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 Remain cautious in short term; opportunities await in 2H 
The HK market extended its losses in June, with HSI/HSCEI off 6.9/9.2% month to 

date. We warned of worsening liquidity condition at end-April and 19 June. The 

market has witnessed strong outflows from emerging markets and continuous 

capital withdrawal from southbound investors since then. We do not see a strong 

buying signal now because in the short term, this trend and sluggish risk appetite 

will not reverse. Nonetheless, we think the market is likely to recover as we enter 

the interim results season in August, when valuations become more attractive 

against the backdrop of growth quality improvement (see where we are now vs 

historical troughs of valuations). For 2H18, we see opportunities within broad 

consumption areas, banks, energy, internet leaders and select bottom-up picks in 

sectors with large valuation correction (see 2H strategy outlook).  

 

RMB devaluation adding to the market chaos 
Amid a weak USD, we analyzed market implications of forex fluctuation and 

potential winners and losers (see our note published on 2 Feb). With USD regaining 

strength and RMB weakening, the impact on the HK market has reversed, ie, RMB 

assets’ valuation attractiveness has been undermined. Potential beneficiaries of 

weak RMB include: 1) export-oriented companies; 2) marine transportation sector; 

and 3) companies with high exposure to USD-denominated assets. By contrast, 

airlines and property companies are the most prominent victims due to their large 

USD-denominated obligations. HK local retailers may also get hurt because of less 

attractive prices of goods and potential slowdown in growth of mainland travelers.  

 
Huatai Best Ideas for July 2018 
The bottom-up recommendations from Huatai sector analysts for July are Tencent, 

Weibo, Pacific Basin Shipping, Yanzhou Coal, CSPC Pharma and Brilliance China. 

 
Risks to our view 
1) Worse-than-expected interim results further rattle the market; and 2) continued 

credit default outbreak events spill over across mid and small companies and 

amplify domestic liquidity concerns.  
 

  

 

 

   

 Huatai Best Ideas  

 Company Code TP (HKD) Rating 

Tencent 700 HK 498.50 BUY 

Weibo WB US 149.10 BUY 

Pacific Basin 2343 HK 2.50 BUY 

Yanzhou Coal 1171 HK 17.00 BUY 

CSPC Pharma 1093 HK 29.00 BUY 

BCA 1114 HK 25.00 BUY 
 

 

 Source: Huatai HK Research estimates  

 
 Index Price Performance   

 

 

  

 Source: Bloomberg, Huatai HK Research    
 

Cheng LV +86 21 2897 2057

Strategist lvcheng@htsc.com

Zhixuan LIN +86 21 2897 2090

Analyst zhixuan.lin@htsc.com

Bruce WANG +86 21 2897 2099

Analyst bruce.wang@htsc.com

Wen DAI +86 21 2897 2078

Analyst daiwen@htsc.com

Saiyi HE +852 3658 6236

Analyst hesaiyi@htsc.com

Xiaofeng SHEN +86 21 2897 2088

Analyst shenxiaofeng@htsc.com

Lisa LIN +86 21 2897 2209

Analyst linshan@htsc.com

15,000

20,000

25,000

30,000

35,000

7,000

9,000

11,000

13,000

15,000

Jan-16 Jan-17 Jan-18

HSCEI

HSI (rhs)

http://www.htsc.com.hk/upload/research_Report/180427_14330.18.1.pdf
http://www.htsc.com.hk/upload/research_Report/180619_15997.11.1.pdf
http://www.htsc.com.hk/upload/research_Report/180626_16146.12.1.pdf
http://www.htsc.com.hk/upload/research_Report/180626_16146.12.1.pdf
http://www.htsc.com.hk/upload/research_Report/180525_15371.4.1.pdf
http://www.htsc.com.hk/upload/research_Report/180202_11324.10.1.pdf


China Strategy  

27 June 2018  2 

 
 

Recommendation rationales 

Tencent Holdings Ltd (700 HK): 1) high revenue growth supported by its mobile games, 

advertising and new business (cloud and payment related business); 2) comprehensive 

online entertainment and social networking ecosystem lay foundation for long-term growth; 

and 3) we believe Tencent still has high operating leverage to support new business 

growth and to continue to deliver margin expansions. 

 

Weibo (WB US): 1) Weibo is becoming an agile partner in China's new media marketing 

industry, with a platform that can enhance the effectiveness of brand advertising and event 

promotions; 2) its comprehensive content and promotional channels should ensure high 

user engagement levels and support its commercalization potential; and 3) market 

concerns about user growth looks overdone; current valuation of 0.6x FY18 PEG looks 

attractive 

 

Pacific Basin Shipping (1313 HK): 1) rising shipping rates starting from July driven by 

the peak season; 2) industry upcycle in 2018-2020 supported by tighter supply; and 3) 

strong earnings improvement of the company this year (2017: breakeven). 

 

Yanzhou Coal Mining (1171 HK): 1) coal price to strengthen in the July-August 

consumption peak season and remain elevated in 2H18 given limited new capacity 

release and stringent environmental and safety inspections; 2) Yanzhou Coal stands out 

among industry peers given its larger presence in oversea market, lower exposure to 

contract volume and more favorable product structure; and 3) Yanzhou Coal's current low 

valuation of 4.4x 2018E PE. 

