate of 3.3%.
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Various high frequency data in Oct suggested decline in
consumer activities. For example, average daily subway
passengers in China's 10 biggest cities dropped 19% y-0-y in
Oct amid strict Covid-19 control measures. The number of
domestic flights also declined from last month.

Total subway passengers in top 10 cities (mn
passengers; 7-DMA)
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Auto sales, a major pillar of China's retail sales growth this
year, showed early signs of cooling off. China Passenger Car
Association expects retail sales volume of passenger
vehicles to drop 0.7% m-o-m to 1.91 mn units in Oct, in
which NEV sales is estimated to retreat 10% m-o-m to
550,000 units.

Export is also under pressure amid softening global
demand. Sep export growth slowed to 5.7% y-0-y vs. 7.1% in
Aug. Import growth was at a mere 0.3% y-0-y, suggesting
weak domestic demand.

Among key components of the Oct PMI data, new export
order was at 47.6 in October, slightly improving from 47.0 in
September but still in contraction.

PMI & PMI new export orders
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Property market showed modest recovery but still in y-o-y
decline. While national residential sales in Sep posted a 31%
m-0-m increase upon a combined pickup in project
launches and moderate improvement in sell-through rates,
it was still 15.3% lower than the same period last year (vs. -
20.8% in Aug).

Looking at high frequency data, the weekly sales in the 30
biggest cities continued to improve, but the pace has

slowed.

Property sales in 30 large cities
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2) Earnings at risk

The slowing economic growth has led to pressure mounting
on corporate earnings. HSI consensus EPS for FY22 has
been revised down 16.3% YTD, deteriorating from 14.9% in
Jan-Sep. HSTECH's EPS consensus was down 31.5% this year
through October.

Currently, the market still expects the HSI to register 14.7%
earnings growth in 2023. We think this number is too
optimistic due to challenging economic conditions and
expect more earnings downgrades after 3Q result season.

Consensus earnings estimate for HSI & HSTECH
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3) Depressed risk appetite

China and HK-focused ETFs saw an outflow of HK$12 bn in
September, the worst since the COVID outbreak in 2020. HK
market's short-selling turnover as a percent of total market
turnover also spiked to a record of 24.5% in Oct and stay
elevated at 19.7% at end October.

Fund flows of China & HK-focused ETFs
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Short selling turnover as a % of total
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We believe the risk appetite will stay weak until there is
better visibility on China’s policy direction.

That said, corporates responded to the recent selloff with
more buybacks, which may lend some support to stabilise
the market.
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Buyback activities stay elevated in October
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4) US rate hikes

We discussed in September’s note (link) that the 12-month
forward PE of HSI demonstrates a negative correlation with
the US Fed Funds Rate. As showed in the below chart, the
PE multiple tends to bottom only when the Fed fund rate
peaks, as per the past two rate hike cycles, so we think the

rate hikes in global DMs will continue to weigh on HK stocks'

valuations.

HSI 12m forward PE vs. US Fed Funds Rate
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5) Global geopolitical concerns

Last but not least, the geopolitical tensions will continue to
be an overhang, as the US is approaching its midterm
election. In October, the US stepped up efforts to curb
China’s technology development with moves including 1)
imposing export controls on chips and 2) banning US talent
from working for Chinese chip firms.

Looking into the new month, any development from
PCAOB's inspection on audit working papers of US-listed
Chinese firms warrants attention.

What needs to go right to restore market confidence

Better clarity that China’s top leaders are still committed to
long-term economic growth would be crucial for investors to
regain confidence, in our view.

In the 20" Party Congress, President Xi Jinping pledged to
grow China into a “medium-level developed country” by
2035, which our economists reckon would require 4.5% to
5% annual growth for the next decade and a half. If this is
what the party tries to achieve, the policy makers may need
to adopt a proactive stance in supporting the economy in
the coming years. Any evidence or sign from this front
would be welcomed by market.
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We also expect China's policymakers to shift their focus to
review and tackle near-term economic issues, after the party
leadership reshuffle settled. COVID control strategy and
property measures are two essential areas that need to be
reassessed, in our view.
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The Central Economic Work Conference in December will
provide a window to look for clues of China's policy direction
in both near term and long term.

All eyes on COVID control

Should any positive surprise emerge from the policy front,
we think the market will react positively given current
depressed valuation.

As such, our sector analysts compiled a list of potential
measures that could boost the sentiment in their industries,
as well as a list of beneficiaries if these catalysts materialize.
Our survey showed that a relaxation of the Zero-COVID
strategy will significantly boost confidence in sectors ranging
from retailing to banks.
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Potential policy catalysts if policy makers shift focus back on stabilizing growth

Sector

Apparel and footwear

Aviation

China banks

China brokers
China insurers

China materials

China property & China
property management

China telco equipment

China telecom carriers

Consumer - retailing

Environmental service
Food and beverages
Gas utilities

HK banks

HK developers

HK Landlords & REITs

HK telecom

Source: DBS HK

Potential policy catalyst

Remove COVID-related policies

Clearer roadmap to China reopening

+ Further support in ensuring property project delivery and
stabilizing real estate sector

- Stabilizing monetary policy

+ Remove COVID -related policies

Launch of registration-based IPO system in main board
Border reopens soon

Further supports to property industry

- Relaxation of presales escrow account control

- direct liquidity support to distressed and troubled developers
» concrete, solid and supportive economic stimulus

+ remove COVID -related policies

Any policy that benefits to China telecom carriers will indirectly
help on this sector (e.g. better performance of the operators,
more capital expenditure on equipment)

Removal of the "acceleration of price reduction” policy, which
will help on overall ARPU

China-HK border reopening

Remove COVID -related policies
Remove COVID -related policies

Remove COVID -related policies

+ Border reopening with mainland China
+ Further stabilizing policy to support China property sector

+ Relax cooling measures for housing market
+ Full border reopening, especially with Mainland China

Full border reopening, especially with Mainland China

+ Further easing on traveling restriction, such as reopening
border with Mainland, will further accelerate roaming recovery

Stock picks if the catalyst materializes

Anta (2020 HK), Li Ning (2331 HK)

Air China (753 HK)

PSBC (1658 HK)

CICC (3908 HK), CITIC (6030 HK)
AlA (1299 HK)

Anhui Conch (914 HK)

Country Garden (2007 HK), KE Holding
(2423 HK), Country Garden Services
(6098 HK)

ZTE (763 HK)
YOFC (6869 HK)
China Mobile (941 HK)

Samsonite (1910 HK), Chow Tai Fook
(1929 HK), Luk Fook (590 HK), Sa Sa
(178 HK)

China Everbright Water (1857HK)

Budweiser (1876 HK), CR Beer (291
HK), China Mengniu (2319 HK)

ENN (2688 HK)
BOCHK (2388 HK)
SHKP (16 HK)

Wharf REIC (1997 HK)

SmarTone (315 HK)
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Potential policy catalysts (Continued)

Potential policy catalyst Stock picks if the catalyst materializes
+ More detailed explanation on common prosperity and wealth
redistribution norms

Internet + Any supportive gestures on the platform economy from
policymakers
+ Clearer roadmap to China reopening

Meituan (3690 HK), Pinduoduo (PDD
US), Tongcheng Travel (780 HK)

. - Galaxy (27 HK), SJM (880 HK), Sands

Macau gaming Remove of COVID-related policies China (1928 HK)
- Stop price cut for innovative drugs (class 1) and innovative

Pharmaceutical and medical devices

healthcare - Govt increases subsidy for some products to ease people's

financial burden

+ Ease COVID control

+ Clear roadmap to solve the unpaid renewable subsidies

CSPC (1093 HK), Microport (853 HK)

Renewable energy China Longyuan Power (916 HK)
Restaurants and catering Remove COVID-related policies Jiumaojiu (9922 HK), Haidilao (6862 HK)

Tech hardware US removes chips export curbs SMIC (981 HK)
Source: DBS HK

Recent policy development

Date Focus Department Measures

+ Reiterates the urgency to boost consumption and investment
+ Accelerates lending to support equipment upgrades

260ct Overall econorny State Cound + Expands special relending program to provide loans to SMEs and
those upgrading equipment related to consumption

26-Oct Property PBOC Deputy governor Pan Gongsheng askeq China Bond Insurance Co
to step up support for bond sales by private property developers

