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Consumer Discretionary
OUTPERFORM

Sequential improvement may support re-rating Up

Upgrade our rating to OUTPERFORM on the consumer discretionary China Consumer Discretionary
sector. The foot traffic of the 2024 10-1 National Day holidays was strong Sector

(recovery rate has improved vs Mid-autumn and Dragon Boat Festival) but the
spending power remained fairly week. Even though the retail sales growth was
still under pressure, a sequential improvement was observed compared with Sep Walter WOO

2024, and this should be able to support the further re-rating of the sector (852) 3761 8776
valuation. In terms of sub-sectors, we believe home appliances and apparel retail | Walterwoo@cmbi.com.hk
sales growth was better than expected while sectors like sportswear, catering
and tourism were all just inline with our estimates. We upgrade our rating to Xtep (1368 HK) share price

OUTPERFORM on the consumer discretionary sector, as we do expect the HKs)
fundamentals to bottom out and sector valuation to be re-rated (the room is still 100 T Stock ——HSI
ample), driven by the rollout of various monetary and fiscal stimulus by the central 90

government. 8.0
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We prefer Haier Smart Home (600690 CH/6690 HK, BUY), Xtep (1368 HK, 50
BUY), Anta (2020 HK, BUY), JNBY (3306 HK, BUY), Bosideng (3998 HK, 40
BUY), Yum China (YUMC US/ 9987 HK, BUY), DPC Dash (1405 HK, BUY), 30 ‘ ‘ ‘ ‘ ‘
and Atour (ATAT US, BUY) Oct-23 Dec-23 Feb-24 Apr-24 Jun-24 Aug-24

B Number of average daily cross-regional passengers only exhibited | Source: Bloomberg, CMBIGM estimates
small YoY growth, but its recovery rate (vs 2019) did sequentially _
improve. Based on the data from the Ministry of Transport/ i@ iz 43, | °NEY (3306 HK)share price
during the 2024 10-1 National Day holidays (six days from 1 Oct to 6 Oct 200 —Stock  —— Hsi
2024), the average daily cross-regional passengers increased only by 3%

YoY, which is a slowdown from 31%/ 9% YoY growth back in the Mid-
autumn/ Dragon Boat Festival 2024. However, the recovery rate (vs 2019)
had actually improved to 124% during the 10-1 National Day holidays, from
117%/ 116% respectively, hence, we believe the traffic during the holiday
was still fairly healthy. In terms of forms of transportation, the growth rates a0 | ‘ o ‘
were 7%/ 3%/ 10%/ 13% for railway/ road/ boat/ airline. Noted that the Oct-23 Dec-23 Feb-24 Apr-24 Jun-24 Aug-24
domestic tourism was still dragged by the strong increases in outbound
tourism, evidenced by: 1) number of outbound air ticket sold has been
doubled, according to Qunar and 2) 29%/ 38% growth in mainland visitors to Bosideng (3998 HK) share price
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Source: Bloomberg, CMBIGM estimates

Hong Kong/ Macau. HKs)
B We believe the spending per person during the 10-1 National Day 55 TStk S
holidays was fairly subdued. In our view, the spending power was still quite 50

weak, evidenced by: 1) the fairly weak movie box office (dropped by 22% to 45
RMB 2.1bn, worsening from 1% YoY growth back in 5-1 Golden Week 40
holidays) and drop in average movie ticket size (-4% to RMB 40.4, from 0% 35

@

back in 5-1 golden week holidays), 2) the sequential decline in movie box 30
office (YoY growth was as high as +36% on 1 Oct, but quickly worsened to - 28 e
. e CL-] ec-. en- r-. un-. ug-
6% on 2 Oct and eventually to -19% on 6 Oct). In fact, a similar pattern was P ¢
also found in the catering sector, 3) drop in hotel RevPAR (CMBI est. of - Source: Bloomberg, CMBIGM estimates
MSD) and drop in air ticket prices (about -20%, according to Trip.com), etc..
Valuation Table Yum China (9987 HK) share price
MktCap TP Upside/ P/E (%) PIB (X) ROE (%) 6::2’ — Stock  —— HsI
Name Ticker Rating (US$ mn) (LC)Downside FY25E FY26E FY25E FY26E FY25E FY26E 5000
Anta Sports 2020 HK BUY 37,001.4126.68 1% 199 17.0 3.9 34 0.2 0.2 4000
Atour Lifestyle ATAT US BUY 11,795.7 29.42 1% 16.3 125 6.4 4.8 0.5 0.4
300.0
Bosideng 3998 HK BUY 6,823.2 5.98 22% 134 113 3.2 2.9 0.3 0.3
DPC Dash 1405 HK  BUY  1,338.0 81.20 2% 507 234 40 34 01 02 U 1 0oios Febos Apr24 Junzs Augzs
Haier Smart Home 6690 HK BUY 43,445.7 31.58 -12% 140 129 2.4 2.1 0.2 0.2 Source: Bloomberg, CMBIGM estimates
JNBY Design 3306 HK BUY 1,186.3 17.61 -1% 9.1 8.1 3.6 3.3 0.4 0.4
Xtep 1368 HK BUY 2,368.1 7.32 -4% 132 11.2 2.0 1.8 0.2 0.2
Yum China YUMCUS BUY 19,381.0 38.07 -24% 19.7 155 2.0 1.7 0.1 0.1
yum China 9987 HK  BUY  19,932.3294.91  -26% 203 160 21 17 01 0.1

