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Treasure Hunt in the new China valuation system 

 

 

Our analysis indicates that SOE’s revenue and China GDP had maintained a 
correlation of ~60% over the past 16 years, suggesting that SOE has been 
playing an important role to support China’s economic development. We expect 

the introduction of “Valuation system with Chinese characteristics” (中国特色的

估值体系) will serve as a re-rating driver of SOE stocks. With the revised KPI 

matrix for SOEs, more focus will be put on ROE and cash flow improvement. 
Meanwhile, the potential expansion of share incentive scheme will drive SOEs’ 
management to take more actions to boost share price performance.     

 Background of Chinese modern capital market and valuation. Given 
China SOE's critical role in supporting economy shift and further 
development, it is important to revitalize business model, enhance capital 
efficiency and improve business performance. We expect the revitalization 
will pump vitality into key strategically important sectors such as energy, 
technology and financials. Going forward, we should expect SOE to have 
more goals and strategies to enhance capital return, reduce inefficiencies 
and drive for better quality of growth. New KPIs for SOEs will be introduced 
to drive quality growth in 2023, including ROE and operating cash flow ratio. 

 Key sector picks on revised SOE KPI: The re-rating of SOE is one of the 
vital paths towards realizing “valuation system with Chinese characteristics”, 
and the rerating could be achieved via three dimensions: 1) enhancing 
production capacity; 2) improving operating cash flow generation; 3) capital 
injection. The new round of reforms and optimization in evaluation system 
for SOE is likely to further improve the core competitiveness in terms of 
technological capability and overall operating efficiency, and also enhance 
core functions by optimizing corporate architecture. Sectors like power and 
energy, telecommunications, and military are likely to benefit. 

 Key sectors picks on thematic investment opportunities. We also like 
SOEs with thematic investment opportunities that align with the policy 
support: 1) digital economy + SOEs: technology and telecom SOEs with 
intensive R&D investment in digital economy; 2) national security + SOEs: 
energy, software and hardware SOEs that are critical to national energy and 
IT security; 3) “One Belt One Road” + SOEs: energy, transport and 
construction SOEs that participate in development of “One Belt One Road”. 

 Valuation of SOEs in Hong Kong. There are a total of 324 SOEs (both 
Central and local government level) listed in Hong Kong. Financials / Energy 
/ Telecom account for 43%/16%/10% of the total SOE market cap. Among 
the Hong Kong listed SOEs (206 stocks after excluding market cap below 
US$500mn in our analysis), there are 28 stocks trading at below 4x 2023 
P/E. Financial and industrial (mainly construction) sector accounted for the 
majority. In terms of yield (2023E), nineteen stocks are trading at > 9%. 

 Investment ideas: Financial sector: PICC P&C (2328 HK): Looking into 
FY23, we expect PICC P&C will continue to deliver decent underwriting profit 
growth along with stable combined ratio, given the insurer’s persistent focus 
on quality and efficiency over volume. China Life (2628 HK): We expect 
China Life to report positive VNB growth in 1Q23 on 27 Apr, given the 
rebound in jumpstart momentum based on our channel checks. And we 
believe the recovery of new business momentum will sustain into FY23, as 
the agency productivity improves. Construction companies are set to 
benefit from resilient infrastructure spending growth in China as well as 
overseas opportunities following the enhanced relation between China and 
the Middle East. Stocks are trading at 2-4x 2023E P/E. Coal miners are 
attractively trading at 11-14% yield with stable earnings, which is defensive 
in nature.  
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Key financial trends of SOE 
 

 SOEs’ average gearing ratio stood at a relatively low level. Attributable to a 
series of reorganizations and mergers under reforms since 2016, the average 
asset/liability ratio of SOEs dropped to below 64% in 2019-21 (according to Wind), 
the lowest over the past two decades.  
 

 SOEs’ ROE has been improving since 2017; yet remains lower than the private 
companies. China SOEs’ average ROE was on a downward trend between 2007-
2016. Thanks to the improvement of profitability and deleveraging, ROE improved 
from 4.7% in 2016 to 6% in 2021. There exists room of improvement as the figures 
have still been lower than the private companies. 

 

Figure 1: China SOEs’ asset/liability ratio  

 

Source: Wind, CMBIGM 

Figure 2: China SOEs’ ROE trend 

 

Source: Wind, CMBIGM 

 

Figure 3: ROE of China SOEs has been lower than 
that of the top 500 private enterprises 

 

Source: Wind, CMBIGM 

Figure 4: China GDP growth and SOE revenue growth 
 

 

Source: Wind, CMBIGM 
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Figure 5: China SOEs’ net profit margin 

 

Source: Wind, CMBIGM 

Figure 6: China SOEs’ net profit growth 

 

Source: Wind, CMBIGM 

 
 

Revised KPI for Central SOE to help boost earnings quality 
 
According to SASAC, two new items are introduced for Central SOEs’ KPI in 2023: (1) Net 
profit growth target is replaced by ROE; (2) Operating profit margin is replaced by operating 
cash flow ratio. Meanwhile, the KPI for the asset/liability ratio changed from “under control” 
to “remain largely stable”. We expect all these changes will motivate SOEs’ management 
to (1) better manage working capital and improve cash inflow; (2) to focus more on 
profitable growth; (3) to gear up balance sheets (particularly amid the credit easing 
environment) to expand business and enhance ROE; (4) to spin-off assets. 