26-Oct Cross-border travel CAAC Arranges 840 international flights every week in winter and spring,

up 105.9% YoY
Capital market, Pledges to strengthen cross-departments cooperation to ensure

25-Oct PBOC, SAFE

property healthy developments of equity, bond and property market

25.0ct Job market State Council Pub.lwshes measures to promote development of self-employed
businesses

21-Oct Capital market Stock exchanges Boosts no. of stocks eligible for margin financing and stock lending

20-Oct Capital market Ez‘r;a securities Finance Lowers margin financing rates by 40 bps
Allows certain firms with property business contributing no more

20-0ct Property CSRC than 10% of profit to raise money in A share mkt

14-0ct Capital market CSRC Fases rules to facilitate more company buybacks and mgmt stake
increases

13-0ct COVID control NHC Top elxpert 'L|ang Wannian implies no timeline for reopening in an
interview with CCTV

11-Oct Rmb PBOC Pledges to deepen market-oriented reform in FX mkt

Source: Xinhua, government websites, CCTV, DBS HK
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Stay defensive & stick to policy beneficiaries

Positive. We adjust our sector preference to reflect a more
defensive view on the near-term market outlook. We think
China/HK telcos offer stable earnings and attractive dividend
yields, amid a misty outlook in HK moving forward. We have
also turned positive on the telco equipment and tech

Changes in sector preferences

Positive

Sector Status

China automobile

hardware sectors as the two also fit the story of 5G China telco equipment Upgrade
infrastructure and domestic chip supply. China telecom carriers Upgrade
HK banks
Neutral. We think the COVID policy continues to impact the HK telecom Upgrade
food & beverage and restaurant sectors. We have Oil and
downgraded the two to neutral. We have also downgraded " andgas
internet, given its high-beta nature and potential risks from Renewable energy
ADRs delisting. However, within the internet subsectors, we Tech hardware Upgrade
like the food delivery business, as the major players are safe Neutral
from us qehstmg concerns and have relatively stable China banks
business in a slowing economy. _ '
China materials
Negative. We have downgraded the apparel & footwear China insurers Downgrade
sector to negative, as we expect margin pressure to Consumer - retailing
increase, as most domestic brands will engage in Environmental service
d|scount|ng to fend of compet|tl|on from international Food and beverages Downgrade
brands. China property and China property management G "
were also downgraded, as we believe homebuyer sentiment as utiities
remains weak, with little signs of improvement in refinancing HK developers
channels. We have also downgraded China brokers due to Internet Downgrade
sluggish capital market activity data and the YTD retreat in Restaurants and catering Downgrade
China's A-share index. At last, we have revised down our Negative
view on landlords and REITs, in view of the high interest rate —
environment. Aviation
Apparel & footwear Downgrade
We keep our view on the US Fed Fund Rate hikes, negative China brokers Downgrade
wealth effect, and China’s slower economic growth to impact China property Downgrade
the PE lvalulat|on investors are seeking. o China property management Downgrade
We maintain our 12mth HSI target at 20,800, which is set at
HK landlords & REITs Downgrade

10.0x FY22F, equivalent to -1.55D of its 5-year average 1-
year forward PE

Macau gaming

Pharmaceutical and healthcare

Please see more in our sector view appendix on page 13. Source: DBS HK
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Changes in top picks

We have made four adjustments in our top picks list.

(1) We removed HKEx (388 HK) amid weak market sentiment

in the HK market. We added Samsonite for the rebound in

international travel with secular growth recovery post COVID-

19.

(2) We removed Tencent (700 HK), given the stock is highly
correlated to the performance of the HSI during volatile

times. We added SMIC (981 HK) to our top picks, as the stock
is to benefit from higher domestic demand on the trend of

chip localisation.

China/HK top picks

(3) We downgraded our preference on insurance and
upgraded China telcos amid the misty global economic
outlook. We replaced AlA (1299 HK) with China Mobile (941

HK) for its stable earnings and dividend payout.

(4) At last, we lowered our auto sector exposure to better

diversify our list by removing Geely (175 HK) from our top
picks. We added China Mengniu (2319 HK) for its resilient
earnings and stable outlook in the dairy sector.

EPS

Closing Tgt Mkt PE PE EPS EPS ROE PBV yield Net CAGR

price Price Upside Cap 22F 23F  22F 23F 22F 22F 22F Gear 21-23

Company Name Code (HK$) (HKS$) (%) US$m (x) (x) (HK$) (HK$) (%) X) (%) (%) (%)
Bank of China HK 2388 HK 24.40 3410 39.8 33074 9.4 7.3 2.6 33 90 08 55 Cash 23.8
Budweiser Brewing Compez 1876 HK 16.52  31.63 915 28049 26.7 22.0 0.6 07 92 24 13 Cash 153
BYD Company 1211 HK 175.70 380.00 1163 65575 515 33.0 3.4 53 88 44 02 Cash 1103
China Longyuan Power 916 HK 897 16.60 85.1 9639 111 9.6 0.8 09 92 10 18 1254 6.3
China Mengniu 2319 HK 2515  48.20 91.7 12753 146 14.2 1.7 1.8 158 22 18 424 12.7
China Mobile 941 HK 47.25 74.00 56.6 129,409 7.2 6.8 6.6 7.0 102 0.7 91 Cash 6.4
CNOOC 883 HK 936 16.00 70.9 57111 3.0 33 3.2 28 249 0.7 135 101 29.0
Meituan Dianping 3690 HK 124.80 296.00 137.2 99,022 n.a. 639 -03 20 -1.3 52 00 Cash n.a.
Samsonite Int'l A 1910 HK 16.88  22.11 31.0 3112 222 1.4 0.8 1.5 189 39 14 2009 2959
SMIC 981 HK 16.40 21.50 311 16,655 7.5 7.3 2.2 22 120 08 00 Cash 15.6

Source: Thomson Reuters

Closing price as at 31 Oct 2022
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HSI constituents’ performance

Hang Seng Index dropped 14.7% in October. Alibaba,

Tencent, Meituan and Xiaomi dropped 21.2%, 22.8%, 24.6%
and -1.7% respectively. Overall healthcare and tech hardware
sector outperformed during period, while China property

and internet constituents were the underperformers.

The best performer was Lenovo (992 HK). The stock

recorded 7 days increase in Southbound holding. Prior to

Top 20 HSI constituents’ performance

On the flip side, Longfor was the worst performed index
stock, as the stock plunged 24% after the resignation of

founder Wu Yajun.

Bottom 20 HSI constituents’ performance

this, Lenovo announced the first self-developed self-driving
edge computing product.

LENOVO GROUP
CSPC PHARMA
SINO BIOPHARM
SMIC
CNOOC
BANK OF CHINA (H)
XIAOMI-W
TECHTRONIC IND
HSBC HOLDINGS
SHK PPT
MTR CORPORATION
POWER ASSETS
ZHONGSHENG HLDG
cmc
CHINA MOBILE
XINYI' SOLAR
BOC HONG KONG
PETROCHINA (H)
CKI'HOLDINGS
HANG SENG BANK

Source: Thomson Reuters

YD m1M

-1%
-2%
-2%
-2%
-2%
-3%
-4%
-5%
-5%
-5%
-5%
-6%
-7%
-7%
-7%
-7%

15%

LONGFOR GROUP
COUNTRY GARDEN

CG SERVICES
BIDU-SW
LI NING

CHINA RES BEER
SANDS CHINA LTD

CM BANK (H)

NEW WORLD DEV

NTES-S
JD-SW

CHINA OVERSEAS

ENN ENERGY
WUXI BIO
MEITUAN-W
HAIDILAO

HANG LUNG PPT

TENCENT
GALAXY ENT
HKEX

YD m1M

Source: Thomson Reuters

-56%
-45%
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Changes in sector preferences and top picks

Status

Positive

Top picks

Changes

China automobile

BYD (1211 HK), Geely (175 HK)

China telco equipment Upgrade ZTE (763 HK)

China telecom carriers Upgrade China Mobile (941 HK)

HK banks BOCHK (2388 HK)

HK telecom Upgrade SmarTone (315 HK)

Oil and gas CNOOC (883 HK), Petrochina (857 HK)

Renewable energy China Longyuan Power (916 HK)

Tech hardware Upgrade Hua Hong (1347 HK), SMIC (981 HK) Added Hua Hong

Neutral

China banks PSBC (1658 HK), BOC (3988 HK)