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk
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B The overall retail sales growth was sluggish. However, the numbers did improve
sequentially vs 3Q24 and it should further support the re-rating of sector
valuation. Even though the traffic and tourism data points in the tier one cities seem
to be positive and healthy (Beijing: 21% YoY foot traffic growth was recorded in 60 key
commercial districts, according to Beijing Ministry of Commerce/ Shanghai: 5% YoY all
factors retail transaction value growth, according to Shanghai Ministry of Culture and
Tourism/ Guangzhou: 9% YoY tourism spending growth, according to Guangzhou
Ministry of Culture and Tourism), we are highly concerned about the mainland China
retail sales growth during the 10-1 National Day holidays. We would not be surprised
if the growth turned out to be negative, because the macro environment is certainly
under pressure, esp. when catering/ tourism — hotel sector growth was all negative.
However, optimistically speaking, almost all sectors (home appliances/ apparel/
sportswear/ catering/ tourism) under our coverage recorded a sequential improvement
in Oct 2024 vs Sep 2024, which we believe the recent government stimulus has been
proven effective in boosting consumer sentiment. We prefer sectors like home
appliances, apparel as their growth during the 10-1 National Day holidays was better
than expected while sectors like sportswear, catering and tourism were all inline with
our estimates.

B Sportswear sector (maintain OUTPERFORM). The industry average sales growth
(CMBI est. of MSD) in Sep 2024 should have improved vs Aug 2024 (and also better
than June and July 2024). Offline sales saw some improvement, mainly due to NBA
stars visiting China, but online growth has slowed, as TikTok channel expansion begins
to decelerate. All in all, the growth in Sep was in line with expectations. By brand, Anta,
Xtep, and 361 Degrees have performed well, with estimated double-digit growth
(including online and offline), while FILA and Adidas saw positive growth, with Li Ning
and Nike lagged. Retail discounts deepened both YoY and MoM, as brands and
distributors tried to reduce their inventory pressure. Based on our channel checks, the
performance during the 10-1 National Day holidays, was still moderate and similar to
that in Mid-Autumn Festival, but better than 3Q24. Looking ahead into 4Q24E, we do
expect a mild turnaround with positive YoY growth, benefiting from government
stimulus and a slightly lower base. However, profit margins will be affected by the
deepening retail discounts.

We prefer Xtep (1368 HK, BUY) due to strong new product sales and the faster than
industry growth, as well as Anta (2020 HK, BUY), which is benefiting from the Kyrie
Irving tour in China and FILA’s recent brand equity upgrades. We are cautiously
optimistic about Li Ning (2331 HK, BUY), but less positive on Nike and its key supplier
like Topsports (6110 HK, BUY), as its transition period may take quite a long while.

Preference: Xtep (1368 HK) > Anta (2020 HK, BUY) > 361 Degrees (1361 HK, BUY)
> Li Ning (2331 HK, BUY) > Topsports (6110 HK, BUY).

B Home appliances sector (maintain OUTPERFORM). Sales performance in Sep 2024
was quite strong, accelerated vs Aug 2024 and was significantly better than that in Jun
and Jul 2024, exceeding the market expectations. By channel, online growth has
outpaced offline, with over 50% and 10% increase respectively. By product category,
air conditioners grew the fastest, followed by refrigerators, and then washing machines.
The performance during the 10-1 National Day holidays in Oct 2024 remained very
strong, with third-party data indicating online growth of 67%, mainly driven by the rollout
of trade-in policies in more regions. The average price also increased significantly, and
leading brands, with a higher proportion of first-tier energy-efficient products and their
own promotional policies, have gained more market share. Oct 2024 production
schedules also looked rather promising. We do see upside potential for both retail data
and production in 4Q24E. Export growth in Sep 2024 also slightly exceeded the
expectations. Air conditioners sales growth was the fastest and is still accelerating.
While refrigerators sales growth was rather steady growth, the washing machine sales
growth was a bit slow and showed a slight deceleration. However, average selling
prices in the industry were also rising. For small home appliances, we remain cautious
due to weak domestic demand, cost pressure (e.g., shipping fees), and limited flexibility
to cope with potential tariffs in the future.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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We currently prefer Haier Smart Home (600690 CH/6690 HK, BUY).

