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REGIONAL MARKETS UPDATE

GREATER CHINA

China: Offshore (H) 5.0 Stars — Very Attractive, Onshore (A) 3.5 Stars — Attractive
·
·
·
·
·
·

·

GDP in 2Q 16 increased by 6.7% y-o-y, same rate as 1Q 16
Caixin China Manufacturing PMI rebounded to 50.6 in Jul 16, up from 48.6 in Jun 16
Manufacturing PMI fell slightly to 49.9 in Jul 16, as compared to 50.0 in Jun 16
Exports decreased by -4.4% y-o-y in Jul 16, as compared to a -4.8% y-o-y decline in Jun 16
Industrial production slowed to a 6.0% y-o-y increase in Jul 16, down from 6.2% y-o-y in Jun 16
New loans fell to CNY 463.6 billion in Jul 16, down from CNY 1,380.0 billion in Jun 16
CPI dropped slightly to 1.8% y-o-y in Jul 16, as compared to 1.9% y-o-y in Jun 16

Taiwan: 4.0 Stars — Very Attractive
·
·
·
·
·
·

·

GDP in 2Q 16 rebounded to 0.7% y-o-y, as compared to a -0.29% y-o-y decrease in 1Q 16
CPI rose to 1.23% y-o-y in Jul 16, as compared to a 0.91% y-o-y increase in Jun 16
Exports increased by 1.2% y-o-y in Jul 16, up from a -2.1% y-o-y decline in Jun 16
Export orders decreased by -3.4% y-o-y in Jul 16, down from a -2.4% y-o-y fall in Jun 16
Industrial production decreased by -0.31% y-o-y in Jul 16, reversing from a 1.14% y-o-y increase in Jun 16
Nikkei Taiwan Manufacturing PMI in Jul 16 was at 51.0, up from a reading of 50.5 in Jun 16
Unemployment rate (seasonally-adjusted) remained at 3.96% in Jul 16

Hong Kong: 5.0 Stars—Very Attractive
·
·
·
·
·

·

GDP in 2Q 16 grew by 1.7% y-o-y, up from a 0.8% y-o-y increase in 1Q 16
CPI stood at 2.3% y-o-y in Jul 16, down slightly from 2.4% y-o-y in Jun 16
Retail sales fell by -7.7% y-o-y in Jul 16, as compared to a -8.9% y-o-y decline in Jun 16
Seasonal-adjusted unemployment rate remained at 3.4% in Jul 16
Exports slumped by -5.1% y-o-y in Jul 16, as compared to a -1.0% y-o-y decrease in Jun 16
Centa-City Leading Index, which tracks secondary residential property prices, increased 2.04% m-o-m to 133.13 as of 30 Aug 2016

MARKET OUTLOOK
Despite the good run enjoyed by Greater China stocks in August, economic data released in August were mixed as the outlook for Taiwan and Hong
Kong turned gloomy. In Taiwan, the export-reliant economy saw signs of rebounding but a slump in export orders signalled a bleak outlook. Exports improved
slightly in July to a -1.2% year-on-year decline, slowing from the -2.1% year-on-year drop in June. In contrast, export orders slowed surprisingly to a -3.4% year-onyear decline. Despite the slated release of the iPhone 7 being as early as September, the market in general does not feel enthusiastic about its sales due to its
similarity in design with the 6S model. Brisk sales of the Galaxy S7 and S7 Edge, produced by Apple’s biggest rival Samsung, earlier this year has also lowered the
hype for the upcoming iPhone 7. As a result, the earnings forecasts of Taiwanese component and semiconductor makers in the TWSE Index for 2016 have been
downgraded from +6.06% at the beginning of this year to a -4.31% year-on-year earnings decline as of 29 August 2016. Furthermore, competition between
electronics manufacturing giants have intensified. Companies such as Hoi Han Precision Industry are facing declining operation margins while fighting a price war
with Pegatron and Wistron. Going forward, we expect the earnings of the technology-reliant TWSE Index to face more downgrades through the next few quarters
due to the expectation of modest sales in iPhone 7 as competition between electronics manufacturers heats up.
The Shenzhen-Hong Kong Stock Connect scheme is finally confirmed by a joint announcement made by officials in mid-August. Hong Kong Exchanges
and Clearing Limited (“HKEX”) expects it would take approximately four months to complete the preparations for its launch. Not only is it a surprise that there is no
aggregate quota under this scheme, the aggregate quota under the Shanghai-Hong Kong Stock Connect has also been abolished surprisingly. Moreover, some of
the small to mid-cap stocks listed in the SZSE Small/Mid Cap Innovation Index and the HS Comp SmallCap Index are also included in the northbound and
southbound connect, a key feature for both mainland and Hong Kong investors.
While the confirmation of the Shenzhen-Hong Kong Stock Connect scheme has brought the Hang Seng Index to a seven-month high, along with a
surge in trading volumes, the forecasted earnings of the Hang Seng Index fell as major blue chips companies in Hong Kong reported a disappointing 1H 2016 result.
2016 earnings estimates for the Hang Seng Index suffered a heavy downgrade from an initial forecasted earnings growth of 2.94% at the beginning of this year to
an expected -10.6% earnings decline for 2016 (as of 29 August 2016), along with the downward revision of 2017 estimated earnings to just a 0.78% year-on-year
growth. Despite beating market consensus, the financial sector is registering a -4.11% earnings contraction in 1H 2016 (data as of 30 August 2016), with major
Hong Kong banks registering double-digit earnings losses. The consumer discretionary sector also saw broad-based earnings downgrades as Sands China, Li &
Fung Ltd and Belle Internationals Holdings delivered disappointing earnings results. In contrast, the information technology sector is the only sector in the Hang
Seng Index expected to deliver high double-digit earnings growth. Although sentiment has improved, we expect earnings for HSI blue chip companies to remain
sluggish for the second half of 2016, dragged mainly by the financials sector pushing up the overall valuations of the HSI Index.
As of 30 August 2016, the CSI 300 Index is currently trading at estimated PE ratios of 13.79X and 12.23X based on estimated earnings in 2016 and
2017 respectively, a discount to its fair value of 15.0X, while the HSML100 Index is trading at 10.42X and 9.24X (based on estimated earnings in 2016 and 2017
respectively) as compared to our fair PE of 13.0X as of 29 August 2016. We continue to favour H-shares relative to the onshore market. Therefore, we maintain our
5.0 Stars “Very Attractive” rating for the offshore Chinese equity market. Taiwan is trading at estimated PE ratios of 14.71X and 13.34X based on 2016 and
2017 earnings estimates respectively, below our fair PE ratio of 15.0X. We maintain a 4.0 Stars “Very Attractive” rating for Taiwan. Lastly, the Hong Kong equity
market is currently trading at 12.69X and 11.51X based on 2016’s and 2017 are estimated earnings. Therefore, we maintain our 5.0 Stars “Very Attractive” rating
for Hong Kong.
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