China materials CHALCO (2600 HK) g%ggvﬁs)gigfjgiéggj /i?g langi
China insurers Downgrade Ping An (2318 HK), AIA (1299 HK)

Consumer - retailing Samsonite (1910.HK), Prada (1913.HK)

Environmental service Canvest (1381 HK)

Food and beverages Downgrade  SU3E 1876 10 CRBeer U1 ),

Gas utilities ENN (2688 HK)

HK developers EaHanP((QBES'_ITg), CK Asset (1113 HK), Sino

Internet Downgrade Meituan (3690 HK), Pinduoduo (PDD US)

Restaurants and catering Downgrade Yum China (9987 HK)

Negative

Aviation China Southern Airlines (1055 HK)

Apparel & footwear Downgrade ANTA (2020 HK)

China brokers Downgrade CICC (3908 HK), GF (1776 HK)

China property Downgrade $Sei\i6(8182§|K—|)K)CR Land (1109 HK), Removed Beike (2423 HK)
China property management Downgrade CR MixC (1209 HK) Removed CS Service (6098 HK)
HK landlords & REITs Downgrade Link REIT (823 HK) Fortune REIT (778 HK)

Macau gaming

Pharmaceutical and healthcare

Source: DBS HK

Galaxy (27 HK)

Shandong Weigao (1066 HK), Shenzhen
Hepalink (9989 HK)

Replace CR Medical (1515 HK) with
Shandong Weigao , Shenzhen Hepalink
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Positive

China automobile

Industry PV sales rose ¢.33% y-0-y to ¢.2.3m units,
attributable to the Chinese Government'’s stimulus
policies. The sales growth was strong compared to Jul-
Aug's 37%-40%. However, growing concerns of global
weaknesses, plus challenges in the domestic market such
as the property market slump, pandemic lockdowns, and
slower GDP growth are all weighing on consumer
sentiment. The China Consumer Confidence Index has
been below the level of 90 since Apr 22, which could
impact the consumption appetite. We anticipate the peak
sales season in 4Q (last-minute rush to beat expiry of the
PV tax cut benefits) to provide some support to the
sector’s performance. We estimate 4Q PV sales volume to
reach about 6.9m units, +4% after factoring in the high
base. The energy crisis in western economies and yuan
depreciation could affect the Chinese auto sector,
especially in the imports segment. Sedan imports fell
€.15% to about 390,000 units in 8M22.

The current global challenges are weighing on auto
sector performance, which is trending down along with
the HSI. The auto sector share price was down 15%-40%
on a one-month horizon to currently trade at 6x-8x
prospective PE, or 1 to 2SD below the respective five-year
historical mean. We anticipate the auto sector to remain
volatile. As electrification remains a relevant theme in the
long term, our preferred pick is Geely (175 HK).

Top picks: BYD (1211 HK), Geely (175 HK)
China telecom carriers

The strong revenue growth momentum in 2021 will
continue in 2022, attributable to a steady traditional
telecom business and robust growth of new business
(e.g., cloud, IDC and IOT, etc). Mobile ARPU will continue
to recover, driven by higher 5G penetration of 64% in
2022, compared to 44% in 2021. Bandwidth upgrade will
help improve broadband ARPU. Besides, China Mobile
(CM, 941.HK) announced it plans to gradually increase its
dividend payout ratio from 60% in FY21 to 70% by FY24,
following China Telecom (CT, 728 HK), which implies an
€.8% yield. CM is our top pick for its robust earnings
growth and attractive dividend yield of 9% for FY22.

Top pick: China Mobile (941 HK)

China telco equipment

The sector is driven by capital expenditure of Chinese
telecom operators. The capex budgets of three domestic
operators increased by 4% in FY22 to Rmb353bn. Mobile
capex decreased by 7%, while capex for fixed-line
network and others increased by 9% and 22%,
respectively. The focus of mobile network investment will
still be on macro base transceiver station (BTS) build-out,
with an estimate of more than 600k net additions for
FY22. For fixed-line network and others, the focus will be
on transmission network, data centre, and cloud
computing, guided by the Eastern Data, Western
Computing initiative. In general, as the profitability of
operators' 5G business improves on the back of higher
penetration, further pricing pressure is limited. Growth
for individual players will be driven by higher capex,
increase in market share within its addressable market,
and margin improvement. Our top pick is ZTE for its
increasing market share in carriers’ network business.

Top pick: ZTE (763 HK)
HK banks

We expect the current rate cycle to benefit HK banks’ NIM
and net interest income. We expect NIM to sequentially
recover in 2H22. Also, business activities would signal
better recovery ahead with the reopening of the Hong
Kong economy. With improving investment demand, we
expect loans to grow at a mid-single-digit rate in FY22F.
Fee income growth faced pressure in TH22 due to
market volatility, but we expect some marginal recovery
in 2H22.

On the back of a sufficient capital level and better
earnings, we expect HK banks' valuation to re-rate from
the current valuation level of below its five-year trading
average.

Top pick: BOCHK (2388 HK)

Page 13



China / Hong Kong Market Focus

Monthly Market Pulse

B3DBS

Live more, Bank less

Renewable energy

President Xi Jinping reaffirmed the country’s goal for
green development in his work report to the 20th Party
Congress. Xi proposed to speed up the development of
green and low-carbon industries and to promote green
and low-carbon production methods and lifestyles. He
reiterated China should accelerate the construction of a
new energy system and actively participate in the global
governance of climate change. However, the mentions of
low-carbon development were tempered by an emphasis
on energy security, including the use of coal, to avoid
disruption. Xi mentioned that China should establish a
reliable renewable energy system before cutting the use
of fossil fuels. An NEA official elaborated in a later press
conference that China will actively promote the use of
carbon capture, utilisation, and storage (CCUS) to control
the emissions from coal.

China’s new wind installations rose 17.1% y-o-y in 9M22,
reaching 19.24GW. However, wind turbine ASP remains
subdued. In Oct 22, bids were as low as Rmb1,705/kw for
onshore turbines (excluding tower), down c.14% YTD.
Given lacklustre wind turbine ASP, we maintain HOLD on
Goldwind with HK$13 TP. China Longyuan Power (CLYP)
continues to perform steadily with 11.8% y-o0-y growth in
power generation in 9M22, led by wind (+13.6%) and
other renewables (+87.2%). CLYP H-shares trade at FY23F
PE of 12x, which is below the historical average since Sep
20. We rate CLYP BUY with HK$22 TP.

China’s new solar installations rose 105.8% y-o-y in 9M22,
reaching 52.6GW. The Chinese Central Government
announced it has spoken to major Chinese polysilicon
makers and industry associations about high market
prices. However, polysilicon prices have held firm at
>Rmb300/kg since the discussion in mid-Oct. Against
strong new solar installations, wafer maker TCL
Zhonghuan (TZE) reported solid 9M22 results with net
profit up 81% y-o-y. We rate TZE BUY with Rmb72 TP.
Module leader LONGi announced a profit alert indicating
€.40%-48% 9M22 net profit growth. We rate LONGi BUY
with Rmb91 TP.

Top picks: China Longyuan Power (916 HK), TCL
Zhonghuan (002129 CH)

HK telecom

For mobile businesses, the roaming business suffered
from city lockdowns amid COVID-19 and represented 4%-
8% of mobile revenue in FY21. Roaming revenue has
shown a prominent recovery, reaching 30%-+ of the pre-
COVID-19 level in recent months. We expect further
recovery, as the government has eased travel restrictions
recently with its 0+3 policy. Despite the intense
competition, we expect local service revenue to be solid,
driven by higher 5G penetration. For fixed-line
businesses, we expect total residential broadband
subscribers to grow 2% and 1.5% in 2022 and 2023,
respectively. However, heavy competition may post
difficulties for ARPU increment in the fixed-line market. In
the near term, we prefer mobile operators to fixed-line
operators, as the former will benefit from the recovery of
mobile roaming business, which commands a high profit
margin.

Top pick: SmarTone (315 HK)
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Tech hardware

Semiconductor - China semi equipment provider

The lead time for chip delivery further declined from 26.8
weeks in Aug 2022 to 26.3 weeks in Sep 2022. While the
overall shortage is further easing, the wait for power
management parts and microcontrollers, particularly
those used by automakers and industrial equipment
manufacturers, remains extended. The bookings
guidance of some of the semiconductor equipment
providers like ASMPT (522 HK) show signs of further
slowing.

