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SECTOR UPDATE 

Aviation – China 
Airlines: Aug 23 Operation Data 
Aug 23 pax loads of the three Chinese airlines were at 92-93% of their pre-pandemic 
levels, having retraced slightly from Jul 23’s 93-95% and behind our projected 97-98%. 
Pax load factors were still 5.1-8.4ppt below pre-pandemic levels, signalling an 
overcapacity situation, although August was already a seasonally strong month. This 
may put pressure on airfare levels and pax yields. Maintain UNDERWEIGHT as we 
believe the recovery is well expected and likely priced in. Top pick: Air China. 

WHAT’S NEW 
• The three major Chinese airlines released Aug 23 operation data on 15 Sep 23. 

ESSENTIALS 
• Aug 23 data behind our projections; overall pax load still recovering, but 

momentum seemed to be moderating.  

- Overall pax loads of the three airlines were behind our projections in August. In 
absolute terms, pax loads of the three airlines still improved modestly by 1.1-3.6% 
mom. However, pax loads as a percentage of pre-pandemic levels, which effectively 
removes seasonality differences, have retraced to 92-93% from 93-95% in Jul 23 and 
were below our projected 97-98%. We believe this corresponds with some airlines’ 
managements’ observations that the summer peak travel period has tapered and ended 
earlier this year vs previous years. 

- Overall pax capacities of the three major Chinese airlines rose 0.1-3.3ppt mom to 98-
103% of their respective pre-pandemic levels. Domestic capacity supply significantly 
surpassed pre-pandemic levels at 120-131%. Supply of international and regional 
capacities improved 0.4-4.7ppt mom, standing at 52-58% of pre-pandemic levels.  

- Air China’s overall pax load factor improved 1.2ppt mom to 76.6%, thanks to pax load 
recovering faster than the growth in capacity supply during the month. China Southern 
Airlines’ (CSA) pax load factor was flat mom at 80.9%. China Eastern Airlines’ (CEA) 
pax load factor dipped 0.8ppt mom to 77.6% due to faster growth of capacity supply 
than pax load recovery.   

- Overcapacity issue still present, putting pressure on pax yields. With pax load 
factors of three airlines still 5.1-8.4ppt below their respective pre-pandemic levels (little 
improvement achieved during the seasonally strong August), the aviation sector 
remains in an overcapacity situation. This overcapacity situation is likely to put pressure 
on airfare levels and hence pax yields. 

AUG 23 PAX OPERATION DATA OF THE THREE MAJOR CHINESE AIRLINES 
--------------------- Overall --------------------- ------------------- Domestic ------------------- --------- International & Regional --------- 
Air China CSA CEA Air China CSA CEA Air China CSA CEA 

Pax capacity (m seat-km) 29,935 30,892 24,217 23,944 25,700 19,225 5,991 5,192 4,993 
  mom change +1.9% +1.1% +2.5% +1.3% +1.0% +1.3% +4.6% +1.8% +7.5% 
as % of pre-pandemic 103% 98% 102% 131% 120% 127% 55% 52% 58% 
  % recovery mom change +1.9ppt +0.1ppt +3.3ppt +0.8ppt -0.1ppt +2.4ppt +2.9ppt +0.4ppt +4.7ppt 
Pax load (m pax-km) 22,934 24,989 18,786 18,400 20,554 14,898 4,534 4,435 3,888 
  mom change +3.6% +1.1% +1.4% +2.5% +0.4% - +8.3% +4.5% +7.6% 
as % of pre-pandemic 93% 92% 93% 116% 111% 113% 51% 52% 55% 
  recovery % mom change -0.6ppt -3.2ppt -1.8ppt -2.1ppt -5.1ppt -4.5ppt +1.9ppt +0.4ppt +2.7ppt 
Pax load factors 76.6% 80.9% 77.6% 76.8% 80.0% 77.5% 75.7% 85.4% 77.9% 
  mom change +1.2ppt -0.0ppt -0.8ppt +0.9ppt -0.5ppt -1.1ppt +2.6ppt +2.2ppt +0.1ppt 
  diff. vs pre-pandemic -8.4ppt -5.1ppt -7.8ppt -9.8ppt -6.2ppt -9.1ppt -6.7ppt -0.2ppt -5.5ppt 

Source: Respective companies, UOB Kay Hian 

UNDERWEIGHT 
(Maintained) 
 
SECTOR PICKS 
   Share Target 
Company Ticker Rec Price Price 
   (HK$) (HK$) 
Air China 753 HK BUY 5.67 6.32 
China Southern Airlines 1055 HK SELL 4.00 3.68 
China Eastern Airlines 670 HK SELL 2.76 2.35 

