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SECTOR UPDATE

IT Hardware — China
Shipment On Track For Sequential Recovery; Remain Cautious On 2024’s Growth

We believe the smartphone market is on track for a sequential recovery from 3Q23,
driven by restocking demand and new model launches. Latest checks show that the
reception to the new iPhone 15 series and Huawei Mate 60 series was exceptional, and
may lead to short-term pressure for other competing brands. We are also turning more
cautious on the recovery in 2024, and we trim our ASP and margins assumption for the
suppliers due to the slower-than-expected recovery in the macro environment. Maintain
MARKET WEIGHT.

WHAT’S NEW

¢ Smartphone market on track for sequential recovery in 3Q23. While the end-demand
remains relatively sluggish, we believe the sell-in data should start to recover sequentially
from 3Q23 onwards (albeit still decline yoy), and return to yoy expansion territory from
4Q23. The growth will be primarily driven by restocking demand in 3Q23, as most
smartphone brands had finalised their inventory clearance process in mid-23. From 4Q23
onwards, the sales recovery will be driven by new product launches and a gradual pick-up
of consumption appetite from a low base. For the global smartphone shipment, we are
now expecting 290m (-4.0% yoy and +9.2% qoq) and 312m (+4.0% yoy and +7.7% qoq)
for 3Q23 and 4Q23 respectively. The implied full-year 2023 shipment is 1,135m units (-
5.8% yoy).

Checking in with iPhone 15 series’ lead-time. During the pre-sales period, iPhone 15
series’ wait time was stretched to a new high at an average of 28/36/9 days for the Pro/Pro
Max/Base models, which is significantly higher vs iPhone 14 series’ 19/23/7 days. Some
12 days after the official launch, the order lead time had shifted slightly to 27/39/10 days,
vs iPhone 14’s 30/38/2 days. However, note that some colours are in significantly higher
demand, eg in China the wait time for the white and natural colour of the Pro Max model is
significantly higher at 6-7 weeks, whereas the other two colours’ wait time is only 4-5
weeks. Also, the reception for the base model is a lot stronger vs iPhone 14, which is
reasonable as Apple resumed specification upgrades for iPhone 15. Overall, we believe
the initial data indicates that demand is better-than-feared, and we are now expecting a
slight 1% yoy shipment growth for iPhones to 73m units in shipment in 4Q23 despite a
high-base.

Implication of Huawei’s re-entry. Huawei is making waves in China’s smartphone
market after its Mate 60 series’ launch. The performance provided by its new SoC Kirin
9000S is better than what we expected from SMIC’s N+2 (equivalent to 7nm process
node), as the performance it provided is closer to Qualcomm’s Snapdragon 888, which is
fabricated based on 5nm process nodes. Its performance is not comparable with Apple’s
A17 Bionic chip and Qualcomm’s Snapdragon 8 gen 2, but this will not deter Chinese
consumers as their buying incentives are not driven by specs.
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As such, if the US sanctions towards China’s access to semi equipment and Huawei
remains unchanged, we expect Huawei to regain a significant amount of market share by
year-end in China. The local Android brands had been more impacted by Huawei’s share
gains — Honor was most impacted with market share in China down by 3.1ppt in 2Q23,
followed by Xiaomi (-2.5ppt yoy) and Vivo (-2.0ppt yoy). In the longer term, we believe
Huawei will be constrained in China as it lacks access to Google Services, as such Xiaomi
(with 26% shipment exposure to China as of 2Q23) will be best positioned to weather
through the impact from Huawei’s share gains compared with Oppo (70% from China),
Vivo (86% from China) and Honor (86% from China). For 2023, we expect Huawei to ship
36m smartphones (+43% yoy), implying a market share of 13.3%.

Profitability of the value chain will depend on rate of spec upgrades, but we see
near-term fluctuations. As more consumers spending habits are switching to high-end
phones, almost all brands are trying to expand into the premium smartphone market. We
expect the trend to continue to forward, however with the strong reception of Huawei’s
Mate 60 series, we understand that the Android competitors had turned more conservative
on their near term high-end smartphone shipment targets, which may impact the shipment
of high-end products and hence the recovery of profitability across the supply chain in the
near term.

