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SECTOR UPDATE 

Aviation – Singapore 
China’s Reopening Injects New Momentum To The Sector’s Recovery In 2023 
The swift reopening of China to international travellers starting from 8 Jan 23 is 
expected to inject new momentum to the Singapore aviation sector’s recovery, lifting 
the FY23-24 earnings outlook for respective Singapore aviation plays. We maintain 
our MARKET WEIGHT rating on the Singapore aviation sector. We recommend BUY 
on SIA Engineering (New Target: S$2.70) and SATS (New Target: S$3.10), and HOLD 
on Singapore Airlines (New Target: S$5.40).  SIA Engineering is our top pick. 

WHAT’S NEW 
• Reopening of China. In a largely unexpected manner, China has had an abrupt pivot in 

its stance towards treating COVID-19 in the past month. From 8 Jan 23 onwards, inbound 
travellers to China would no longer need to serve any quarantine period. No on-arrival 
test is required as well. Travellers only need to obtain negative PCR test results within 48 
hours before travelling. Measures that limit the number and frequency of international 
passenger flights, such as the “Five One” policy, will also be scrapped.   

• Singapore among the top tourism destinations. According to Trip.com, Singapore is 
among the top 10 destinations of mainland China travellers based on search volume. 
Other top destinations include Japan, South Korea, Thailand, Malaysia, the US, the UK, 
Australia, Hong Kong and Macau. 

• No additional restriction on Chinese travellers entering Singapore. Unlike some 
other popular destinations which have announced to impose additional restrictions (pre-
departure/on-arrival tests, possible quarantines, etc) on travellers coming from China, 
Singapore has maintained relatively flexible entry requirements for all inbound travellers, 
including those from China. To enter Singapore, travellers aged 12 and below are 
exempted from COVID-19 border measures; travellers aged 13 and above are only 
required to take minimum WHO-approved vaccine dosage (eg two doses of Sinovac 
vaccine) at least two weeks before arrival in Singapore.   

STOCK IMPACT 
• Injecting new momentum to sector recovery. Before the pandemic, air travel between 

Singapore and Mainland China was the second largest contributor to Changi airport’s 
passenger volume, forming 10.9% of the total throughput in 2019 (second to Indonesia's 
12.2%). Due to the previous restrictive international travel policy of China, as of Oct 22, 
the air travel volume between Singapore and China was only at 4.6% of the pre-pandemic 
level, significantly lagging behind the air travel recovery between Singapore and other 
regions which have reached 72.6% in Oct 22. Given China’s faster-than-expected 
reopening and Singapore’s accommodative entry policies, we now expect a steeper 
recovery trajectory of the Singapore aviation sector than we have previously projected. 

• Singapore Airlines (SIA) is a key beneficiary from the recovery of flight activities 
between Singapore and China. While the supply of pax capacity is likely a limiting factor 
of the air travel volume recovery in the remaining FY23 (as it may take time for airlines to 
liaise with the Chinese authorities for approval to raise the flight frequencies and for SIA 
to train up its newly-recruited cabin crew), we expect the influx of fresh demand travelling 
from/to China should to bolster SIA’s airfare and sustain high load factors of its pre-
scheduled flights. FY24 should be the year when SIA see more meaningful recovery of air 
travel volume from/to China as flight frequencies continue to increase. To reflect these 
expectations, we have raised our FY23 and FY24 earnings forecasts for SIA by 1.3% and 
4.6% respectively while keeping FY25 forecast intact.  

• SIA Engineering. As the leading line maintenance and MRO services provider at Changi 
airport, SIA Engineering stands to benefit from increasing landing/taking-off activities and 
engineering service demand of flights connecting Singapore and China. To reflect a faster 
business volume recovery in FY24, we have raised our FY24 earnings forecast for SIA 
Engineering by 5.0% while keeping the FY23 and FY25 earnings forecasts. 

 MARKET WEIGHT 
(Maintained) 
 
SECTOR PICKS 

Company Rec 
Current 

Price 
Target Price 

New (Old) Upside 

SIA Engineering BUY S$2.40 S$2.70 (S$2.60) +12.5% 
SATS BUY S$2.83 S$3.10 (S$3.08) +9.5% 
Singapore Airlines HOLD S$5.54 S$5.40 (S$5.35) -2.5% 

Source: UOB Kay Hian 
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• SATS. As a leading inflight catering and gateway service provider in Asia, SATS is set to 
benefit from the returning of Chinese travellers, not only to Singapore but also to other 
key destinations where SATS has a presence (eg Japan, Hong Kong, Malaysia, 
Indonesia, etc). Based on our rough estimate, the total direct and indirect revenue 
exposure to China could be in the range of 15-20% before the pandemic. To reflect a 
faster business volume recovery in FY24, we have raised our FY24 earnings for SATS by 
4.0%, while keeping our FY23 and FY25 earnings forecasts. 