Semiconductor - China Foundry

Major foundries in the mainland were mildly impacted by
the latest chip export curbs by the US as they focus on
mature node foundry (28nm or above) in their business
model. Foundries like Hua Hong, which focuses only on
mature process nodes and possessed EUV certification
from the US Commerce Department, are the least
impacted.

In the long run, the US and European CHIPS Act
accelerate foundry localisation in the US, Europe, and
China. We expect the high utilisation rate to be
maintained and ASP hike to continue in most chip types
of trailing nodes in 3Q due to the high end-market
demand.

We also expect the demand from robust EV growth in
China to continue to drive auto chip demand, and for
mainland foundries that specialise in mature nodes, like
Hua Hong (1347 HK), to benefit.

Hardware vendors

The Rmb depreciation would mostly affect hardware end
product vendors or manufacturers like Xiaomi and
Lenovo or even China foundries like SMIC, which have a
global market or significant portion of overseas sales, e.g.,
68% for Lenovo, 50% for Xiaomi, and 36% for SMIC.

As their raw materials are mainly sourced in the
mainland, the depreciation of the Rmb is going to
increase the competitiveness of its end product overseas.
This will boost sales or the profit margin of overseas sales
in the long run.

Smartphone value chain

Inflation concerns and weak consumer sentiment
continue to drag smartphone shipment growth in 3Q22.
The y-0-y decline in smartphone component shipments is
expected to be maintained in 2022. However, we see
limited room for further shipment downside in 2H
compared with TH due to the launch of flagship models
from most smartphone vendors and new demand from
new AR/VR products.

Specification downgrades continue to occur in android
phones, according to suppliers. We expect demand for
smart device components, i.e., lenses, camera modules,
acoustic components, and casing, to not show any
significant recovery until 2H23. The shipments of optics
and acoustics component suppliers like Sunny Optical
(2382 HK), AAC Tech (2018 HK), and Q Tech (1478 HK) will
share the same growth trend.

iPhone shipments-maintained y-o-y growth in 3Q22. We
expected Apple’'s market share gain to continue in 2022.
This favours assemblers like Luxshare (002475 CH), which
has higher shipment and product penetration among the
beneficiaries of the share gain.

Top pick: SMIC (981 HK), Hua Hong (1347 HK)
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Neutral

China banks

Total social financing data in Sep is above market
expectations, but mortgage remained weak. The market
is still concerned about the uncertainties in the China
property sector, economic recovery, and weak demand.
Regarding the property sector impact, we 1) expect low to
mid-single-digit property-related loan growth in FY23F; 2)
see the NPL ratio in mortgage in 2H22 trending similar
with that of 1H22, but the FY23F risk might be higher if
government support to ensure flat delivery is not as
effective as expected; and 3) continue to see NIM
pressure with LPR and mortgage rate cuts. We expect the
sector to see more upside only after seeing more signals
of recovery for China property and the economy, which
may likely be in 4Q22 or early 23. In the short term, we
expect large SOE banks like the Big Four to be more
defensive, as they have higher corporate loan exposure,
which is less affected by the lower price in mortgage and
as demand is more stable during the economic
slowdown. In the long term, we prefer oversold quality
names such as PSBC.

Top picks: PSBC (1658 HK), BOC (3988 HK)
China insurers

With consistent improvements in agent productivity, the
bottoming of the agent channel VNB decline, strong
bancassurance channel performance that will drive new
business growth, and a low base, we believe China
insurers' VNB will likely resume growth in FY23. Both Ping
An and AlA have shown positive signs of growth recovery.
Our estimate suggests that China insurers' underwriting
book quality has improved further, with estimated cost of
liability (COL) reaching 3.4%-4.4% in 1H22, aided by
better cost control and better operating experience. We
believe investors have overlooked the book quality
improvement. Moreover, concerns over the property
investment risk are overdone, with exposure stable at 3%
to 5.7% of the total portfolio and limited credit incidents.
As China insurers' share price has further corrected more
than 30% on average since 3Q22, we believe the
concerns on a) China property exposure and b) poor
investment income resulting from equity market volatility,
should be mostly in the price.

Top picks: Ping An (2318 HK), AIA (1299 HK)

China materials

In Jan-Sep 2022, China major industrial material
production in terms of cement, crude steel, and
aluminium had dropped 12% (narrowed), dropped 3%
(narrowed), and increased 2% (unchanged), respectively.
On the inventory side, as of late Sep, the cement silo level
had slightly lowered after cement producers extended
their capacity suspension. Steel inventory was trending
down to the mid-level of the historical range, whereas
aluminium inventory reported in society stood at the low
end of the historical range amid stable smelting capacity
utilisation. In anticipating downstream real demand to
further pick up, overall market sentiment should
gradually improve in the near term.

Top pick: CHALCO (2600 HK)
Environmental service

During the Communist Party Congress, President Xi
reiterated China’s pursuit of a low-carbon growth society
by giving priority to environmental protection and green
lifestyle. In particular, implementation focus will be placed
on intensifying the prevention of pollution. This will bode
well for the high-quality development of the
environmental service sector. However, COVID
restrictions are expected to negatively impact
environmental service companies. First, construction
progress will be delayed; hence construction revenue
growth will be slower. Second, the amount of waste being
collected has declined due to weaker economic activities
as well as constraints in the workforce. Third, a longer
accounts receivable period from government will have a
negative impact on cash flow. In addition, inflation will
also increase operating cost. Although environmental
projects are allowed to adjust tariffs every two to three
years, there is a time lag which will cause short-term
pressure on the margin.

Top pick: Canvest (1381 HK)
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Consumer - retailing

In 9M22, China retail sales grew by 0.7% y-o-y to
RMB32tn. Specifically, the 2.5% growth in September
decelerated from August's 5.4% growth, amid the
resurgence of new COVID-19 cases and tightened control
measures across more cities of China. In Sep 2022,
categories for the above-designated-size enterprises (ex-
autos) that registered a better performance included
traditional Chinese & western medicines (+9.3%); cultural
& office appliances (+8.7%); grain, oil, & foodstuff (+8.5%);
communication appliances (+5.8%); and beverages
(+4.9%). The key discretionary categories saw mixed
performance, including gold, silver, & jewellery (+1.9%);
garments & footwear (-0.5%); and cosmetics (-3.1%).
Major sales declines were seen in tobacco & liquor (-
8.8%), building & decoration materials (-8.1%), furniture (-
7.3%), and household appliances & AV equipment (-6.1%).
Overall catering services saw a 1.7% sales decline in Sep
2022. We believe the sales trend for 4Q22 could remain
very moderate amid lingering COVID-19 impacts, and
project China retail sales to grow by ¢.1.5% for the full
year of 2022.

Turning to the HK market, retail sales declined by 1.5% y-
o-y in 8M22, with a 0.1% decline for the month of August
(Jul 2022: +4.1%), as the new round of government
consumption vouchers have been split into two parts for
August and October, hence leading to less impacts versus
the first round of vouchers in Apr 2022. Online sales went
up strongly by 21.3% to account for 9% of total sales in
Aug 2022. Categories (ex-autos) that outperformed in
Aug 2022 included jewellery & watches (+4.3%) and food,
alcoholic drinks, & tobacco (+2.1%), while those that
declined included books, newspapers, stationery, & gifts
(-17.4%); optical shops (-8.7%); furniture & fixtures (-
8.5%); clothing & footwear (-8.4%); Chinese drugs & herbs
(-3.4%); electrical goods (-3%); and medicines & cosmetics
(-0.2%). We expect retail sales in HK to stay flat for the full
year of 2022, and it could remain slow in 1H23, as the
market is the expecting borders between Mainland China
and HK to only reopen in mid-2023, at the earliest.

On the other hand, some renowned global brands could
benefit from the revival in travel as more countries open
up for visitors, while luxury brands also hold up well in
terms of operational performance as high net worth
customers continue to be relatively more resilient.

Top picks: Samsonite (1910 HK), Prada (1913 HK)

Food and beverages

September and October saw a tightening of COVID
restrictive measures, due to a spike in infection rates,
leading to softer-than-expected sales during the National
Day Holiday period. Catering channels (e.g., restaurants
and bars) for F&B companies could suffer to some extent
(Sep 22 China catering revenue down 1.7% y-0-y). The
upcoming FIFA World Cup could support better recovery,
especially for the brewery sector, should the COVID-19
control measures continue to ease. As we move forward
and approach the 2023 New Year and Chinese New Year,
the dairy and pork sector could also see stronger market
demand.

