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Hong Kong Retall

Stabilized in Nov 2019 and likely to bottom MARKET PERFORM
(Maintain)

We have turned more positive on HK retail sector. Decent risk reward has Hong Kong Retail Sector

raised as we expect 2020 outlook to turn better, supported by 1) better tourist

flow, 2) lower chance for RMB depreciation, potential rental costs easing and 3) Walter Woo
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walterwoo@cmbi.com.hk

attractive valuation.

B HK retail sales down 2_4% YoY in Nov 2019, similar to Oc_t 2019._ HK retail Lifestyle (1212 HK) share price
sales fell by 23.6% YoY in Nov 2019, one of the largest drop in HK history, but (k)
did improve mildly from -24.4% YoY in Oct 2019, in-line with BBG est. of - 150 Stk ——HS
24.6% but slightly worse than CMBI’s est. of -21.0%. We believe the decline
was a result of: 1) deterioration of tourists flow and 2) suppressed HK local
demand due to recent social unrest.
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B Demand from both tourists and locals remained weak. Visitors to HK °

d

continued to tank by 56% in Nov 2019, implying no recovery from 44%/ 34% 70 ooto  amoto 72019 101019
YoY decline in Oct/ Sep. By tourists and locals, the negative trend continued _
with sales decline of 36% and 18% in Nov 2019 (vs 36% and 19% in Oct). In Source: Bloomberg
terms of category, jewelry, department stores, medicine & cosmetics and :

. . . . SaSa (178 HK) sh
clothing & footwear are still among the worst, with sales decline by 44%, 33%, (:l) al ) share price
33% and 32%. All were worsened (except clothing) vs last month. On the other 35 T Stock ——HSI

hand, category like F&B, auto & parts and supermarket, are the only few with
improvement to -11%, -12% and 3% (vs -12%, -19% and +1% in Oct).
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25
B Retail sales growth may stabilize and turnaround in 2020E. We now

expect HK retail sales to at least stabilize with 22%/ 18% YoY decline in Dec *

%

2019/ Jan 2020 (vs 24% drop in Nov 2019), thanks to slightly better tourists L ote amots  7mots 10/010
flow during Christmas (-53% YoY) and New year (-29% YaoY), plus the earlier
CNY timing in 2020. We also expect low chance of further RMB depreciation Source: Bloomberg

in 2020 (RMBHKD is at 1.11 in Dec 2019), since it is close to the lowest level

in last 9 years and a potential trade deal may be signed between US and CDC (341 HK) share price

(HK$)

China soon. Furthermore we now expect retail sales to drop less in 2Q20E 280 T Stock ——HSI
and turn positive in Aug 2020E, mainly due to low base, and forecast retalil 26,0
sales to drop by 10.1% in 2020E (vs -11.3% in 2019E), by monthly seasonality. 20
B Rental costs may drop further in 2020E. According to HK Rating and 220
Valuation Department, private retail rents started to fall since Jul 2019 and by 200
6% on average in Oct 2019. We think street level rental fees could retreat 180 ote amots  7mo1o 10010

more and retailers can save more by closing or relocating stores in FY20E.
B Actionable ideas: Lifestyle (1212 HK), CDC (341 HK), L.T (999 HK) and

Source: Bloomberg

SaSa (178 HK). In terms of valuation, we find lifestyle (1212 HK), CDC (341 1.T (999 HK) share price
HK) and I.T (999 HK) undemanding, as these are all trading at 1.s.d below o — Stock  — Hisi
historical P/E mean. According to CMBI est. and Bloomberg, I.T (999 HK) 45

Lifestyle (1212 HK) CSS (116 HK), CTF (1929 HK), CDC (341 HK), SaSa (178 40

HK) now have 8%, 7%, 6%, 5%, 5% and 4% forward 2 years dividend yield. >

In terms of ability to maintain a fixed amount of dividend (even with short-term 25

NP volatility), we would prefer SaSa (178 HK), I.T. (999 HK) and CDC (341 20

HK). In terms of rental costs savings, we do like SaSa (178 HK) and luxury T

retailers such as Oriental Watches (398 HK) due to their plan to adjust rental
costs by closing down or relocating stores in tourists area. We expect rental
income pressure for landlords like Wharf REIC (1997 HK), and hence may
drag future earnings growth.