 

CSPC Pharmaceutical Group (1093 HK): we look into over 40% NP growth in 2018E, 

given: 1) NBP's further penetration in prefecture-level cities and Xuanning's accelerated 

academic promotion; 2) oncology segment is expected to double sales in 2018E, given 

sales team expansion and albumin bound paclitaxel's sales boom (RMB200-300mn sales 

in 2018E); and 3) decent R&D pipeline, with Xuanning and Amphotericin B to submit NDA 

in 2018, clopidogrel slated for launch in 3Q18, and potential collaboration for PD-1 (as a 

combination with albumin bound paclitaxel). 

 

Brilliance China Automotive (1114 HK): 1) major beneficiary of consumption upgrade 

and boom in premium brands in the China market; 2) high visibility of sales growth in 

2018E-2019E based on strong model cycle; and 3) new BMW X3 to be domestically 

produced and launched in June, which will strongly drive up sales and margin. 
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Fig.1. Huatai Best Ideas: June 2018 

Ticker Name Industry Group Rating 

Total mkt 

cap 

(USDmn) 

Price 

(HKD) 

Target 

price 

(HKD) 

2018E 

PE (x) 

2018E EPS 

growth (%) 

2018E 

PB (x) 

2018E 

ROE 

(%) 

2018E 

div yield 

(%) 

700 HK Tencent Holdings Ltd Software & Services BUY 467,477  377.40 498.50 36.7 14.4  9.7 30.0            -      

WB US Weibo Software & Services BUY 20,549  92.27 149.10 35.8 59.3  12.0 40.1            -      

2343 HK Pacific Basin Shipping Transportation BUY 1,214  2.05 2.50 10.8 2631.6  0.9 8.3            -      

1171 HK Yanzhou Coal Mining Energy BUY 8,627  9.54 17.00 3.9 36.4  0.7 19.6            -      

1093 HK CSPC Pharma Pharmaceuticals, Biotechnology BUY 18,735  22.30 29.00 36.0 35.8  7.2 22.2        0.9    

1114 HK Brilliance China Automotive Automobiles & Components BUY 8,834  13.28 25.00 7.2 77.3  1.7 26.2       3.3    
  

Note: data as at 27 June market close 

Source: FactSet, Huatai HK Research estimates 
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Important Disclosures 

Huatai Financial Holdings (Hong Kong) Limited is regulated by the Securities and Futures Commission in Hong Kong and is the wholly owned 

subsidiary of HTSC (A joint stock company incorporated in the People’s Republic of China with limited liability under the Chinese corporate name 

“华泰证券股份有限公司” and carrying on business in Hong Kong as HTSC). 

Huatai Financial Holdings (Hong Kong) Limited and/or its affiliated companies has acted, currently is acting and/or may act as market maker in 

the bond securities of the companies mentioned or recommended in the report. 

 

Guide to Huatai Financial Holdings (Hong Kong) Limited Investment Rating 

Huatai Financial Holdings (Hong Kong) Limited investment ratings are according to analysts’ expectations of stock performance within six months 

vs relevant market benchmark, as indicated below. 

 

Market Benchmark for  is  () 

 

Stock Rating Definitions 

BUY: The analyst expects the stock to outperform more than 15% vs the relevant market benchmark. 

HOLD: The analyst expects the stock to perform within -10%~15% vs the relevant market benchmark. 

SELL: The analyst expects the stock to underperform below -10% vs the relevant market benchmark. 

Rating suspended: The rating, target price and estimates have been suspended temporarily to comply with applicable regulations and/or firm 

policies. 

Not rated: Stocks are not in regular research coverage. Investors should not expect continuing or additional information from Huatai relating to 

such securities and/or companies. 

 

Industry Rating Definitions 

OVERWEIGHT: The analyst expects the performance of his or her industry coverage universe to be favorable vs the relevant market benchmark. 

NEUTRAL: The analyst expects the performance of his or her industry coverage universe to be in line with the relevant market benchmark. 

UNDERWEIGHT: The analyst expects the performance of his or her industry coverage universe to be unfavorable vs the relevant market 

benchmark. 

 

Additional Information is available upon request. 

General Disclosures 

 

DISTRIBUTION TO INSTITUTIONAL AND PROFESSIONAL INVESTOR (AS DEFINED BY SECURITIES AND FUTURES ORDINANCE 

(CHAPTER 571)) CUSTOMERS 

This document has been furnished to you solely for your information and may not be reproduced or redistributed to any other person. 

 

The information herein is prepared and published by Huatai Financial Holdings (Hong Kong) Limited and is strictly confidential to the recipient. 

This publication is intended for Huatai Financial Holdings (Hong Kong) Limited, its clients, Huatai Financial Holdings (Hong Kong) Limited’s 

subsidiaries, branches of Huatai Financial Holdings (Hong Kong) Limited, HTSC and its subsidiaries, to whom it has been delivered and may not 

be reproduced, transmitted or communicated, in whole or in part, to any other person without the prior written consent of Huatai Financial Holdings 

(Hong Kong) Limited. To the extent that onward distribution is permitted by Huatai Financial Holdings (Hong Kong) Limited, the recipient shall 

obtain independent local advice to comply with applicable laws and regulations before onward distribution. 

