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Market Overview Yesterday, Hong Kong stocks dropped to a three-month low, as market 
raised concern on potential deterioration between U.S. and China 
tension. The Hang Seng Index closed at 23,950pts (-504pts) with a 
turnover of HKD114.9b. HSBC (5 HK) share price slumped after Global 
Times newspaper reported that the British bank could be included in 
China’s list of “unreliable entities” for endangering national security. 
Macau gaming stocks also fell on news commenting Oct Golden Week may 
reach only c.30% pre-Covid-19 level and concern on tightening junkets' 
liquidity. Related stocks fell 3-6% on average. 

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

China Auto Dealership 
China's Aug luxury auto sales recorded 29% YoY growth (vs. Jul of 20% growth). August domestic model 
sales recorded a higher growth rate of 36%. Driven by robust retail sales in Aug, luxury inventory level 
dropped to a healthy level of 1.2 months, which provides a good buffer if OEMs pump more inventory into 
the market for the upcoming peak sales season. In addition, the discount rate continued to widen on both 
a YoY and MoM basis. The higher discount helped to boost the sales and destock the inventory. Looking 
ahead, market expected the discount rate to narrow as major luxury brands will launch refresh models in 
the coming months, which should lower the discount rate. Related stocks: Yongda Auto (3669 HK), 
Zhongsheng (881 HK).  
 
China Power  
Power demand in Aug 2020 was up 7.7% YoY to 729.4b kWh, higher than the 2.3% YoY growth in Jul. In 
8M20, power demand growth turned positive at 0.5% YoY (vs. 7M20 of 0.7% YoY decline). By industry, Aug 
power demands for primary, secondary, tertiary and residential were +12.1%, +9.9%, +7.5% and -1.2% 
YoY, respectively, stronger than that in Jul 2020. Market believed the improvement trend in power 
demand growth suggests stronger production recovery in China. 

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

Ant Group  
Ant Group is seeking to raise at least USD35b in its initial public offering after assessing early investor 
interest, people familiar with the matter said. Ant lifted its IPO target based on an increased valuation of 
c.USD250b, up from previous estimates of USD225b. Ant Group is shaping up to be the largest in the 
world, and is scheduled to open for subscriptions in Hong Kong and on Shanghai's STAR Market in early-
Oct, subject to regulatory approval. According to Nikkei Asian Review, Ant's IPO is likely to take 
subscriptions after Chinese public holidays for the mid-autumn festival between 1-8 Oct, subject to 
approvals. The company's market debut is likely in the third or fourth week of Oct. Assuming 2H20E 
earnings can sustain its 1H20 earnings level, its implied 2020E PER will be c.39x (vs. Paypal (PYPL.US) of 
47x).  
 
Mengniu Dairy (2319 HK) 
Market is positive on its share price movement in the near term. It is supported by a positive view on 
stable demand and rational marketing expense in the dairy industry in 2H20E. Its management expects 
double digit sales growth with comparable OPM up by 30-50bps in 2H20E, driven by rational marketing 
expense, solid demand growth and mix upgrade. Despite reporting better than expected results, its stock 
performance is lagging the industry, up 15% YTD, vs. the staples average of +29% YTD. Valuation-wise, the 



stock is trading at 24x and 1.4x forward PER and PEG (vs. HK-listed staples average PEG of 1.8x). 
 
Geely Auto (175 HK) 
Market believed Geely’s strategic alliances with major battery makers will help to secure a high-quality 
battery supply. Its sister company Volvo’s alliance with Waymo might also help Geely to boost its ability 
to commercialize high-level driving autonomy functions on selected EV models in 2021E. Potential 
catalysts include: (1) upcoming STAR market listing; (2) the Sept Beijing Autoshow, which may include 
the launch of Geely’s EV-dedicated platform PMA and its NEV product pipeline for 2021E; and (3) strong 
monthly sales YoY growth on product portfolio expansion and new launches. 
 
Tencent (700 HK) 
According to Bloomberg, the Committee on Foreign Investments in the US has sent letters to companies 
(including Riot and Epic) asking them about their security protocols for handling US user data. Market 
expects this to add to the geopolitical overhang on Tencent, which started with the White House’s 
Executive Order on WeChat. According to Tencent, its revenue exposure to the US is only c.2%, yet, the 
regulatory attention will badly affect investment sentiment. Market believed sentiment on Tencent can 
improve after Oct post-US elections and with the likely launch of mobile Dungeon Fighter and mobile 
League of Legends games. The key threshold to watch is whether the US would direct US companies to 
stop working with Tencent outside of the US. If that is the case, there will be downside risks. 
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