IS -

Equity Research Report

S=il

Infrastructure Sector

)
<

o
z
=5

(]
&
o

O BERERIES

GUOTAI JUNAN SECURITIES

Flash Note: Infrastructure Sector Gary Wong # 5 ¥
Porl: B4 (852) 2509 2616
gary.wong@gtjas.com.hk

14 November 2018

Jan.-Oct. 2018 Urban FAI Grew 5.7% YoY, 0.2 ppts Higher
than Expectation
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® According to the National Bureau of Statistics of China, Jan.-Oct. 2018 Urban FAI amounted to
RMB54,756.7 billion, up 5.7% YoY, 0.2 ppts higher than expectation, and was 0.3 ppts higher than the
growth rate of 5.4% in Jan.-Sep. 2018. For October only, growth rate was 8.0%, up 2 ppts MoM.

® There are several points worth discussing. First, Jan.-Oct. private FAI growth rate was 8.8%, up 0.1 ppts
compared with that in Jan.-Sep. 2018, and remained at above 8%. With the anticipation of accelerated investment
in high-end manufacturing and commencement of supporting policies of private capital in investment in 2018, we
raise the estimate of private FAI growth to at least above 8% in 2018. Second, overall infrastructure
investment growth of 3.7% was 0.4 ppt higher than the 3.3% growth rate in Jan.-Sep. 2018, in which
irrigation and water conservancy management investment decline narrowed from -4.7% in Jan.-Sep. to
-4.1% in Jan.-Oct., while railway investment growth decline narrowed from -10.5% in Jan.-Sep. to -7.0% in
Jan.-Oct. Third, Jan.-Oct. property development investment growth rate was down 0.2 ppts to 9.7% compared
with that in Jan.-Sep. 2018, still higher than expected. With continuous strengthening of property market
regulation, property development investment growth remained on a gradual decline trend; we expect that property
development investment growth rate might still be on a downtrend, but full-year growth is very likely to exceed
expectation. Due to this, we maintain our 2018 property development investment growth rate at 7%.

® In October, infrastructure investment growth rate rebounded significantly as expected. The government has
repeatedly proposed to accelerate the implementation of infrastructure investment for “short-board” in recent
months, and to motivate private investment through tax cuts and the establishment of private enterprise bond
financing support tools. We think that the acceleration of infrastructure investment growth can continue in
November and December, while the trough period of infrastructure investment growth can be preliminarily
confirmed to be in August and September. Even so, the growth rate of social financing and M2 growth in October
was lower than expected, reflecting the foundation of overall recovery was still unsettled. We expect the growth
rate of infrastructure investment in 2018 to rebound to 4.5%. According to the 13" Five-Year Plan, the shortfall
areas behind construction schedule include railways, civil aviation airports, and water conservancy and
environmental management facilities. We think that if the government wants to recover the investment progress,
these areas will be given priority. Reiterate "Outperform" rating for the sector, maintain "Buy" ratings for
China Railway Construction (01186 HK), China Railway Group (00390 HK) and China State Construction
International (03311 HK), and "Accumulate" rating for China Communications Construction Company
(01800 HK).
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Table 1: Summary of FAI Statistics, Jan.-Oct. 2018 ©
Categories Investment (RMB ‘000 million) YoY Growth @
Urban FAI 547,567 +5.7% é
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o
Primary Industry 19,378 +13.4% Z
Secondary Industry 204,663 +5.8%
Tertiary Industry 323,525 +5.4%
Property Development 99,325 +9.7%
Infrastructure Investment +3.7%
Transport, Storage and Post +4.6%
Irrigation, Environment & Public Facilities Management +2.1%

Source: National Bureau of Statistics of China.

Figure 1. YoY Growth of Infrastructure, Manufacturing Figure 2: YoY Growth of Subsectors in Infrastructure

and Property Development FAI FAI
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy EN Relative Performance >15%; 2
or the fundamental outlook of the company or sector is favorable. ;
Accumulate == Relative Performance is 5% to 15%; e
or the fundamental outlook of the company or sector is favorable. g
[=}
Neutral Galis Relative Performance is -5% to 5%; <
or the fundamental outlook of the company or sector is neutral. -
Reduce VEER Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.
Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition

The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition

Outperform SRR T Relative Performance >5%;

or the fundamental outlook of the sector is favorable.
Neutral eE s Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform P KT Relative Performance <-5%;

or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) Except for SHENZHEN INTERNATIONAL (00152 HK), the Analysts and their associates do not serve as an officer of the issuer
mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886 HK),VALUE A SHARE (03095
HK),CAM SCSMALLCAP (03157 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report. .

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuers mentioned in this Research i
Report within the preceding 12 months. &)

(5) Guotai Junan and its group companies are not making a market in the securities mentioned in this Research Report. <]
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(6) Guotai Junan and its group companies have not employed an individual serving as an officer of any issuers mentioned in this Research 8

Report. There is no officer of any issuers mentioned in this Research Report associated with Guotai Junan and its group companies. o
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This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2018 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793
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