 

Huatai Financial Holdings (Hong Kong) Limited is not a U.S. Financial Industry Regulatory Authority (“FINRA”) registered member, and Huatai 

Financial Holdings (Hong Kong) Limited research analysts are not registered/qualified as research analysts with FINRA. 

 

This publication is (i) for your private information, and we are not soliciting any action based upon it; (ii) not to be construed as an offer to sell or 

a solicitation of an offer to buy any security in any jurisdiction where such offer or solicitation would be illegal; (iii) based upon information from 

sources that we consider reliable, but has not been independently verified by Huatai Financial Holdings (Hong Kong) Limited. This publication 

provides general information only. It is not intended to provide personal investment advice and it does not take into account the specific investment 

objectives, financial situation and the particular needs of any specific person. This publication may contain information obtained from third parties, 

including ratings from credit ratings agencies and the distribution of third party content in any form is prohibited except with the prior written 

permission of the related third party. Third party content providers do not guarantee the accuracy, completeness, timeliness or availability of any 

information, including ratings, and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the 

results obtained from the use of such content. Third party content providers give no express or implied warranties, including, but not limited to, 

any warranties of merchantability of fitness for a particular purpose or use. Third party content providers shall not be liable for any direct, indirect, 

incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or 

profits and opportunity costs) in connection with any use of their content, including ratings. Credit ratings are statements of opinions and are not 

statements of fact or recommendations to purchase, hold or sell securities. They do not address the suitability of securities or the suitability of 

securities for investment purposes, and should not be relied on as investment advice. 
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Figures presented herein may refer to past performance or simulations based on past performance which are not reliable indicators of future 

performance. Where the information contains an indication of future performance, such forecasts may not be a reliable indicator of future 

performance. Moreover, simulations are based on models and simplifying assumptions which may oversimplify and not reflect the future 

distribution of returns. 

 

The facts described in this publication, as well as the opinions, estimates, forecasts and projections expressed in it are as of the date hereof and 

are subject to change without notice. No representation or warranty, express or implied, is made as to and no reliance should be placed on 

information contained in this publication. Huatai Financial Holdings (Hong Kong) Limited accepts no liability whatsoever for any direct, indirect or 

consequential losses or damages arising from or in connection with the use or reliance of this publication or its contents. This publication is not 

intended to provide, and should not be relied upon as professional advice (including without limitation, accounting, legal or tax advice or investment 

recommendations) and is not to be taken in substitution for your exercise of judgment. Huatai Financial Holdings (Hong Kong) Limited does not 

act as an adviser and assumes no fiduciary responsibility or liability for any consequences, financial or otherwise. Investors shall consider whether 

any information or recommendation in this publication is suitable for their particular circumstances and, if appropriate, seek professional advice, 

including tax advice. 

 

Investors should consider this publication as only a single factor in making their investment decision and, as such, the report should not be viewed 

as identifying or suggesting all risks, direct or indirect, that may be associated with any investment decision. Huatai Financial Holdings (Hong 

Kong) Limited produces a number of different types of research product including, among others, fundamental analysis, quantitative analysis and 

short term trading ideas; recommendations contained in one type of research product differ from recommendations contained in other types of 

research product, whether as a result of differing time horizons, methodologies or otherwise. 

 

Huatai Financial Holdings (Hong Kong) Limited, and/or its officers, directors and employees, may, to the extent permitted by applicable law and/or 

regulation, deal as principal, agent, or otherwise, or have long or short positions in, or buy or sell, the securities, options or other derivative 

instruments based thereon, of issuers or securities mentioned herein. Huatai Financial Holdings (Hong Kong) Limited may, to the extent permitted 

by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this publication, perform services for or solicit 

business from such issuers. Huatai Financial Holdings (Hong Kong) Limited may have served as manager or co-manager of a public offering of 

securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report or may be providing, or have 

provided within the previous 12 months, other investment banking services, significant advice or investment services in relation to the investment 

concerned or a related investment. Huatai Financial Holdings (Hong Kong) Limited may also act as market maker or liquidity provider in the 

financial instruments of the issuers. 

 

Huatai Financial Holdings (Hong Kong) Limited manages conflicts with respect to the production of research through its compliance policies and 

procedures (including, but not limited to, Conflicts of Interest, Chinese Wall and Confidentiality policies) as well as through the maintenance of 

Chinese walls and employee training. 

 

© 2018 Huatai Financial Holdings (Hong Kong) Ltd. All rights reserved. 

 

Legal Entity Disclosures 

China: HTSC is approved by the China Securities Regulatory Commission under a qualification to carry out “securities investment consulting” 

business. Business license no: Z23032000.  

Hong Kong:  Huatai Financial Holdings (Hong Kong) Limited holds a license issued by the Securities and Futures Commission in Hong Kong to 

carry out “advising on securities” business. License no: AOK809. 
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