Source: Bloomberg

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Focus Charts

Figure 1: Hong Kong retail sales overview

% of 2018
Growth (yoy%) total 2018 1Q19 2Q19 3Q19 [ Sep-19 Oct-19 Nov-19
HK retail sales 100.0% 8.8% -1.1% -42%  -17.5% | -18.2% -24.4% -23.6%
Tourists from Mainland China 14.8% 19.7% 12.9%  -27.7% | -35.0% -45.9% -58.4%
Tourists from Other Places 0.6% 6.5% 4.5% -19.1% | -31.2% -35.6% -47.3%
Total tourist 114% | 16.8%  10.9% -26.0% | -34.2% -43.7% -55.9%
Sales by types of consumers*
Locals 68.2% 7.7% -0.2% -22%  -11.7% | -13.5% -19.0% -18.4%
Tourists# 31.8% 11.2% -3.0% -85%  -29.6% | -29.0% -35.9% -36.2%
Sales by category
F&B 9% 4.7% 0.3% 0.9% -6.5% | -144% -11.8% -11.0%
Freshs & others 8% 5.4% 1.2% 1.8% -4.9% | -14.2% -10.9% -9.6%
Alcoholic & tobacco 1% 0.4% -5.4% -5.2%  -17.7% | -16.2% -19.5% -21.4%
Supermarkets 11% 1.2% 2.0% 0.6% 0.1% -2.6% 0.5% 2.6%
Fuel 2% 8.6% 1.2% -0.2% 1.8% 5.2% 4.4% 11.2%
Clothing & footwear 13% 6.7% -2.4% -45%  -22.6% | -245% -37.3% -31.8%
Durables 15% 7.0% -10.9% -10.6% -10.3% | -4.1% -16.7% -16.7%
Auto & parts 3% 7.6% 2.5% -5.6%  -11.7% | -145% -19.0% -11.9%
Electronics 6% 17.2% -18.2% -14.7% -10.3% | -0.5% -16.9% -18.6%
Furnitures 2% 4.6% 3.7% -0.2% 17% | -6.3% -88% -12.2%
Other durables 4% -5.0% | -182% -14.7% -103% | -05% -16.9% -18.6%
Department stores 11% 9.5% 4.6% -28%  -22.3% | -26.3% -31.0% -32.9%
Jewelery & watches 18% 13.7% -2.5%  -10.4% -37.3% | -40.2% -43.0% -43.5%
Others goods 22% 13.0% 3.0% -0.6%  -16.9% | -18.1% -27.0% -26.4%
Medicines & cosmetics 10% 14.4% 2.1% -3.3% -22.3% | -21.6% -33.2% -33.4%
Others 11% 11.8% 3.7% 1.8% -11.8% [ -14.8% -21.4% -19.9%

Source: Census and Statistic Department, CMBIS estimates

Figure 2: Peers Valuation

Price Mkt cap Year PER (x) PBR (x) Yield (%) Net gearing YTD perf.
HK$ HK$ mn End FY1 FY2 ] FY2 5yrsavg. FY2 FYO

