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Market Overview Yesterday, the Hang Seng Index slammed by casinos, property developers 
weigh on market on pandemic concerns as well as HSBC (5 HK) worse-
than-expected interim results. The Hang Seng Index was down 137pts to 
24,458 with a turnover of HKD130.4b. In the near term, investors are 
confronted by several risk factors, including the rising cases of Covid-19 
across the world, with cities in the UK, Australia and the Philippines 
facing the spectre of tighter lockdowns to curb the infections; the U.S.-
China tensions and corporate results announcement. Today, HK Electric-
SS (2638 HK), flat glass (6865 HK), L&M Paper (2314 HK), Lifestyle (1212 
HK) will release their results. 

Sector News 
------------------------------------------------------------------------------------------------------------ 

China Paper  
ND Paper (2689 HK) announced it will again hike its containerboard (linerboard and corrugated medium) 
price by RMB50-100/t from 3 Aug. This marks the second instance of ASP hike since the recent retreat. 
This price hike will apply to Jiangsu base only, but this is likely to expand to other bases shortly given 
good demand recovery. The total price hike since May 2020 has been RMB850 – 1,100 / t, implying 20-30% 
ASP increase over the period. With the peak season and Double 11 approaching, it is believed that the 
price upcycle can sustain till Oct. Related stocks: ND Paper (2689 HK), L&M Paper (2314 HK). 
 
China Infrastructure  
Domestic infrastructure activities have catching up since with the resumption rate among construction 
projects reviving close to pre-outbreak levels. Both CRCC (1186 HK) and CRG (390 HK) have confirmed 
that YTD revenue growth turned positive in May and net profits recorded sequential improvement. Market 
expects both companies to deliver strong 2Q20 results and see positive growth in 1H20 from both revenue 
and net profit. CCCC (1800 HK) may see persistent pressures from toll-fee waiver in 2Q20. Market expects 
CCCC to deliver flat revenue in 1H20 but its net profit might see a decline given its worse-than-peers’ 
1Q20 earnings delivery (-40% YoY). 

Company News 
------------------------------------------------------------------------------------------------------------ 

HSBC (5 HK) 
HSBC’s 1H20 results missed consensus estimates. Its 1H20 profit before tax was down 65% YoY to USD4.3b 
from higher expected credit losses and other credit impairment charges and lower revenue. Its 1H20 
reported revenue was down 9% to USD26.7b, reflecting the impact of interest rate reductions, as well as 
adverse market impacts in life insurance manufacturing and adverse valuation adjustments in Global 
Banking and Markets. Its 1H20 NIM was 1.43%, down 18bps from 1H19. Looking ahead, HSBC continues to 
face a wide range of potential economic outcomes for 2H20 and into 2021. Besides, lower global interest 
rates and reduced customer activity have put increasing pressure on its revenue. Its share price fell to 52-
week lowest level after its results announcement. 
 
Hang Seng Bank (11 HK) 
Its share price slumped to its 52-week lowest level after the company announced its interim results. For 
1H20 results, its operating profit, profit before tax and net profit were down 28%, 33% and 33% to 
HKD11.1, HKD10.6b and HKD9.1b, respectively. The company declared second interim dividend of 
HKD0.80 per share; total dividends of HK$1.90 per share for 1H20 (vs. 1H19 of HKD2.80 per share). The 
company explains the fall in revenue was caused by (1) a contraction in net interest income and net 



interest margin in the low interest rate environment; (2) a drop in insurance business income, reflecting 
significantly lower investment returns due to market volatility and a decline in new business sales; (3) an 
increase in expected credit losses; and (4) a net deficit on property revaluation compared with a net 
surplus last year.  
 
Shenhua Energy (1088 HK) 
Shenhua released its 1H20 preliminary net profit of RMB20.4b (-16% YoY). This implied 2Q20 earnings of 
RMB10.4b (-8.4% YoY). According to the company, the YoY decrease was mainly due to (1) the effect of 
COVID-19 on the demand side, which resulted in sales decline of coal, power, and coal chemical products 
as well as the railway transportation turnover; (2) decrease in average sales price of coal and coal 
chemical products; and (3) a higher base in 2019 due to earnings increase from the newly established JV 
and RMB1.1b one-off investment gain. Valuation-wise, the stock is trading at 0.6x and 6.3x forward P/B 
and PER, respectively with 10% dividend yield.  
 
SMIC (981 HK) 
SMIC has announced plans to set up a new JV to build a new 12” fab in Beijing focusing on mature nodes 
(28nm and above) with planned capacity of 100k wpm (c.47% of SMIC’s total capacity in 1Q20). SMIC’s 40-
65nm capacity has been running at >90% utilization since 2Q19, thanks to strong demand from domestic 
customers such as Will Semi, NOR flash, as well as local design houses in WiFi/Bluetooth IC and smart 
device SoCs. Market views this as positive as they estimate that SMIC’s 40-65nm will be its major profit 
contributor, with c.46% revenue contribution and 51% gross profit contribution in 2020E. 
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