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China Heavy Duty Truck

HDT sales growth of 12% YoY in Oct reaffirms our bullish view

What’s new? According to the preliminary figures released by CVworld, China
HDT sales volume in Oct increased 12% YoY to 90k units, representing the
highest monthly growth this year. We believe the strong data point is above
market expectations and reaffirms our positive stance on HDT sector.
Improvement in infrastructure spending, resilient property construction activities,
further tightening of anti-overloading polices and the continuous elimination of
NES 11l trucks will lend strong support to the HDT demand in 4Q19E and 2020E,
in our view. We prefer Weichai Power (2338 HK, BUY, TP: HK$16.2) given
its >30% market share in the HDT engine space. We also have BUY rating on
Sinotruk (3808 HK, TP: HK$19.4).

B Key reasons for the growth acceleration in Oct: First, the elimination of
NES Il remained a key driver as local governments continued to enforce the
elimination of NES Il trucks. Second, demand for logistic trucks continued to
increase driven by transportation of coal and other commodities. Lastly, the
collapse of bridge in Wuxi due to truck overloading in Oct triggered more
demand for HDT.

B Toptwo players continued to gain market share. FAW and Dongfeng (489
HK, HOLD, covered by Jack Bai) continued to gain share with sales growth
in Oct reached 22% and 24% respectively, above the industry average. On
the other hand, CNHTC (parent company of Sinotruk) saw slight improvement
with sales remained stable (YoY) after a decline for six consecutive months.
Total HDT sales volume in 10M19 reached ~979k units (+0.3% YoY),
representing 87% of our full year estimates of 1.1mn units (Note: 10M18
accounted for 85% of the full year sales). We feel comfortable with our full
year projection.

B Policy momentum to continue. The “Action plan for air quality control in
Beijing, Tianjin and Hebei (Oct 2019-Mar 2020)" ( “FEZERF DK 2019-
2020 AL FERAT RELSEEAMTHFTE) |ssued by the Ministry of
Ecology and Environmental in Oct called for the acceleration of the elimination
of NES Il trucks. The volume subject to elimination should reach >40% of the
total elimination target by end-2019. On the other hand, local governments will
likely enforce the anti-overloading measures following the Wuxi accident that
drew widespread media coverage. We expect all these will boost the HDT
demand in the near term.

Figure 1: China HDT sales volume +12% YoY in Oct
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Related Reports

1. Weichai Power (2338 HK, BUY) —
3Q19 Profit +10% YoY in line;
Expect further demand growth in
4Q19E

2. HDT sales +7% YoY in Sep; the
highest growth since Mar — 9 Oct
2019

3. Sinotruk (Hong Kong) (3808 HK,
BUY) - Weak sales but cost
reduction on track in 1H19 — 2 Sep
2019


http://www.mee.gov.cn/xxgk2018/xxgk/xxgk03/201910/t20191016_737803.html
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Figure 2: Monthly HDT sales vs Infrastructure FAI Figure 3: China HDT sales vs Caixin PMI
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Figure 4. China HDT sales growth by type (YoY) Figure 5: China HDT sales breakdown by type
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Figure 6: CMBI HDT sales projection Figure 7: HDT sales vs construction related FAI
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Figure 8: HDT sales in China by company

2019

Jan Feb Mar Apr ED Jun Jul Au Sep Oct
Sales volume (units)
Company
FAW ¢ OE- T 32,500 20,000 36,427 30,165 29,685 22,761 18,421 15,900 21,147 23,000
Dongfeng # 13,000 13,000 31,357 24,798 22,372 21,388 16,281 16,432 18,703 20,000
CNHTC ¢ EE T 14,000 13,000 24,248 17,766 15,600 16,964 12,156 11,116 11,967 12,500
SXQC [T 7 11,000 11,500 24,253 17,247 15,749 16,998 10,434 10,471 11,378 11,700
Foton AR 6,500 5,500 11,639 8,797 7,001 7,257 5,394 5,804 6,713 7,700
JAC & i 4,200 2,800 4,425 3,461 3,452 3,417 2,246 2,034 2,382 2,500
SAIC-IVECO Hongyan iR g 6,000 2,900 5,530 6,150 5,020 5,100 4,100 4,011 3,803 4,000
Da Yun R s 2,488 1,880 3,123 2,270 2,389 3,775 2,212 2,218 2,727 2,850
CAMC Ly %3 2,134 1,779 2,210 2,078 2,068 1,080 920 1,263 1,100 1,655
Others A 6,880 5,658 5,543 6,025 4,928 4,953 3,619 4,011 3,651 4,095
Total 98,702 78,017 148,755 118,757 108,264 103,693 75,783 73,260 83,571 90,000
Change (YoY)
Company
FAW ¢E- R -5% -1% 9% 13% 26% -15% 37% 0% 17% 22%
Dongfeng Ay -22% 17% 14% 9% 3% 4% 18% 19% 21% 24%
CNHTC ¢ EE T -25% -8% 17% -11% -16% -T% -9% 7% 2% 0%
SXQC S | -24% 4% 18% -4% -T% -6% -4% 2% -4% 2%
Foton T AE -9% 0% -15% -35% -41% -34% -38% -21% -9% 1%
JAC % ik -22% -18% -22% -35% -15% 48% -30% -10% -11% 0%
SAIC-IVECO Hongyan 13% -4% -17% -11% -28% -18% -18% 11% 16% 8%
Da Yun -1% 1% 1% 2% 1% 6% 0% -21% 1% 1%
CAMC % A F 51% 33% -16% -19% 2% -18% -16% 7% 27% -19%
Others A 79% 80% 14% 27% -11% 17% 24% 60% 42% 67%
Average -10% 4% 7% -3% -5% -T% 2% 2% 8% 12%
Market share
Company
FAW ¢ OE- T 33% 26% 24% 25% 27% 22% 24% 22% 25% 26%
Dongfeng A 13% 17% 21% 21% 21% 21% 21% 22% 22% 22%
CNHTC v EER 14% 17% 16% 15% 14% 16% 16% 15% 14% 14%
SXQC S | 11% 15% 16% 15% 15% 16% 14% 14% 14% 13%
Foton M dE 7% 7% 8% 7% 6% 7% 7% 8% 8% 9%
JAC % it 4% 4% 3% 3% 3% 3% 3% 3% 3% 3%
SAIC-IVECO Hongyan R R 6% 4% 4% 5% 5% 5% 5% 5% 5% 4%
Da Yun B 3% 2% 2% 2% 2% 4% 3% 3% 3% 3%
CAMC % A F 2% 2% 1% 2% 2% 1% 1% 2% 1% 2%
Others E 7% 7% 4% 5% 5% 5% 5% 5% 4% 5%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