Overall cost pressure from raw materials softened but
remained high y-o0-y in 3Q22. Selective commodities like
aluminium, barley, and palm oil have peaked in 2Q22,
followed by general downward trends, supporting better
margin recovery in 2H22. However, price pressure from
soybean meal remains high in the near term (up c.17% y-
o-y YTD). Normalising the supply of major soft
commodities in FY23 could help F&B companies achieve
margin recovery. Our key picks include Budweiser, CR
Beer, China Mengniu, and UPC.

Top picks: Budweiser (1876 HK), CR Beer (291 HK), China
Mengniu (2319 HK), UPC (220 HK

Page 17



China / Hong Kong Market Focus

Monthly Market Pulse

B3DBS

Live more, Bank less

Gas utilities

In 8M2022, the natural gas consumption y-o0-y growth
rate was flat amid COVID lockdowns in various places in
China. On a positive note, Q3 2022 GDP pointed to
faster-than-expected growth with stronger growth in
industrial production. This should bode well for improving
gas consumption in 4Q. Most gas distributors have
lowered their gas volume growth expectation for 2022 by
at least 5ppt to 5%-8%. Despite the slow gas
consumption, gas supply from Russia increased
significantly YTD. We expect Russia will become one of
China's major gas suppliers, accounting for around 15%
of total imported natural gas supply in 2022. Not only will
gas supply be more stable and diversified, it is also
positive for gas procurement, as Russian gas is more
competitively priced.

Amid uncertainty due to the Russia-Ukraine war, the
dollar margin pressure from gas distributors in 4Q should
be manageable, because 1) high LNG prices have already
deterred demand, prompting users to switch to
alternatives; 2) a lower percentage of spot LNG
transactions and increasing spare capacity in PipeChina's
LNG terminals are other signs that LNG prices have
peaked; and 3) a contracted volume will be set for
residential users to ensure sufficient supply.

Top pick: ENN (2688 HK)

Internet

(1) China's food delivery and e-commerce segments’
growths will be back-end-loaded in 2022. In 9M 2022,
China online retail sales grew by 6.7% y-0-y, higher than
overall retail's 0.7% growth, as the online market gets
more market share from offline amid COVID disruptions.
Food delivery and e-commerce are the first two segments
that displayed a most significant rebound after COVID in
2020. We believe these two sectors could outperform
other sub-sectors in 2H to resume 16% and 10% growth,
respectively, in 2H22, as they are immediate beneficiaries
of consumption recovery. We changed our e-commerce
top pick to Pinduoduo, as it delivers stronger revenue
growth driven by rising demand for fresh groceries.
Online penetration of these essential goods remains low
and demand stays resilient amid weak consumption.
Moreover, e-commerce players become more rational on
investment in new initiatives (e.g., community group
buying) amid the challenging macro environment, which
is positive to overall profitability in 2H22.

(2) Online game growth is expected to remain weak the
rest of the year, due to few new blockbusters games and
weaker consumption. The resumption of game license
approval will support the game pipeline in TH23. Tencent
and NetEase finally received new game licenses in the
recent batch in Sep. Chinese domestic mobile game
revenue further decreased by 25% y-0-y in 3Q22 due to
the lack of new games and slower user growth, according
to CNG. Game developers will focus on overseas
expansion.

(3) Online advertising is one of the key revenue
contributors to internet companies. The segment’s
growth will remain challenging in 4Q22, partly due to the
economic slowdown and regulatory changes.
Performance has been dragged by the weakness in
certain verticals, such as education, online games, and
insurance.

(4) Online travel suffered from city lockdowns in the past
two years. Domestic short-haul trips have been gaining
importance and supporting recovery. The short-term
outlook remains cloudy, given the sharp decline in tourist
numbers and tourism revenue during the Golden Week
holiday in Oct. Expect domestic travel to continue to see
a steady recovery in 4Q22, but we assume that the zero-
COVID goal should remain in place this year. Players
focusing on domestic travel and expansion in lower tier
cities have a higher potential to outperform.

Top picks: Meituan (3690 HK), Pinduoduo (PDD US)
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HK developers

The HIBOR hike since mid-22 has dampened residential
demand, which resulted in overall home prices falling
>8% YTD. Rising mortgage rates should continue to cloud
residential market sentiment. Coupled with the negative
wealth effect from the financial market correction, we
forecast home prices to fall by another 5% over the next
12 months. In the event of a sharp price correction, we
do not rule out the possibility of the government relaxing
some of the cooling measures to stabilise the market.
The long-awaited reopening of the border with Mainland
China, if materialised, could boost luxury demand with
the return of affluent mainland buyers.

We like SHKP for its attractive valuations. The stock
remains a core holding among those betting on the Hong
Kong property market, which could re-rate if the
government further relaxes border control measures. We
also like Cheung Kong Asset Holdings. which is well
poised to make value-accretive acquisitions to bolster
long-term growth with a strong balance sheet. Continued
share buybacks should provide solid support to its share
price. Sino Land is a prime beneficiary of the interest rate
upcycle with a strong net cash holding.

Top picks: SHKP (16 HK), Cheung Kong Asset Holdings
(1113 HK), Sino Land (83 HK)

Restaurants and catering

Industry catering sales recorded a gradual recovery from
severe lockdowns in mid-March-May (Source: NBS).
June/July/August reported catering sales changes of -4%/
+1.5%/+8.4% y-0-y, versus a sales decline of 21.1% in
May. However, September and October saw a tightening
of COVID restrictive measures, due to a spike in infection
rates, leading to softer-than-expected sales during the
National Day Holiday period. According to the Ministry of
Culture and Tourism, domestic tourist revenue declined
26% y-0-y and was equivalent to 44% of 2019 revenue.
The number of trips made to domestic destinations also
declined by 18% and was equivalent to 61% of 2019's
total number of trips. Short-distance trips were favoured
due to control policies. The current COVID situation
remains sporadic and restauranteurs are finding it
difficult to operate. Consumer appetite is also affected by
a slowdown in the macroeconomy. We prefer the fast-
food category, with companies such as Yum China
(9987.HK), as it derives a higher percentage of revenue
from takeout and deliveries, which is fast becoming a
norm in food consumption, accelerated by COVID
policies.

Top pick: Yum China (9987 HK)
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Negative

China brokers

The China brokerage sector’s share price on average was
down 41% YTD. We believe the recent share price
weakness was due to 1) a YTD retreat in China's A-share
index, 2) the market's downward revision in its earnings
forecast, 3) sluggish capital market activity data, and 4)
concerns over further margin contraction.

YTD ADT and average margin balance were -6% and -7%
y-0-y, respectively. Given the latest A-share index was
€.25% lower than the 4Q21 average level, we expect the
y-0-y gap in ADT and margin balance to slightly widen by
the end of FY22. Nonetheless, we think the earnings
impact to brokers would be partially offset by the (1)
resilient onshore equity financing volume (YTD +5% y-0-y)
and (2) recent downward revision of margin refinancing
interest rate.

Our long-term positive outlook on brokers remains intact.

The positive policy cycle should continue to be
favourable, and we expect the long-awaited registration-
based IPO reform to be implemented across all boards
within the next few months, which will serve as a strong
driver for the sector. The growing institutionalisation also
helps to enhance brokers’' ROE in the long term. With the
sector trading at 0.5x PB, which is the lowest over the
past five-year trading band, the risk-reward is hereby
considered attractive.

We continue to like brokers with a strong investment
banking and asset management franchise. CICC and GF

remain our top picks in this space.

Top picks: CICC (3908 HK), GF (1776 HK)

Aviation

1H22 results were notably worse than our expectations.
Net losses during the period were equivalent to three-
four years of their respective net earnings prior to the
pandemic and more than double the net losses incurred
in TH21. Domestic air travel activity was severely
depressed (below 30% of pre-pandemic levels) between
March to May 22, as multiple cities, including key hubs
like Shanghai and Beijing, were thrown into partial or
complete lockdown to curb the spread of the Omicron
variant. While domestic air traffic rapidly regained lost
ground to 65%-70% of pre-pandemic levels inJuly 22, the
recovery remains fragile, as snap lockdowns continue to
be the tool of choice to suppress new cases, while the
recent 20th Communist Party Congress provided zero
clues on China's strategy to exit zero-COVID.