Figure 7: Change in central SOEs’ KPI  

 
Source: SASAC, CMBIGM 
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Financial – the largest sector among SOEs 
 
 SOE banks: In spite of the pressures on NIM, we think the pickup in loan 

growth, as well as the stable asset quality, will underpin decent profit growth 
in FY23. SOE banks also will benefit from the new capital adequacy regulation 
rules, in our views, and maintain stable dividend payout. 

 
 SOE insurers: We expect life insurers to see a recovery of life new business 

momentum in FY23, driven by strong demand of savings products and 
enhanced agency productivity. On P&C front, we expect PICC P&C will 
continue to outpace industry average and major peers in terms of underwriting 
margin, given the insurer’s persistent focus on quality and efficiency over 
volume. The implementation of IFRS 17 & 9 will reduce the volatility in 
insurers' net profits and support stable dividend payout going forward.  

 

Figure 8: HK stock market sector breakdown  

 

Source: Wind, CMBIGM  Note: by market cap 

Figure 9: HK listed SOE sector breakdown  

 

Source: Wind, CMBIGM  Note: by market cap 
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Figure 10:  Hong Kong listed SOEs’ valuation ranked by P/E (a) 

 

Source: Bloomberg, Wind, CMBIGM 
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Figure 11: Hong Kong listed SOEs’ valuation ranked by P/E (b) 

 

Source: Bloomberg, Wind, CMBIGM 
Note: Companies highlighted in grey are covered by CMBI Research Team. 
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Figure 12:  Hong Kong listed SOEs’ valuation ranked by dividend yield (a) 

 

Source: Bloomberg, Wind, CMBIGM 
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Figure 13: Hong Kong listed SOEs’ valuation ranked by dividend yield (b) 

 

Source: Bloomberg, Wind, CMBIGM 
Note: Companies highlighted in grey are covered by CMBI Research Team. 
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Figure 14: China SOE’s ROE – financial sector 

 

Source: Wind, CMBIGM 
 

Figure 15: China SOE’s ROE – industrial sector 

 

Source: Wind, CMBIGM 
 

Figure 16: China SOE’s ROE – property sector 

 

Source: Wind, CMBIGM 
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Figure 17: China SOE’s ROE – consumer 
discretionary sector 

 

Source: Wind, CMBIGM 

Figure 18: China SOE’s ROE – IT sector 
 

 

Source: Wind, CMBIGM 

Figure 19: China SOE’s ROE – energy sector 

 

Source: Wind, CMBIGM 

Figure 20: China SOE’s ROE – telecom sector 

 

Source: Wind, CMBIGM 

Figure 21: China SOE’s ROE – healthcare sector  
 

 

Source: Wind, CMBIGM 
 
 

 
 

Figure 22: China SOE’s ROE – consumer staples 
sector 

 

Source: Wind, CMBIGM 
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Figure 23: China SOE’s ROE – materials sector 

 

Source: Wind, CMBIGM 

 
Figure 24: China SOE’s ROE – utilities sector 

 

Source: Wind, CMBIGM 
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Figure 25: China SOE’s operating cash flow ratio – financial sector 

 

Source: Wind, CMBIGM 
 

Figure 26: China SOE’s operating cash flow ratio – industrial sector 

 

Source: Wind, CMBIGM 
 

Figure 27: China SOE’s operating cash flow ratio – property sector 

 

Source: Wind, CMBIGM 
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Figure 28: China SOE’s operating cash flow ratio – 
consumer discretionary sector 

 

Source: Wind, CMBIGM 

Figure 29: China SOE’s operating cash flow ratio – IT 
sector 

 

Source: Wind, CMBIGM 

Figure 30: China SOE’s operating cash flow ratio – 
energy sector 

 

Source: Wind, CMBIGM 

Figure 31: China SOE’s operating cash flow ratio – 
telecom sector 

 

Source: Wind, CMBIGM 

Figure 32: China SOE’s operating cash flow ratio – 
healthcare sector 

 

Source: Wind, CMBIGM 
 

 
 
 

Figure 33: China SOE’s operating cash flow ratio – 
consumer staples sector 

 

Source: Wind, CMBIGM 
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Figure 34: China SOE’s operating cash flow ratio – materials sector 

 

Source: Wind, CMBIGM 

 
Figure 35: China SOE’s operating cash flow ratio – utilities sector 

 

Source: Wind, CMBIGM 
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