Source: UOB Kay Hian 
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PEER COMPARISON 
 Price @ Target Upside Market --------------- PE* --------------- ------------ EV/EBIT ------------ P/B Yield Net Gearing

Company Ticker Rec 15 Sep 23 Price To TP Cap 2023F 2024F 2025F 2023F 2024F 2025F 2023F 2023-25F End-1H23
 (HK$) (HK$) (%) (US$m) (x) (x) (x) (x) (x) (x) (x) (%) (%)

Air China 753 HK BUY 5.67 6.32 11.4 11,732 33.1 12.4 11.7 14.2 9.9 9.7 1.9 0.0 361.9
CSA 1055 HK SELL 4.00 3.68 (8.0) 9,257 17.8 15.0 13.5 12.8 12.9 12.1 1.4 0.0 185.0
CEA 670 HK SELL 2.76 2.35 (14.9) 7,857 n.a. 16.2 14.8 23.9 13.2 12.6 1.7 0.0 420.8
Average 25.5 14.5 13.3 17.0 12.0 11.4 1.7 0.0 322.6
*PE estimates were adjusted for potential dilutions from new equity raisings  
Source: Bloomberg, UOB Kay Hian 
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• Expecting a turnaround in 3Q23. We expect all three airlines to make a turnaround into 
profitability in 3Q23, partly helped by favourable seasonality (July-August is the summer 
peak travel period with student holidays). For the full year, we maintain our expectations 
that Air China and CSA would end the year positively while CEA is likely to record a slight 
loss due to the higher losses incurred in 1H23. 

• Capacity and yield outlook. During their analyst briefings at end-Aug 23, CSA and CEA 
guided for their international-route capacity to reach about 80% of pre-pandemic levels by 
end-23, while Air China targeted a 70% recovery. According to managements, as the 
capacity of international routes recover further and more wide-body aircrafts get deployed 
to long-haul international routes, the current overcapacity pressure for domestic routes 
would be alleviated. We believe that this would provide some support to domestic-route 
yields (1H23: only single-digit percentage higher than 1H19 levels) while driving the 
moderation of international-route yields (1H23: 67-90% higher than 1H19 levels). 

EARNINGS REVISION 
• No change. Even though Aug 23 operation statistics of the three airlines came in behind 

our projections, we have retained our earnings forecasts for now as we remain hopeful that 
the pace of recovery may catch up again in the remaining months of 2023. 

ACTION 
• Maintain UNDERWEIGHT. While the Chinese aviation sector’s recovery is expected to 

continue in the medium term, we note that the recovery is well expected by the market and 
hence largely, if not fully, priced in. We maintain our case that earnings in the next few 
years are likely to be fully retained by the three major Chinese airlines to rebuild their 
balance sheet strengths (making up for the huge negative earnings reserves before a 
dividend can be paid) and provide for their lifted capex plans. Air China (753 
HK/BUY/Target: HK$6.32) is our preferred pick among the three major Chinese airlines for 
its national flag carrier status and relatively cheaper valuation against its steady-state profit 
potential. 

RISKS 
• Upside risks: Market sentiments stirred up by: a) positive newsflow about China tourism 

spending and air travel recovery, and b) airlines potentially making a turnaround in 
earnings in 3Q23.  

• Downside risks: a) Slower-than-expected earnings recovery due to macroeconomic 
headwinds damping demand, sharp rise of jet fuel price and/or weaker renminbi (rendering 
overseas travel more expensive), b) EPS-dilutive equity-raisings, and c) dissipation of the 
market’s excitement about the airlines’ recovery story. 

JET FUEL PRICES ROSE 40% SINCE END-JUN 23
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WEAKENED RENMINBI AGAINST US$ 
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2023-25 EARNINGS NOT ENOUGH TO MAKE UP 
FOR THE HUGE NEGATIVE EARNINGS RESERVES  
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LOFTY GEARINGS OF THE THREE AIRLINES 
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OVERALL PAX CAPACITY RECOVERY  OVERALL PAX LOAD RECOVERY OVERALL PAX LOAD FACTORS
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DOMESTIC PAX CAPACITY RECOVERY  DOMESTIC PAX LOAD RECOVERY DOMESTIC PAX LOAD FACTOR  
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INTERNATIONAL PAX CAPACITY RECOVERY  INTERNATIONAL PAX LOAD RECOVERY INTERNATIONAL PAX LOAD FACTOR  
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REGIONAL PAX CAPACITY RECOVERY  REGIONAL PAX LOAD RECOVERY REGIONAL PAX LOAD FACTOR  
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CARGO CAPACITY RECOVERY  CARGO LOAD RECOVERY CARGO LOAD FACTOR 
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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: 
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