ACTION

e Sunny Optical (2382 HK/BUY/Target: HK$79.50). Sunny’s share price was under severe
pressure recently due to two main reasons: a) funds outflow from both foreign investors
(due to the US’ rate hikes) and Chinese investors (likely reduced exposure prior to the
Golden Week holiday); and b) the ongoing US autoworker strike as the US is a key region
for Sunny’s vehicle business. While we believe the liquidity issue should start to improve
after China’s Golden Week holiday, we believe a prolonged US autoworker strike may act
as an ongoing overhang to the company’s share price. However, we would like to highlight
that the strike will not impact Sunny’s shipment in the near term as according to our
understanding, its US clients have yet to adjust shipment orders.

We are also generally more conservative regarding the recovery of the smartphone market
from 2024, and expect slower ASP/margins growth/expansion. We fine-tune our assumptions
and our earnings estimates are adjusted down by ~1% for 2024-25. Our target price is
adjusted to HK$79.50, still based on 31.5x 2024F PE. Maintain BUY.

Q Tech (1478 HK/HOLD/Target: HK$3.40). Similar to Sunny, we cut our Q Tech’s 2024-25
earnings estimates by 8-13% to factor in a more cautious outlook on the smartphone market’s
recovery. We also factored in the renminbi depreciation into our model, and our target price is
adjusted to HK$3.40, still based on 12x 2024F PE. Maintain HOLD.

Note that we are closely monitoring the Android market's recovery, and Q Tech’s share
gains in Huawei's supply chain. Historically, Q Tech’s financial performance is closely
correlated to Huawei's smartphone development cycle, and it should benefit greatly from
Huawei’s re-entry into the smartphone market. Nevertheless, we believe OFilm (and
potentially Luxshare) could be the biggest beneficiary in the Mate 60 product cycle.

Xiaomi (1810 HK/BUY/Target: HK$15.30). We like Xiaomi for its diversified geographic
exposure, its strong presence in the higher growth emerging markets such as Latin
America and South East Asia, the stringent cost control measures which can be a key
bottom line driver in the coming quarters, as well as the improving visibility of its EV
business. However, we are closely monitoring the potential impact from Huawei in China,
as strong performance from Huawei may erode its market share particularly in China’s
high-end smartphone market. Maintain BUY and keep target price at HK$15.30, based on
23.5x 2024F PE.

Refer to last page for important disclosures.

Thursday, 05 October 2023



UOBKayHian

SECTOR UPDATE

Shipping And Ports — China
Outlook Still Largely Cautious Despite Some Early Signs Of Stabilisation

Most recent economic indicators still indicate a cautious near-term outlook for global
trade despite some signs of stabilisation. For container shipping, freight rates have
retraced after a short-lived rebound between July and mid-August, implying earnings
pressure for container shipping plays in 2H23. For ports, overall container volume of
Chinese ports has been largely stable with low-to-mid single-digit growth ytd.
Maintain MARKET WEIGHT given the sector’s cheap valuation. Top picks: CSP and
CSH.

WHAT’S NEW
¢ Update on several economic indicators for global trade outlook and sector statistics.
ESSENTIALS

¢ Despite some signs of stabilisation, most of the recent economic indicators are still
indicating a largely cautious global trade outlook in the near term.

- For the first time in six months, China’s official manufacturing PMI recovered to above
50 to 50.2 in Sep 23 (Aug 23: 49.7), a sign of stabilising manufacturing activities.
However, the new export order sub-index, which is a more direct indicator for export
activities, remained in the contractionary territory at 47.8 in Sep 23. On a positive note,
this was an improvement over Aug 23’s 46.7 and Jul 23’s 46.3, indicating a slower rate
of contraction in export activities of China’s manufacturing enterprises. Import sub-index
stood at 47.6 in Sep 23, deteriorating slightly from Aug 23’s 48.9.

- Global manufacturing PMI, a composite index compiled by S&P Global and JP Morgan
tracking 29 major manufacturing economies, improved marginally to 49.1 in Sep 23
(Aug 23: 49.0), still implying a slow global manufacturing outlook. The new export
orders sub-index of 47.7 in Sep 23 was still in the contractionary territory, but an
improvement over Aug 23’s 47.0 and Jul 23’s 46.4, indicating a slower contraction in
global trade activities.

- Retail confidence in the EU has remained weak in recent months, with a rising number
of retailers surveyed indicating that they have sufficient inventory stocks and hence less
urgent needs to place new orders with their suppliers.