Note: CNHTC is the parent co of Sinotruk. Shaanxi Automobile Group is the second largest shareholder of Shaanxi Heavy-duty Motor with 49%
stake. Weichai is the largest shareholder of Shaanxi Heavy-duty Motor with 51% stake.
Source: Wind, CVworld, CMBIS

Figure 9: China highway freight transport turnover

Figure 10: China highway freight transport turnover
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Figure 11: Timetable for the implementation of National Emission Standard

Year
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Source: Ministry of Ecology and Environmental, CMBIS

Figure 12: Local government policies for the implementation of NES VI and the
elimination of NES lll trucks

NES VI implementation date NES Ill eliminination date Subsidising policy for NES Ill elimination
Beijing Jul 2019: Public transportation/sanitary To eliminate 100k units by Sep 2019 Max: RMB100k per unit

truck/Heawy-duty diesel truck (VI-b)

Jan 2020: Gas fueled LDT and other HDT (VI-b)

Guangdong (excluding Jul 2019: LDT (VI-b) To accelerate the elimination -

Guangzhou & Shenzhen)

Guangzhou Jul 2019: Trial for LDT - RMB30k per unit

Sep 2019: Official implementation (VI-b)

Shenzhen Jul 2019 To eliminate 80k units by in 2019 -

Hainan Jul 2019 Banned the sales of gasoline vehicles since RMB7k-25k per unit
Mar 2019

Tianjin Jul 2019: LDT (VI-b) End-2020 -

Shandong Jul 2019: LDT (VI-b) Jul 2019: To eliminate 34k units RMB40k per unit

Henan Jul 2019: LDT (VI-b) End-2020 -

Hebei Jul 2019: LDT (VI-b) End-2020 -

Hangzhou Jul 2019: LDT (VI-b) End-2019 Max: RMB40k per unit

Nanjing Jul 2019: LDT (VI-b) End-2020 Max: RMB40K per unit

Shaanxi July 2019: For Guanzhong region (VI-b) End-2020 Max: RMB33k per unit

Dalian - Mar 2019- Feb 2020: To ban the operation of ~ 30% of the cost of upgrade (Max: RMB10k per unit)
high polluting diesel trucks in certain districts

Shanxi Jul 2019: LDT in key districts (VI-b) End-2020 -

Chengdu Jul 2019: LDT (VI-b) - -

Anhui Jul 2019: LDT (VI-b) - -

Jiangsu Jul 2019: LDT (VI-b) - -

Zhejiang Jul 2019: LDT (VI-b) = o

Chongging Jul 2019: LDT (VI-b) - -

Shanghai Jul 2019: LDT (VI-b) - -

Yunnan Jul 2020: LDT (VI-b) End-2020: To eliminate 30k units -

Source: Local governments announcement, CVworld, CMBIS

Figure 13: China truck fleet size breakdown by NES  Figure 14: China truck fleet size breakdown by size
(2018) (2018)
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Figure 16: Weichai’s P/B band

Figure 15: Weichai’s P/E band

HKD
25
20
15
10

5

HKD

- 6L-bny
L 6L-1dy
L 6L-uer
r 810
F8l-ne
L gL-tepy
L z1-09Q
L 21-des
L z1-unp
FL1-Ged
L 91-nON
L 91-bny
L oL-Reyy
L gL-uep
r G100
FShone
L GL-1dy
r 71-08Q
L yL-des
L pp-unp
L pL-tepy
L g1-nON
L g1-bny
L eL-Rep
L gL-uep
r ¢kR0
F ek
L Z1-1dy
rbi-98a
L 11-des
L pp-unp
L pL-repy
L 0L-nON
L 01-bny
L oL-Aew
- 01-g84
+ 60RO
o

6T-bny
6T-1dy
6T-uer
8100
8T-Inc

8T-1eN
11-08Q
11-dag
L1-unp
JARCER]
9T-NON
9T-bny
9T-kepy
oT-Uer
ST-PO
STIne

ST-udy
1-00Q
y1-dag
pT-ung
YT-Ie
€T-AON
£T-hny
£T-kepy
£1-uer
210
zTine

2Tdy
11-000
T1-dag
TT-ung
TT-eW
0T-AON
0T-Bny
ot-Aep
0T-024
t 6000

Source: Bloomberg, CMBIS estimates

Source: Bloomberg, CMBIS estimates

Figure 18: Sinotruk’s P/B band

Figure 17: Sinotruk’s P/E band
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