EARNINGS REVISION 
UPDATED EARNINGS FORECASTS FOR SIA, SIA ENGINEERING AND SATS 
Company ---- Earnings forecast (old) ---- --- Earnings forecast (new) --- -------------- Change -------------- 
(S$m) FY23F FY24F FY25F FY23F FY24F FY25F FY23F FY24F FY25F 
SIA 2,300 2,486* 803 2,330 2,600* 803 +1.3% +4.6% - 
SIA Engineering 84 131 174 84 137 174 - +5.0% - 
SATS** 16 154 266 16 160 266 - +4.0% - 
* FY24F earnings forecasts for SIA have included a significant one-off non-cash accounting gain of about S$1.11b from the merger of Vistara to 
Air India. Excluding the one-off accounting gain, our updated FY24 earnings forecast for SIA is S$1.39b. 
** Our earnings forecasts for SATS has yet to reflected the potential contribution from WFS, the acquisition of which is subject to shareholder 
approval in an EGM scheduled on 18 Jan 23. 
Source: UOB Kay Hian. 

RECOMMENDATION 
• Maintain MARKET WEIGHT on the Singapore aviation sector. We have also retained 

the respective ratings for the three individual stocks while raising their respective target 
prices slightly. 

• SIA (HOLD/Target: S$5.40). Our updated target price of S$5.40 for SIA is based on 
1.06x FY24F P/B, equivalent to 1SD above SIA’s historical mean P/B of 0.97x. We deem 
SIA’s current valuation slightly stretched (at 1.3SD above historical mean) though we 
think near-term sentiment on SIA is likely to remain buoyant. We believe consensus 
FY23F earnings forecast of S$1.67b (28% lower than our forecast of S$2.33b) is 
conservative and due for positive surprises in the upcoming 3QFY23 result release.       

• SIA Engineering (BUY/Target: S$2.70; top pick). We like SIA Engineering for its market 
leadership in line maintenance business at Changi Airport (about 80% of Changi Airport’s 
line maintenance service volume), good cash generating capability (asset-light business 
model) and benign valuation (current price implying 15.6x FY25 PE, or 12.0x if excluding 
net cash). SIA Engineering has been proactively conducting share buyback in the recent 
months. Since Jul 22, it has bought back over 1.6m shares from the open market at a 
price range of S$2.12-2.47, with the most recent purchase on 4 Jan 23 at S$2.40.  

• SATS (BUY/Target: S$3.10). While SATS’ existing business remains on the recovery 
trajectory, we expect its share price performance to stay subdued in the near term due to 
the market’s concern over its large-size acquisition of Worldwide Flight Services (WFS), a 
globally leading air cargo handler, whose business is prone to slowing air cargo volume 
amid a global recession. According to IATA, global air cargo volume is forecasted to 
decline by 4% yoy in 2023. Investors in SATS need to adopt a medium- to long-term view. 

SECTOR CATALYSTS 
• Delivery of earnings recovery. 

RISKS 
• a) Potential recession dampening air travel and air cargo demand, and b) competition 

catching up faster than expected. 

FLIGHT ACTIVITIES AND PAX VOLUME AT CHANGI 
AIRPORT RECOVERED TO 75%/69% OF THE PRE-
PANDEMIC LEVLES IN NOV 22 
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SIA’S UPBEAT LOAD FACTORS, ALREADY AT OR 
EVEN ABOVE PREPANDMIC LEVLES. 
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GLOBAL NEW EXPORT ORDERS PMI, A LEADING 
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Source: IATA, Markit 

UPDATED VALUATION 
Company -------- Target price -------- Valuation 

new old basis 

SIA S$5.40 S$5.35 P/B 
SIA Engineering S$2.70 S$2.60 DCF 
SATS S$3.10 S$3.08 DCF 

Source: UOB Kay Hian 
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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. 
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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 
(‘U.S.’) 

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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