We now expect the three Chinese airlines to report wider
net losses in FY22F and remain in the red in FY23F, as we
lower our air traffic assumptions. Our current earnings
estimates are still predicated on China reopening in mid-
2023, with international traffic hitting 25%-30% of 2019's
level for the full year of FY23F. The street is still overly
bullish on the three Chinese airlines, in our view,
particularly on the extent of recovery of international air
traffic in FY23F. We downgrade our recommendations on
CSA to HOLD with a lower TP of HK$4.40 and Air China to
FULLY VALUED with a lower TP of HK$4.00. Meanwhile,
we are maintaining our HOLD call on CEA with a lower TP
of HK$2.50. We believe that the risk-to-reward set up for
Air China is highly unfavourable, given the stark
divergence in its share price performance and
fundamentals. Overall, current valuations for the three
Chinese airlines are >2SD above their respective five-year
averages, which is expensive, when considering their
lacklustre near-term recovery prospects and potential
share dilution. Additionally, they are trading at
considerably higher multiples than regional airline peers
with stronger credit metrics and more promising
earnings profile. While the longer-term outlook for the
Chinese airlines remains bright, we believe that it is not
the right time to accumulate their shares yet.

Aircraft lessors are our preferred pick at this juncture,
because of their earnings resilience and attractive
valuations. Despite the threat of new COVID-19 variants,
BOC Aviation's earnings should continue to grow on the
back of sustained portfolio expansion (via both organic
and via purchase and leasebacks) and healthier lease
rates. Lessors are not directly impacted by buoyant jet
fuel prices and could see stronger demand for leased
aircraft as airlines dial back on capital spending.
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Sanctions on Russia are manageable, given the lessors'
limited exposure to the country (BOCA - 3.0% of aircraft
net book value, CALC <1.0%), and other buffers in place
like insurance on affected aircraft. Outside of Russia, the
risk of asset and bad debt impairments is declining, with
aircraft values and airlines' financial performance
stabilising. Additionally, there are multiple tailwinds which
should propel a shift towards leasing over the medium

term. Hence, we anticipate a solid upside from here,
driven by BOCA's strong earnings momentum, and
believe that the current share price is a good entry point,
given that the stock is only trading at -1.0SD below its
five-year average on a P/BV basis.

Top pick: China Southern Airlines (1055 HK)
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Apparel and footwear

Inventory concern has heightened in 3Q22 due to
slowdown in the retail environment and COVID-19
lockdowns impacting offline traffic. We expect Double 11
Shopping Festival will be crucial to drive sales to lower
inventory levels across the board, through an increase in
retail discounting. While domestic brands continue to
gain market shares relative to international brands, we
expect most will engage in discounting to clear inventory
from 4Q22 onwards, which will increase overall sector
margin pressure. Our preferred pick is Anta, where it is
trading at 20.5x FY23E PE, versus Li Ning at 23x FY23E PE.

Top picks: ANTA (2020 HK)
China property

We remain cautious on the sector’s near-term outlook.
On one hand, while top leadership in China should now
be able to devote more focus towards tackling lingering
economic issues upon the conclusion of the 20th
National Party Congress, the pace of launching further
supportive measures will likely be done in a gradual and
controlled manner, the impact of which will take time to
filter into the economy and the property sector. As such,
we believe homebuyer sentiment will likely remain weak
in the near term, with the physical market to record only
a mild recovery in 4Q22, driven by an expected pick-up in
developers' project launches. On the other, refinancing
channels continued to show no signs of improvement,
with bond investor sentiment dampened further upon
CIFI's non-payment incident. More bond extensions and
defaults will likely materialise in 4Q throughout the
repayment peak, with surviving POEs and semi-SOE
names to continue facing tough repayment pressure.

Investor sentiment remains fragile and share price
performance is expected to remain volatile in the near
term. A sustainable recovery in share prices is expected
to come only when the Rmb stabilises, physical market
recovers, and refinancing channels reopen. We
recommend investors to stay with quality names that are
less impacted by the Rmb depreciation and able to
benefit from the potential release of more policy
supports - COLI (688 HK), CR Land (1109 HK), and Yuexiu
(123 HK).

Top picks: COLI (688 HK), CR Land (1109 HK), Yuexiu (123
HK)

China property management

Property managers have exhibited strong price
correlations with their respective related developer
names since the start of the property sector turbulence
in 2H21. With the dust yet to settle in the property sector,
we believe the relationship will continue to hold. We
therefore expect share price volatility, particularly from
borderline surviving developers, will continue to feed into
their respective property managers in the near term.
Having said that, we believe the relationship should break
as market sentiment calms and focus is redirected onto
fundamentals. Afterall, PM names are non-cyclical in
nature, and are fundamentally less tied to the property
development space than those with a close share price
correlation. The TH22 result would be a clear case in
point, where the sector, on average, was able to record
double-digit growth under COVID-19 disruptions and the
property market downturn, while the development side,
in general, recorded deep declines or even losses. We
believe PM names are fundamentally better for investors
as proxies to ride on the physical market recovery, as it
has more resilient and visible earnings vs. that of
developers.

Among individual stocks, we recommend staying with
quality SOE names for their likely capability to benefit first
from a potential physical market recovery and investor
sentiment pick-ups with better risk profiles. We have CR
MixC (1209 HK) as our sector top pick in this regard.

Top pick: CR MixC (1209 HK)
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HK landlords & REITs

Despite the fifth wave of the pandemic, the overall office
market in TH22 registered flattish rental growth with a
stabilising vacancy rate. The central market
outperformed, as it was driven by demand for the
premium office space. Yet, with border restrictions
remaining in force, new demand from MNCs and
mainland Chinese firms was subdued. Major leasing
activities were highlighted by expansionary demand from
existing wealth management, flexible space operators,
and healthcare occupiers in Hong Kong. New office
supply will come on stream starting from 2022. Thus far,
pre-leasing progress has been slow. Vacancy is expected
to rise again, which should exert downward pressure on
office rents.

The Hong Kong retail market was on the road to recovery,
aided by the easing of social distancing measures and the
distribution of electronic consumption vouchers. The
decline in overall retail sales narrowed to 1.5% in 8M22
from 1Q22's 7.6%. Local economic recovery should also
underpin domestic consumption. While the government
has recently relaxed travel restrictions for incoming
visitors, we do not expect a boost to retail sales with the
absence of leisure travellers, especially from the
mainland. Overall, we estimate total retail sales to be
broadly stable for 2022. A full-fledged retail market
recovery still hinges on the border reopening with China.

We favour Link REIT and Fortune REIT, which should
benefit from gradual domestic consumption recovery.
Further yield-accretive acquisitions could drive Link REIT's
distribution income growth, which enhances its
investment appeal.

Top picks: Link REIT (823 HK), Fortune REIT (778 HK)

Macau gaming

Macau's gross gaming revenue (GGR) dropped by 49.6%
y-0-y to MOP2.96bn in Sep 2022, but up 35% m-o-m, as
compared to a GGR of MPO2.19bn in Aug 2022, as
Mainland China reinstated both package tours as well as
eVisas under the Individual Visit Scheme to Macau in late
Sep 2022. The move should help to gradually boost
Macau's gaming and tourism operations, as seen from
about a 300% surge in Macau-related searches on travel
guide websites since the reinstatement (source: China
Travel News). On a low base, Macau's number of inbound
visitors also jumped 1,919% to 0.18m arrivals during the
seven-day Golden Week holiday in October, of which 90%
came from Mainland China. Daily GGR also climbed to
MOP190m during the Golden Week, which was
substantially higher than the first week of Sep 2022,
although there was still a lot to catch up to versus the
daily GGR of MOP1bn during the pre-pandemic Golden
Week holidays. Having said that, the market is still
focused on the upcoming results of new gaming licenses
for casino operations, potentially by Dec 2022.