Preference: Haier Smart Home (600690 CH/6690 HK, BUY) > Vesync (2148 HK,
BUY) > JS Global (1691 HK, BUY).

B Apparel sector (maintain OUTPERFORM). The industry average sales growth was
positive in Sep 2024, improved slightly vs Jul and Aug 2024, primarily due to a lower
base and accelerated sales through TikTok channels, which is inline with market
expectations. In fact, when we consider the unfavorable weather (warmer than last
year, with typhoons) and seasonality factors (this year's Mid-Autumn Festival was a
single day, compared to last year’s long holiday), the performance was rather decent,
even though the retail discounts should have deepened YoY. Based on our channel
check, we have seen sales growth improved in early Oct 2024 vs Sep 2024, helped by
the policy support for consumption sector and cooler weather (compared to last year).
However, we still remain cautious for 4Q24E, as the base from last year is not too low.

We prefer more stable and competitive brands with ongoing improvements in brand
strength and product quality, and faster growth on TikTok channels, such as JNBY
(3306 HK, BUY) and Bosideng (3998 HK, BUY).

Preference: JNBY (3306 HK, BUY) = Bosideng (3998 HK, BUY) > China Lilang
(1234 HK, BUY).

M Tourism - Hotel (Upgrade to OUTPERFORM). We estimate that industry RevPAR in
Sep 2024 to decline by about 10%, worse than Aug 2024 but similar to Jul 2024. Our
early observations for the 10-1 National Day holidays has suggested a mild
improvement vs Sep 2024, with RevPAR likely to fall by high single digits, mainly due
to lower room rates, while occupancy rates remained flat or slightly declined. Although
the economic environment and industry competition remain challenging, performance
was slightly better than expected, mainly boosted by policy easing that stimulated
demand. However, we do think the sustainability is still questionable and we should
monitor the trend closely, as business has faded in the later days in the holidays (vs
first few days), and the catering sector has shown a very similar pattern as well. For
4Q24E, with a lower base, RevPAR growth may turn positive, and if national stimulus
policies continue, the RevPAR recovery rate (compared to 2019) may improve,
supporting re-rating of valuation. Therefore, we upgrade our view to positive.

We favor Atour (ATAT US, BUY), as its retail business remains strong and its core
hotel operations are improving.

Preference: Atour (ATAT US, BUY).

M Catering sector (Upgrade to OUTPERFORM). The industry average SSS should
have declined in Aug 2024, narrowing compared to Jun and Jul 2024, but in Sep 2024
the decline has deepened again. The SSS for restaurant/tea drink brands may have
dropped by more than 15%/20% (CMBI est.). The recovery rate (compared to 2019)
also worsened slightly, falling short of market expectations, mainly due to the ending
of the summer holidays, weak macroeconomic conditions, and intense competition.
Price wars, consumption downgrades and the negative operating leverage from SSS
declines are all pressuring the margins. The performance has slightly improved during
the 10-1 National Day holidays, but we are still expecting more than 10%/ 15% SSS
drop for restaurant/ tea drink brands, except a few brands, such as Haidilao, which has
recorded 5% retail sales growth. Similarly, the sustainability remains an issue, as
business tends to fade in the later days in the holidays (vs first few days). Looking
ahead to 4Q24E, with national stimulus policies and a lower base, we expect the SSS
declines to have mild improvement, so we upgrade our outlook to positive. If the
improvement trend reverses, or government support weakens, the valuation may fall
again sharply, so caution is needed here.

We favor Yum China (9987 HK, BUY) for its potential SSS improvement and rigid cost
control in 3Q24E. We also prefer DPC Dash (1405 HK, BUY), as its new market
performance remains strong, and suggest investors to keep eye on Café de Coral (341

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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HK, BUY), as the fast-food industry in Hong Kong tends to perform relatively well during
economic downturn.

Preference: Yum China (9987 HK, BUY) > DPC Dash (1405 HK, BUY) = CDC (341
HK, BUY) > HDL (6862 HK, BUY) > JMJ (9922 HK, BUY) > Nayuki (2150 HK, BUY)
> XBXB (520 HK, BUY).

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

Figure 1: Average daily cross-regional passengers, growth and recovery rate (vs 2019) in different holidays
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Figure 2: Average daily cross-regional passengers, Figure 3: Movie box office, growth and recovery
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Figure 6: Key sales figures and details during the 10-1 National Day holidays
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