- After hitting a recent high in Jul 23, US consumer sentiment slowed down slightly in the
past two months, as concerns remain over the Fed’s hawkish stance on interest rates to
tame inflation. On the positive side, the US economy has demonstrated some
robustness, with Aug 23 job openings of 9.6m beating market expectations of 8.8m.
The inventory destocking is taking longer than expected, with Jul 23 wholesale (1.39)
and retail (1.30) inventory-to-sales ratios still on the high side compared with similar
periods of the past three years.
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EU RETAIL CONFIDENCE STILL WEAK IN SEP 23~ US WHOLESALE AND RETAIL INVENTORY-TO-
WITH RISING INVENTORY STOCK SALES LEVEL STILL ON THE HIGH SIDE IN JUL
23

EU retail confidence indicators US consumer confidence index, inventory / sales ratios
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¢ Port: China port container throughput grew 6.7% yoy in Aug 23, faster than the 2.6%
yoy growth in Jul 23. For 8M23, container throughput of Chinese ports rose 4.8% yoy. The
growth was led by ports/terminals with more domestic and RCEP exposure, including
those ports in the Bohai Rim cluster (Qingdao, Tianjin, Dalian, etc). Ports that have
relatively higher exposure to US and Europe trades saw more moderate container
throughput growth (Shanghai, Ningbo, Guangzhou, Xiamen, etc), or even yoy decline
(Shenzhen). Within our coverage, gross container throughput of COSCO SHIPPING Ports
(CSP) and China Merchants Port (CMP) grew 2.2% and 1.5% respectively on a yoy
comparable basis (ie excluding the impacts from disposals/acquisitions) in Jan-Aug 23, on
track to meeting guidance of low-single-digit container throughput growth for the full year.

Container shipping: Freight rates have retraced in the past few weeks. After a short-
lived rebound in July and early-August, container freight rates have retraced in the past 1.5
months. Both Shanghai Containerised Freight Index (SCFI), a proxy for spot container
freight rates, and China Containerised Freight Index (CCFI), a proxy reflecting both spot
and contract freight rates, have reached new lows of the year, standing at 887 and 852
respectively as of 28 Sep 23. As: a) we are already passing the traditional peak period
(Aug-Sep) for ocean freights, and b) the effective supply of container shipping capacity is
likely to outpace the global trade growth in the rest of the year (and likely 2024), we expect
container freight rates to remain under pressure in the near-to-medium term. For container
shipping plays COSCO SHIPPING Holdings (CSH) and Orient Overseas International
(OOIL), we forecast their 2H23 net profits to decline 19% and 33% hoh, respectively.

ACTION

¢ Maintain MARKET WEIGHT with CSH and CSP being our top picks. Despite the
largely cautious near-term outlook, valuations of shipping and port companies are cheap
enough, rewarding their investors with attractive dividends while awaiting a re-acceleration
of global trade.

e CSP (1199 HK/BUY/Target: HK$6.00) is our top pick for ports. We like CSP for its: a)
global market leadership (one of the global top five port/terminal operators by container
throughput), b) well-diversified investment portfolio across Asia, the Middle East and
Europe with good asset quality, c) strong backing from its parent company COSCO
SHIPPING Holdings (CSH, 1919 HK), which is China’s largest and a globally leading
container shipping company with large cargo flow. CSP currently trades at only 0.37x
2023F P/B and 7.4x/8.2x 2023F/24F PE, while offering sustainable dividend yields of over
5%.

¢ Major shareholder purchase limits share price downside. We note that CSP’s parent
company CSH has been proactively purchasing CSP shares in the open market for the
past one year. As a result, CSH’s shareholding in CSP has risen from 51% in Sep 22 to
61% in Sep 23. CSH’s purchase prices for CSP ranged between HK$4.74-6.39/share.
Given CSH’s huge cash pile and its investment/acquisition strategy focusing on network
assets (based on our channel check with CSH), we believe that CSH would continue
accumulating CSP’s shares going forward. This makes CSP an attractive investment as:
a) its share price downside being limited by major shareholder, b) it offers stable yields of
over 5%, and c) it presents decent valuation upside once the global trade outlook turns
around.

