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SECTOR UPDATE 

Industrial Automation – China 
Component Names May Outperform Heading Into Results Period 
Most leading automation names in China have resumed positive growth from a low base 
in May-Jun 23 after a brief correction in April. Component players are generally 
performing better than the market’s previous expectations, while robots may disappoint 
due to EV clients asking for shipment delays. Heading into the results period, we now 
prefer Inovance for its resilient earnings growth, while Estun may take a back seat as the 
market monitors its shipment delivery. Maintain OVERWEIGHT. 

WHAT’S NEW 
• After a hiccup in April, automation demand is recovering, albeit at a slower pace. 

China’s industrial automation sector was under pressure through May, as demand growth 
in April turned out worse than expected (negative yoy growth) amid price cuts and sluggish 
demand, while the subsequent recovery was relatively slow, as indicated by the sluggish 
official manufacturing PMI numbers in May-Jun 23. However, domestic names continued 
to outperform compared to that of foreign competitors, as domestic names face lower ASP 
and destocking thanks to better inventory management. New orders grew 10-20% yoy on 
average but were flattish mom in June, with Inovance outperforming its peers at 30-40% 
yoy growth. Nevertheless, note that the yoy growth is likely due to a low base effect, as 
China was still impacted by COVID-19 lockdowns in Jun 22. 

• By industry, solar, robots and end-user markets still outperforming the rest. Air 
conditioning applications and semiconductors registered positive growth, while pneumatic 
equipment, lathes and textiles remained sluggish. Capex for EVs and Li-ion batteries 
continued to slow. 

• Japan machine tool export orders on the downtrend. Japan’s machine tools orders 
remained sluggish in June, according to Japan Machine Tools Builders Association, with 
export numbers down 16.7% yoy and 2.0% mom to ¥80b, and the declines likely driven by 
both the US, China and Europe.  

• Backed by China, Yaskawa (6506 JP/Not rated) reported strong orders growth in 
June quarter. Important takeaways from our call include: a) Yaskawa’s June quarter 
operating profit was below expectations, as there were shipment delays for industrial 
robots of EV clients; b) orders growth (entirely driven by China) was above market 
expectations at ¥137b (consensus: ¥134b), with Yaskawa’s servo motor orders surging 
36% yoy in China during the quarter, driven by energy storage (ESS) and solar and solar;
and c) management remains positive on China for both servo motors (solar and ESS) and 
robots (EVs). 

The implications of Yaskawa’s results include: a) a negative read on the industrial robot 
makers (such as Estun), as the shipment delays should be an industry-wide issue for the 
June quarter; b) the strong growth in servo motors is likely due to a very low base 
(Japanese automation players was most severely impacted by COVID-19 lockdowns in 
2Q22), but nevertheless sheds a positive light on the upstream component players. 

OVERWEIGHT 
(Maintained) 
 
SECTOR PICKS 
   Share Target 
Company Ticker Rec Price Price 
   (Rmb) (Rmb) 
Inovance 300124 CH BUY 68.08 82.00 

Source: UOB Kay Hian 
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PEER COMPARISON 
     Upside/  Net
   Price @ Target (Downside) Market ---------- PE ---------- ----------P/B --------- Gearing
Company Ticker Rec 12 July 23 Price to TP Cap 2023F 2024F 2023F 2024F ROE (Cash)
   (Rmb) (Rmb) (%) (Rmbm) (x) (x) (x) (x) (%) (%)
Inovance 300124 CH BUY 68.08 82.00 20.4 180,140 36.7 31.1 7.4 6.2 19.1 (23.3)
Estun 002747 CH BUY 25.00 31.50 26.0 21,665 68.9 52.6 6.7 6.1 8.8 82.3
Shuanghuan Driveline 002472 CH HOLD 32.22 33.00 2.4 27,400 26.3 20.1 2.5 2.3 10.1 4.7
Han’s Laser 002008 CH HOLD 25.77 29.00 12.5 27,103 18.9 14.8 2.0 1.8 8.6 (32.0)

Source: Bloomberg, UOB Kay Hian 
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• Inovance is expanding into linear guide equipment through the acquisition of Korea 
SBC. In end-Jun 23, Inovance announced that the company has completed the acquisition 
of SBC, a Korean linear motion solutions provider. SBC’s products include ball guides, 
roller guides, robot carrier guides and ball screws for linear motion equipment. Linear 
guide components are primarily used in precision machinery such as computer numerical 
control (CNC) lathes (which is one of Inovance’s development focus), and has a market 
size of ~US$22-23b globally (US$5-6b in China). The market primarily consists of 
Japanese (NSK, THK), European (INA), and Taiwanese (Hiwin, PMI) players, with very 
few participants from the domestic names especially in the high-end market, hence it is an 
area with large import substitution potential. 