HK retail

Chow Tai Fook Jewellery Grou 1929 HK 7.68 76,800 Mar-19( 18.4 16.8 14.6 19.1 29 25 23 22 5.2 33.2 31
Luk Fook Holdings Intl Ltd 590 HK 22.75 13,357 Mar-19( 10.1 12.0 10.1 111 13 1.2 11 15 4.8 21 13
Chow Sang Sang Hidg 116 HK 10.20 6,910 Dec-18| 6.8 7.0 6.6 11.2 0.6 0.6 0.6 11 5.9 5.9 5.3
Emperor Watch & Jewellery 887 HK 0.16 1,058 Dec-18 4.7 n/a n/a n/a 0.2 n/a n/a 0.5 n/a 11.9 (0.6)
Oriental Watch Holdings 398 HK 2.06 1,175 Mar-19| 8.7 n/a n/a n/a 0.6 n/a n/a 0.4 n/a (46.1) (0.5)
Lifestyle Intl Hidgs Ltd 1212 HK 8.88 13,337 Dec-18| 6.4 7.7 8.1 10.4 3.6 3.9 3.6 4.6 7.2 388.1 0.7)
Sa Sa International Hidgs 178 HK 1.75 5,431 Mar-19( 23.4 194.4 24.0 18.9 2.2 2.3 2.2 4.0 4.1 (45.9) (0.6)
International Housewares Ret 1373 HK 1.90 1,372 Apr-19| 115 10.0 9.0 139 1.9 n/a n/a 18 n/a (43.8) 33
Convenience Retail Asia Ltd 831 HK 3.40 2,593 Dec-18( 13.1 n/a n/a 19.7 4.0 n/a n/a 3.9 n/a (73.5) (2.9)
1T Ltd 999 HK 2.00 2,392 Feb-19| 9.3 6.9 5.6 10.5 0.8 0.6 0.6 11 7.7 (16.8) 7.0
Giordano International Ltd 709 HK 2.39 3,773 Dec-18[ 9.7 13.3 11.7 13.4 14 14 14 2.1 9.2 (33.8) 17
Hongkong & Shanghai Hotels 45 HK 8.39 13,713 Dec-18| 15.8 275 25.8 15.7 0.4 n/a n/a 0.4 1.8 15.0 0.5
Shangri-La Asia Ltd 69 HK 8.17 29,294 Dec-18| 24.2 18.4 18.1 32.6 0.6 0.6 0.6 0.8 3.0 62.1 0.4
Cafe De Coral Holdings Ltd 341 HK 18.68 10,941 Mar-19( 21.6 225 19.7 251 3.8 3.2 3.2 3.8 4.7 (25.1) 1.2
Tai Hing Group Holdings Ltd 6811 HK 161 1,610 Dec-18| n/a 10.3 7.8 n/a n/a 14 13 n/a 51 80.4 (1.8)
Fairwood Holdings Ltd 52 HK 19.96 2,585 Mar-19( 18.8 117 16.9 18.3 35 33 3.2 4.9 4.8 (66.8) 0.4
Wharf Real Estate Investment 1997 HK 46.65 141,640 Dec-18| 9.5 14.0 13.8 n/a 0.6 0.6 0.6 n/a 4.7 17.6 (1.9)
Link Reit 823 HK 81.75 170,541 Mar-19[ 9.7 28.3 26.4 6.0 0.9 0.9 0.9 0.9 3.8 11.4 (0.9)
Average 13.0 26.7 14.6 16.1 17 17 17 21 5.1 15.3 0.8
Median 10.1 133 13.8 14.8 13 14 13 1.6 4.8 4.0 0.4

Source: Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Figure 3: HK retail sales and growth

Figure 4: CMBI HK retail sales growth forecasts
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Source: HK Census and Statistics Department, CMBIS estimates

Figure 5: HK retail sales growth by locals/ tourists

Source: HK Census and Statistics Department, CMBIS estimates

Figure 6: HK retail sales and tourists growth

30%

]
35%
15% |
l v, 15% W
0 Py ’p— W ‘ _LiRaad™ %—
0% 11 \'\V’"I -5% Wr’ ;f\-\ﬁqu"h
-15% -25% N
-30% -45%
-45% -65%
< S T 0D N O © ©O N~ N0 oo oo o < ST S 00N O © O NN OW OO OO
AL U P T T T ALY A T T U A o P LU U,
cC € 2592935 9 285 2¢<¢ € 2 S £ 252935 Q 28 5 2 c 2
S322323886233538 £32233525°5886233532
Local spendings Tourist spendings e HK retail sales Mainland visitors
Source: HK Census and Statistics Department, CMBIS estimates Source: HK Census and Statistics Department, CMBIS estimates
Figure 7: HK retail sales and CNYHKD growth Figure 8: HK retail sales and avg. rental growth
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Source:

HK Census and Statistics Department, HK Rating and

Valuation Department, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 9: Peers comparison — FY2 yield Figure 10: Peers comparison — Net Cash (Debt)/ NP
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Source: Bloomberg, CMBIS estimates Source: Bloomberg, CMBIS estimates