Refer to last page for important disclosures.
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CHINA PORT CONTAINER VOLUME GROWTH
PICKED UP IN AUG 23
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SHIPPING CAPACITY SUPPLY GROWTH TO
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e CSH (1919 HK/BUY/Target: HK$9.71) is our top pick for container shipping. Despite
the lacklustre earnings outlook for its core container shipping business, CSH’s valuation is
too cheap to be ignored. Adjusted for upcoming interim dividend payment of Rmb0.51 per
share, CSH currently trades at 0.52x 2023F P/B, 2.9SD below the sector’s historical mean.
Based on our earnings projections and a 50% payout ratio, CSH offers an outsized
dividend vyield of 13.5% in 2023 and a decent 5.7% yield in 2024. Its huge net cash
position of Rmb97b (by our estimate based on CSH’s effective ownership) is equivalent to
over 80% of CSH’s market cap. The huge net cash position would allow CSH to navigate
the container shipping downcycle with flexibility while eyeing M&A opportunities that can
bolster its earnings and strengthen its position in the logistics ecosystem.

Refer to last page for important disclosures. 6
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Chinasoft
(354 HK)

Trading Buy range: HK$5.40-5.60
Last price: HK$5.63

Target price: HK$5.80/HK$6.00
Protective stop: Breaks below HK$5.10
Stock Highlights:

The group in cooperation with Shenzhen Kaihong
Digital Industry Development Co. launched a new
generation of Innovative Connect series products.
These include Leize Connect all-in-one machine
(gateway type, calculation type, control type), Yiwang
Connect Companion (data mining type, waterproof
type), Suiming Connect Perception Platform, and Full-
Scene Smart Water Conservation Solution, etc.

International Limited

Technical View:

Share price formed a double bottom pattern in July and
August, and then rose to a high around HK$6.09.
Recently, it retreated to around its 10-day (light blue),
20-day (orange) and 200-day (purple) moving
averages. The 14-day RSI is higher than the midline
level of 50, indicating that momentum is moderately
strong. Although the MACD line is lower than the signal
line, both lines are in the bullish zone. Therefore, the
uptrend of the share price remains unchanged for the
time being.

Average timeframe: Around two weeks.

Luk Fook Holdings (International)
Limited (590 HK)

Trading Buy range: HK$20.10-20.60

Last price: HK$20.65

Target price: HK$21.30/HK$21.80

Protective stop: Breaks below HK$19.00

Stock Highlights:

The group expanded its North American retail network
by opening a new shop in Milpitas Ulferts Centre in the
US. The move will help expand the group's retail
footprint in North America and further enhance the
popularity of the Lukfook jewellery brand in overseas
markets. Currently, the group has more than 3,180
shops around the world.

Technical View:

Share price has been on an uptrend since July, and
was supported by a bullish trendline. It is now higher
than its 10-day (light blue), 20-day (orange) and 50-day
(red) moving averages. The above moving averages
are pointing upwards. The 14-day RSI is above 60,
indicating a strong momentum. The MACD line is
higher than the signal line, showing a double bullish
signal. If share price continues to rise, it could
challenge its 200-day moving average.

Average timeframe: Around two weeks.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian (Hong Kong) Limited (“UOBKHHK”), which is a licensed corporation providing securities
brokerage and securities advisory services in Hong Kong.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKHHK. This report is not directed to or intended for distribution to or use
by any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKHHK
may determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable
law or would subject UOBKHHK and its associates (as defined in the Securities and Futures Ordinance, Chapter 571 of Hong Kong) to
any registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKHHK to be reliable.
However, UOBKHHK makes no representation as to the accuracy or completeness of such sources or the Information and UOBKHHK
accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKHHK and its
associates may have issued other reports expressing views different from the Information and all views expressed in all reports of
UOBKHHK and its associates are subject to change without notice. UOBKHHK reserves the right to act upon or use the Information at any
time, including before its publication herein.

Except as otherwise indicated below, (1) UOBKHHK, its associates and its officers, employees and representatives may, to the extent
permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit business
from, the subject corporation(s) referred to in this report; (2) UOBKHHK, its associate and its officers, employees and representatives may
also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business from, other persons in
respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, employees and
representatives of UOBKHHK may also serve on the board of directors or in trustee positions with the subject corporation(s) referred to in
this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKHHK may otherwise have an interest
(including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report is prepared by UOBKHHK, a company authorized, as noted above, to engage in securities activities in Hong Kong.
UOBKHHK is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKHHK (whether
directly or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons
that receive this document by way of distribution from or which they regard as being from UOBKHHK by their acceptance thereof represent
and agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKHHK.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.




UOBKayHian

Thursday, 05 October 2023

Analyst Certification/Regulation AC

Each research analyst of UOBKHHK who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
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