Top pick: Galaxy (27 HK)
Pharmaceutical and healthcare

We are cautious about the sector, as we estimate public
medical insurance programmes will be more stretched
financially in 2H22, as they delay payments from small-
mid-size corporates. The impact amounts to around
Rmb150bn, equivalent to 5% of total income or ¢.35% of
net income in 2021. As a result, the price pressure should
remain large. Despite attractive valuations across the
sector, we are highly selective. We go for companies with
an attractive valuation that is free from price cuts in
China. Shenzhen Hepalink (9989 HK) generates >80% of
sales from overseas and it is enjoying price surges. Its
share price will also be driven by 1) the strong US$, as
C.65% of its sales is settled in US$ and 2) a stabilising net
margin. Shandong Weigao (1066 HK) is growing its
earnings mainly through pharma packaging. Its target
customers are pharma companies, not public hospitals
and the government. So, its risk of facing price cuts is
smaller.

Top picks: Shandong Weigao (1066 HK), Shenzhen
Hepalink (9989 HK)
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DBS HK recommendations are based on an Absolute Total Return* Rating system, defined as follows:

STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame)
BUY (>15% total return over the next 12 months for small caps, >10% for large caps)

HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps)

FULLY VALUED (negative total return, i.e., >-10% over the next 12 months)

SELL (negative total return of > -20% over the next 3 months, with identifiable share price catalysts within this time frame)

*Share price appreciation + dividends

Completed Date: 2 Nov 2022 17:29:38 (HKT)
Dissemination Date: 2 Nov 2022 18:46:41 (HKT)

Sources for all charts and tables are DBS HK unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER

This report is prepared by DBS Bank (Hong Kong) Limited (“DBS HK?"). This report is solely intended for the clients of DBS Bank Ltd., DBS HK,
DBS Vickers (Hong Kong) Limited (“DBSV HK"), and DBS Vickers Securities (Singapore) Pte Ltd. (“DBSVS"), its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any
means or (i) redistributed without the prior written consent of DBS HK.

The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to
DBS Bank Ltd., DBS HK, DBSV HK, DBSVS, its respective connected and associated corporations, affiliates and their respective directors,
officers, employees and agents (collectively, the “DBS Group”) have not conducted due diligence on any of the companies, verified any
information or sources or taken into account any other factors which we may consider to be relevant or appropriate in preparing the
research. Accordingly, we do not make any representation or warranty as to the accuracy, completeness or correctness of the research set
out in this report. Opinions expressed are subject to change without notice. This research is prepared for general circulation. Any
recommendation contained in this document does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific addressee. This document is for the information of addressees only and is not to be taken in substitution for
the exercise of judgement by addressees, who should obtain separate independent legal or financial advice. The DBS Group accepts no
liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from any use of and/or
reliance upon this document and/or further communication given in relation to this document. This document is not to be construed as an
offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along with its affiliates and/or persons associated with any of
them may from time to time have interests in the securities mentioned in this document. The DBS Group, may have positions in, and may
effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking and other banking
services for these companies.

Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and
there can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or
risk assessments. The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete
or condensed, it may not contain all material information concerning the company (or companies) referred to in this report and the DBS
Group is under no obligation to update the information in this report.

This publication has not been reviewed or authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no
planned schedule or frequency for updating research publication relating to any issuer.

The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates

and assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the

estimates on which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary

significantly from actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments

described herein IS NOT TO BE RELIED UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with

the aforesaid entities), that:

(@  such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and

(b)  thereis any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings
or risk assessments stated therein.

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.
Any assumptions made in this report that refers to commaodities, are for the purposes of making forecasts for the company (or companies)
mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating
to the commodity referred to in this report.

On 3 June 2021, President ). Biden issued Executive Order 14032 (“the EQ"), superseding Executive Order 13959 of 12 November 2020. The
EO, which takes effect on 2 August 2021, prohibits US persons from investing in publicly traded securities or derivatives thereof from firms
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listed as Chinese Military-Industrial Complex Companies (“CMICs"). The list of CMICs can be found on the US Department of the Treasury's
website at https://home.treasury.gov/policy-issues/financial-sanctions/consolidated-sanctions-list/ns-cmic-list.

DBS Vickers Securities (USA) Inc (“DBSVUSA"), a US-registered broker-dealer, does not have its own investment banking or research
department, has not participated in any public offering of securities as a manager or co-manager or in any other investment banking
transaction in the past twelve months and does not engage in market-making.

ANALYST CERTIFICATION

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the
companies and their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of
his/her compensation was, is, or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The
research analyst (s) primarily responsible for the content of this research report, in part or in whole, certifies that he or his associate’ does
not serve as an officer of the issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the
management company of the real estate investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the
entity who is responsible for the management of the issuer or the new listing applicant) and the research analyst(s) primarily responsible for
the content of this research report or his associate does not have financial interests? in relation to an issuer or a new listing applicant that
the analyst reviews. DBS Group has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in
connection with the production of research reports. The research analyst(s) responsible for this report operates as part of a separate and
independent team to the investment banking function of the DBS Group and procedures are in place to ensure that confidential
information held by either the research or investment banking function is handled appropriately. There is no direct link of DBS Group's
compensation to any specific investment banking function of the DBS Group.

COMPANY-SPECIFIC / REGULATORY DISCLOSURES

1. DBSBank Ltd, DBS HK, DBSVS or their subsidiaries and/or other affiliates have proprietary positions in BOC Hong Kong Holdings
Ltd (2388 HK), Budweiser Brewing Company APAC (1876 HK), BYD Co Ltd (1211 HK), China Longyuan Power Group Corp Ltd (916
HK), China Mengniu Dairy Co Ltd (2319 HK), China Mobile Ltd (941 HK), CNOOC Ltd (883 HK), Meituan Dianping (3690 HK),
Samsonite International SA (1910 HK), Semiconductor Manufacturing International Corp (981 HK), ANTA Sports Products Ltd (2020
HK), Li Ning Co Ltd (2331 HK), Air China Ltd (753 HK), Postal Savings Bank of China Co Ltd (1658 HK), CITIC Securities Co Ltd (6030
HK), AIA Group Ltd (1299 HK), Anhui Conch Cement Co Ltd (914 HK), Country Garden Holdings Co Ltd (2007 HK), Country Garden
Services Holdings Co Ltd (6098 HK), ZTE Corp (763 HK), Chow Tai Fook Jewellery Group Ltd (1929 HK), China Resources Beer
Holdings Co Ltd (291 HK), ENN Energy Holdings Ltd (2688 HK), Sun Hung Kai Properties Ltd (16 HK), Wharf Real Estate Investment
Co Ltd (1997 HK), SmarTone Telecommunications Holdings Ltd (315 HK), Galaxy Entertainment Group Ltd (27 HK), SJM Holdings Ltd
(880 HK), Sands China Ltd (1928 HK), CSPC Pharmaceutical Group Ltd (1093 HK), Haidilao International Holding Ltd (6862 HK),
Geely Automobile Holdings Ltd (175 HK), Ping An Insurance Group Co of China Ltd (2318 HK), PetroChina Co Ltd (857 HK), Hua
Hong Semiconductor Ltd (1347 HK), Aluminum Corp of China Ltd (2600 HK), Uni-President China Holdings Ltd (220 HK), CK Asset
Holdings Ltd (1113 HK), Sino Land Co Ltd (83 HK), Yum China Holdings Inc (9987 HK), China Overseas Land & Investment Ltd (688
HK), China Resources Land Ltd (1109 HK), Link REIT (823 HK), Fortune Real Estate Investment Trust (778 HK), Bank of China Ltd
(3988 HK) and China Eastern Airlines Corp Ltd (670 HK) recommended in this report as of 31 Oct 2022.

1 An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (i) the trustee of a trust
of which the analyst, his spouse, minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another
person accustomed or obliged to act in accordance with the directions or instructions of the analyst.

2 Financial interest is defined as interests that are commonly known financial interest, such as investment in the securities in respect of an
issuer or a new listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or
analysis. This term does not include commercial lending conducted at arm's length, or investments in any collective investment scheme
other than an issuer or new listing applicant notwithstanding the fact that the scheme has investments in securities in respect of an issuer
or a new listing applicant.
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2. DBSBank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates have a net long position exceeding 0.5% of the total issued
share capital in Postal Savings Bank of China Co Ltd (1658 HK), SmarTone Telecommunications Holdings Ltd (315 HK) and Fortune
Real Estate Investment Trust (778 HK) recommended in this report as of 31 Oct 2022.