Figure 11: Lifestyle (1212 HK) P/E Figure 12: SaSa (178 HK) P/E
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Figure 13: Chow Tai Fook (1929 HK) P/E Figure 14: Cafe De Coral (341 HK) P/E
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Figure 15: HK&SH Hotel (45 HK) P/E Figure 16: I.T (999 HK) P/E
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Figure 17: Monthly forecast for HK retail sales, based on 4Q19E numbers and monthly seasonality
Retail sales Jan Feb Mar Apr Mal Jun Jul Aug Sep Oct Nov Dec Full Year
2020E 39,230 30,506 30,990 31,279 31,558 30,006 31,340 30,930 29,484 31,247 31,882 38,301 386,752
2019E 48,084 40,667 39,728 37,731 39,974 35206 34,428 29,396 29,912 30,059 29,970 35,065 430,220
2018 44929 45,199 39,751 39,540 40,513 37,770 38,849 38,169 36,569 39,771 39,248 44,914 485,222
2017 43,112 34,820 35,691 35,206 35898 33,723 36,035 34,849 35708 37,525 38,718 44,840 446,125
2016 43,538 36,963 34,650 35,156 35,759 33,673 34,645 33,947 33,758 36,117 36,000 42,391 436,597
2015 46,598 46,546 38,424 37,977 39,013 36,974 37,556 37,918 35200 37,186 38,073 43,658 475,123
2014 54,530 40,551 39,568 38,839 39,035 37,130 38,666 40,057 37,556 38,323 41,294 47,713 493,262
2013 47,667 41,443 40,160 43,083 40,626 39,887 39,951 38,711 35,831 37,783 39,629 49,686 494,457
2012 43,152 33,777 36,571 35,712 35991 34,781 36,544 35,827 34,110 35534 36,518 46,999 445516
2011 37,555 29,209 31,227 32,052 33,104 31,329 35,182 34,259 31,177 34,207 33,369 43,063 405,733
Growth (YoY %) Jan Feb Mar Apr Ma Jun Jul Aug Sep Oct Nov Dec Full Year
2020E -18.4% -25.0% -22.0% -17.1% -21.1% -14.8% -9.0% 5.2% -1.4% 4.0% 6.4% 9.2% -10.1%
2019E 7.0% -10.0% -0.1% -4.6% -1.3% -6.8% -11.4% -23.0% -18.2% -24.4% -23.6% -21.9% -11.3%
2018 42% 298% 11.4% 123% 129% 12.0% 7.8% 9.5% 2.4% 6.0% 1.4% 0.2% 8.8%
2017 -1.0% -5.8% 3.0% 0.1% 0.4% 0.1% 4.0% 2.7% 5.8% 3.9% 7.5% 5.8% 2.2%
2016 -6.6% -20.6% -9.8% -7.4% -8.3% -8.9% -7.8% -10.5% -4.1% -2.9% -5.4% -2.9% -8.1%
2015 -145% 148% -29% -22% -01% -04% -29% -53% -63% -3.0% -7.8% -85% -3.7%
2014 14.4% -2.2% -1.5% -9.9% -3.9% -6.9% -3.2% 3.5% 4.8% 1.4% 4.2% -4.0% -0.2%
2013 10.5% 22.7% 9.8% 20.6% 129% 14.7% 9.3% 8.0% 5.0% 6.3% 8.5% 57% 11.0%
2012 149% 15.6% 17.1% 11.4% 87% 11.0% 3.9% 4.6% 9.4% 3.9% 9.4% 9.1% 9.8%
2011
As % of annual sales Jan Feb Mar Apr Ma Jun Jul Aug Sep Oct Nov Dec Full Year
2020E 10.1% 7.9% 8.0% 8.1% 8.2% 7.8% 8.1% 8.0% 7.6% 8.1% 8.2% 9.9% 100.0%
2019E 11.2% 9.5% 9.2% 8.8% 9.3% 8.2% 8.0% 6.8% 7.0% 7.0% 7.0% 8.2% 100.0%
2018 9.3% 9.3% 8.2% 8.1% 8.3% 7.8% 8.0% 7.9% 7.5% 8.2% 8.1% 9.3% 100.0%
2017 9.7% 7.8% 8.0% 7.9% 8.0% 7.6% 8.1% 7.8% 8.0% 8.4% 87% 10.1% 100.0%
2016 10.0% 8.5% 7.9% 8.1% 8.2% 7.7% 7.9% 7.8% 7.7% 8.3% 8.2% 9.7% 100.0%
2015 9.8% 9.8% 8.1% 8.0% 8.2% 7.8% 7.9% 8.0% 7.4% 7.8% 8.0% 9.2% 100.0%
2014 11.1% 8.2% 8.0% 7.9% 7.9% 7.5% 7.8% 8.1% 7.6% 7.8% 8.4% 9.7% 100.0%
2013 9.6% 8.4% 8.1% 8.7% 8.2% 8.1% 8.1% 7.8% 7.2% 7.6% 8.0% 10.0% 100.0%
2012 9.7% 7.6% 8.2% 8.0% 8.1% 7.8% 8.2% 8.0% 7.7% 8.0% 82% 10.5% 100.0%
2011 9.3% 7.2% 7.7% 7.9% 8.2% 7.7% 8.7% 8.4% 7.7% 8.4% 8.2% 10.6% 100.0%
Average of 2011-2018 9.8% 8.3% 8.0% 8.1% 8.1% 7.7% 8.1% 8.0% 7.6% 8.1% 8.2% 9.9% 100.0%

Source: HK Census and Statistics Department,, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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