• SHD announced its first overseas product plant in Hungary. Shuanghuan Driveline 
(SHD) announced in early-Jul 23 that it will invest around €120m in Hungary to build a 
manufacturing base for the production of EV gears (gearbox and components). This will be 
a long-term project, and while contribution may begin from 2025, SHD is targeting to 
achieve a more meaningful production scale by 2026 so that the planning, construction 
and ramp-up will span >3 years. Also, phase one of the production line will likely only 
cover the later parts of the production process such as assembly, testing and fine-tuning. 
While the absolute contribution remains small in the near term, we understand that SHD’s 
European clients had been requesting SHD to build a production line with closer proximity 
to their Europe supply chain before placing more orders, such that the establishment of an 
overseas production base will be crucial in further order wins in the overseas market for 
SHD. 

• Export orders for Japan Machine tools remain on the downtrend. Japan Machine 
tools orders reported by Japan Machine Tools Builders Association remained sluggish in 
June, with export numbers down 16.7% yoy and 2.0% mom to JPY80b, with the declines 
likely driven by both the US, China and Europe.  Nevertheless, while the detailed 
breakdown of June’s data is not yet released, we believe the yoy decline in new orders 
growth from China has bottomed in May, and its growth should start to pick up as the 
government launch more stimulus towards property and infrastructure spending. 

ACTION 
• Maintain OVERWEIGHT. While the recovery remains slow, the strong data point in May-

June’s channel check shows that the industry condition is not as tough as expected. We
believe the industry is steadily recovering going forward and we still expect robots to 
outperform components in terms of growth this year. However, market’s focus has now 
shifted to 2Q23 results, of which the component players may outperform robot names due 
to delays in deliveries during the quarter. As such, our pick order for the coming 1-2 
months is Inovance > Estun. 

• Inovance (300124 CH/BUY/Target: Rmb82.00). We believe Inovance will outperform its 
peers leading up to the 2Q23 results, as the company should be one of the best 
performers with a +10-20% yoy earnings growth (vs flattish in 1Q23). Coupling with 
stablilising orders growth in May-June, solid 2Q23 results should address investor 
concerns on slowing growth amid the global industrial automation downcycle. Currently, 
Inovance is our top pick, and our target price of Rmb82.00 is based on 45.5x 2023 PE, 
0.5SD above historical forward mean. 

• Estun (002747 CH/BUY/Target: Rmb31.50). While Estun remains our top pick for 2H23 
among the China industrial automation sector, we see short term pressure to its share 
price as its 2Q23 results may disappoint given the delayed shipment in EV and Li-ion 
battery sectors. Nevertheless, we believe the orders are not cancelled and merely delayed 
and pushed back to later quarters, such that we keep our estimates and target price of 
Rmb31.50 unchanged. 

• Shuanghuan Driveline (002472 CH/HOLD/Target: Rmb33.00). Under our coverage, 
SHD was the best performer in June, as investors are excited about its potential entry into 
Tesla Bot’s supply chain. However, while we like SHD for its resilient growth and 
technological edge, we believe the contribution from humanoid robots will remain minimal 
in the coming three years, as: a) humanoid robots are still too expensive to be 
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economically viable, and b) the technology is still at an extremely preliminary stage on both 
the hardware and software front, with the development roadmap still in its infancy and the 
final designs still subject to change.  

As such, we now recommend capitalising on the robust rally and await a better entry point 
as its current price is already fairly valued at 35x 2023F PE (1x PEG, on a par with 
historical average). We change our rating from BUY to HOLD for now and our target price 
remains unchanged at Rmb33.00. 

• Han’s Laser (002008 CH/HOLD/Target: Rmb29.00). Given the sluggish recovery in 
China’s economy and spending in consumer electronics, we trim our sales assumption on 
Han’s Laser’s revenue for PCB and low power laser equipment. Our net profit ends up 3% 
lower, and we adjust our target price down to Rmb29.00 accordingly. Maintain HOLD. 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
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 UOBKH. 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 UOBKH 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 UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) 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 UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons 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) UOBKH, its connected persons 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 UOBKH 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) UOBKH 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 was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH 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 UOBKH (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 UOBKH 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 UOBKH. 
 
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. 
 
 
 

4



 

  
23 Refer to last page for important disclosures. 

R e g i o n a l  M o r n i n g  N o t e s  Thursday ,  13  Ju l y  2023

Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
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This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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