3. DBS Bank Ltd, DBS HK, DBSVS, DBS Vickers Securities (USA) Inc ("DBSVUSA"), or their subsidiaries and/or other affiliates beneficially
own a total of 1% of the issuer's market capitalization of Postal Savings Bank of China Co Ltd (1658 HK) and Fortune Real Estate
Investment Trust (778 HK) as of 31 Oct 2022.

4.  Compensation for investment banking services:
DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates of DBSVUSA have received compensation, within the past
12 months for investment banking services from BOC Hong Kong Holdings Ltd (2388 HK), Lenovo Group Ltd (992 HK), Bank of
China Ltd (3988 HK), HSBC Holdings PLC (5 HK), China Merchants Bank Co Ltd (3968 HK), Aluminum Corp of China Ltd (2600 HK)
and Link REIT (823 HK) as of 30 Sep 2022.

DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates of DBSVUSA, within the next 3 months, will receive or intend
to seek compensation for investment banking services from BOC Hong Kong Holdings Ltd (2388 HK), Bank of China Ltd (3988 HK)
and China Merchants Bank Co Ltd (3968 HK) as of 30 Sep 2022.

5. DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates of DBSVUSA have managed or co-managed a public
offering of securities for Lenovo Group Ltd (992 HK), Bank of China Ltd (3988 HK), Aluminum Corp of China Ltd (2600 HK) and Link
REIT (823 HK) in the past 12 months, as of 30 Sep 2022.

DBSVUSA does not have its own investment banking or research department, nor has it participated in any public offering of
securities as a manager or co-manager or in any other investment banking transaction in the past twelve months. Any US persons
wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any
security discussed in this document should contact DBSVUSA exclusively.

6.  Disclosure of previous investment recommendation produced:
DBS Bank Ltd, DBSVS, DBS HK, their subsidiaries and/or other affiliates of DBSVUSA may have published other investment
recommendations in respect of the same securities / instruments recommended in this research report during the preceding 12
months. Please contact the primary analyst listed on page 1 of this report to view previous investment recommendations
published by DBS Bank Ltd, DBS HK, DBSVS, their subsidiaries and/or other affiliates of DBSVUSA in the preceding 12 months.
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RESTRICTIONS ON DISTRIBUTION

General

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident
of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use
would be contrary to law or regulation.

Australia

This report is being distributed in Australia by DBS Bank Ltd, DBSVS or DBSV HK. DBS Bank Ltd holds Australian
Financial Services Licence no. 475946.

DBS Bank Ltd, DBSVS and DBSV HK are exempted from the requirement to hold an Australian Financial Services
Licence under the Corporation Act 2001 (“CA”) in respect of financial services provided to the recipients. Both DBS
Bank Ltd and DBSVS are regulated by the Monetary Authority of Singapore under the laws of Singapore, and DBSV HK
is regulated by the Hong Kong Securities and Futures Commission under the laws of Hong Kong, which differ from
Australian laws.

Distribution of this report is intended only for “wholesale investors” within the meaning of the CA.

Hong Kong

This report is being distributed in Hong Kong by DBS Bank Ltd, DBS Bank (Hong Kong) Limited and DBS Vickers (Hong
Kong) Limited, all of which are registered with or licensed by the Hong Kong Securities and Futures Commission to
carry out the regulated activity of advising on securities. DBS Bank Ltd., Hong Kong Branch is a limited liability
company incorporated in Singapore.

Indonesia

This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia.

Malaysia

This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd ("ADBSR"). Recipients of this report, received
from ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection
with this report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report
are advised that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their
respective connected and associated corporations, affiliates, their directors, officers, employees, agents and parties
related or associated with any of them may have positions in, and may effect transactions in the securities mentioned
herein and may also perform or seek to perform broking, investment banking/corporate advisory and other services
for the subject companies. They may also have received compensation and/or seek to obtain compensation for
broking, investment banking/corporate advisory and other services from the subject companies.

S

\(% \j

Wong Ming Tek, Executive Director, ADBSR

Singapore

This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn
No. 198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated
by the Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its
respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation
32C of the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an
Accredited Investor, Expert Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the
contents of the report to such persons only to the extent required by law. Singapore recipients should contact DBS
Bank Ltd at 6878 8888 for matters arising from, or in connection with the report.

Thailand

This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd.

For any query regarding the materials herein, please contact [Chanpen Sirithanarattanakul] at [research@th.dbs.com]

United
Kingdom

This report is produced by DBS HK which is regulated by the Hong Kong Monetary Authority

This report is disseminated in the United Kingdom by DBS Bank Ltd, London Branch (“DBS UK"). DBS Bank Ltd is
regulated by the Monetary Authority of Singapore. DBS UK is authorised by the Prudential Regulation Authority and is
subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.
Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.

In respect of the United Kingdom, this report is solely intended for the clients of DBS UK, its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated
in any form or by any means or (i) redistributed without the prior written consent of DBS UK. This communication is
directed at persons having professional experience in matters relating to investments. Any investment activity
following from this communication will only be engaged in with such persons. Persons who do not have professional
experience in matters relating to investments should not rely on this communication.
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Dubai This communication is provided to you as a Professional Client or Market Counterparty as defined in the DFSA
International Rulebook Conduct of Business Module (the "COB Module"), and should not be relied upon or acted on by any person
Financial which does not meet the criteria to be classified as a Professional Client or Market Counterparty under the DFSA rules.
Centre

This communication is from the branch of DBS Bank Ltd operating in the Dubai International Financial Centre (the
"DIFC") under the trading name "DBS Bank Ltd. (DIFC Branch)" ("DBS DIFC"), registered with the DIFC Registrar of
Companies under number 156 and having its registered office at units 608 - 610, 6th Floor, Gate Precinct Building 5,
PO Box 506538, DIFC, Dubai, United Arab Emirates.

DBS DIFC is regulated by the Dubai Financial Services Authority (the "DFSA") with a DFSA reference number FO00164.
For more information on DBS DIFC and its affiliates, please see http://www.dbs.com/ae/our--network/default.page.

Where this communication contains a research report, this research report is prepared by the entity referred to
therein, which may be DBS Bank Ltd or a third party, and is provided to you by DBS DIFC. The research report has not
been reviewed or authorised by the DFSA. Such research report is distributed on the express understanding that,
whilst the information contained within is believed to be reliable, the information has not been independently verified
by DBS DIFC.

Unless otherwise indicated, this communication does not constitute an "Offer of Securities to the Public" as defined
under Article 12 of the Markets Law (DIFC Law No.1 of 2012) or an "Offer of a Unit of a Fund" as defined under Article
19(2) of the Collective Investment Law (DIFC Law No.2 of 2010).

The DFSA has no responsibility for reviewing or verifying this communication or any associated documents in
connection with this investment and it is not subject to any form of regulation or approval by the DFSA. Accordingly,
the DFSA has not approved this communication or any other associated documents in connection with this investment
nor taken any steps to verify the information set out in this communication or any associated documents, and has no
responsibility for them. The DFSA has not assessed the suitability of any investments to which the communication
relates and, in respect of any Islamic investments (or other investments identified to be Shari'a compliant), neither we
nor the DFSA has determined whether they are Shari'a compliant in any way.

Any investments which this communication relates to may be illiquid and/or subject to restrictions on their resale.
Prospective purchasers should conduct their own due diligence on any investments. If you do not understand the
contents of this document you should consult an authorised financial adviser.

United States

This report was prepared by DBS HK. DBSVUSA did not participate in its preparation. The research analyst(s) named
on this report are not registered as research analysts with FINRA and are not associated persons of DBSVUSA. The
research analyst(s) are not subject to FINRA Rule 2241 restrictions on analyst compensation, communications with a
subject company, public appearances and trading securities held by a research analyst. This report is being distributed
in the United States by DBSVUSA, which accepts responsibility for its contents. This report may only be distributed to
Major U.S. Institutional Investors (as defined in SEC Rule 15a-6) and to such other institutional investors and qualified
persons as DBSVUSA may authorize. Any U.S. person receiving this report who wishes to effect transactions in any
securities referred to herein should contact DBSVUSA directly and not its affiliate.

Other
jurisdictions

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified,
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.

DBS Bank (Hong Kong) Limited
13" Floor One Island East, 18 Westlands Road, Quarry Bay, Hong Kong
Tel: (852) 3668-4181, Fax: (852) 2521-1812
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