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APAC Equity Strategy 
Inventory digestion sets up better cyclicals climate  
 

Top down data suggests inventory is being digested 
Recent US data suggests new orders are stabilising and inventory digestion underway. 
This is mirrored in Asia in inventory data that is starting to fall helped in part by 
production cuts (see Duncan Wooldridge's 'Asia By The Numbers'). While the inventory 
adjustment is not enough to cause a 2009 style demand recovery, it does support our 
economics view that Asian exports and industrial production might turn less bad in the 
second half, and that fears of an inventory-led manufacturing recession are overdone. 

We take a look at inventory for cyclical sectors: Chemicals looks interesting 
If inventory is low and falling, there is a good chance that final demand stabilisation 
improves profitability. Among the cyclical sectors in Asia and Japan (Chemicals, Steel, 
Tech and Autos) Chemicals looks most interesting, with generally low and falling 
inventory which lends cyclical optimism to the structurally bullish supply-side view our 
Asia chemicals team holds (click here). While more mixed, it also appears as if the Steel 
sector is undertaking an adjustment - inventory is relatively low in China and Taiwan 
and at more normal levels in Japan. Though higher in Korea, it is falling rapidly. Autos 
and Tech are mixed. China Autos looks the most compelling with low and falling 
inventories while our Tech team's analysis suggests that the inventory correction is over. 

What's priced in? A mid-cycle slowdown. Better demand likely lifts valuations 
Looking at what current P/B and cost of capital imply, it appears the market is pricing in 
a 7.4% point decline in ROE to 10% for these cyclical sectors. Many sectors appear to 
be pricing in a mid-cycle slowdown, much like 2005 (such as Semis, Components in 
Taiwan, Chemicals in Korea and China). Valuations are not pricing in a full scale global 
recession. But the important point is that if the inventory cycle leads to demand getting 
less bad in the second half, there is scope for ROEs and valuations to expand. 

Chemicals sector has the most attractive inventory/valuation combination 
Combining inventory data, valuations and our UBS colleagues' views, the Chemicals 
sectors appears to have the most compelling inventory story, though valuations to 
some extent reflect this in Korea and Taiwan (Chinese chemicals look more interesting 
in a valuation context). Our analyst's preferred stocks are Lotte Chemical, Sinopec 
Shanghai and Toray. China Autos low inventory and valuations look attractive, with 
GAC and SAIC the preferred stocks. While Tech is a mixed picture, our tech team thinks 
LG Display, Murata Manufacturing and SK Hynix look most attractive. 
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Figure 1: How the inventory for the cyclical industries in the region sit 

 
Source:  UBS 

Latest P/B Implied ROE today UBS 16E Rating Upside 2016 P/E

CN Auto 1.33 13.4% 15.4% 15.6% GAC Buy 26% 7.2

CN Chemicals 1.51          7.7% 9.2% 16.0% SAIC Motor Buy 56% 6.6

CN Steel 1.33           13.4% 15.4% * Sinopec Shangha  Buy 9% 10.2

KR Chemicals 1.28           11.9% 7.6% 10.1% Lotte Chemical Buy 28% 13.4

TW Steel 0.95 -5.5% 5.4% 1.3% Murata ManufactBuy 63% 14.3

JP components 1.44 5.1% 9.6% 10.8%

Latest P/B Implied ROE today UBS 16E Rating Upside 2016 P/E

JP Semis 1.43 1.6% 11.2% 8.7% Rohm Neutral 34% 14.3

Latest P/B Implied ROE today UBS 16E Rating Upside 2016 P/E

JP Steel 0.65 -0.9% 8.0% 4.8% Hitachi Metals Buy 60% 10.18

Rating Upside 2016 P/E

Latest P/B Implied ROE today UBS 16E Chicony Electroni Buy 26% 10.5

AxJ OEM's 0.96 0.4% 10.3% 10.8% Samsung ElectronBuy 18% 9.4

AxJ Semis 2.04 14.1% 20.1% 19.1% SK Hynix Buy 33% 9.4

LG Display Buy 39% 23.4

Latest P/B Implied ROE today UBS 16E Rating Upside 2016 P/E

KR Auto 0.59 6.3% 10.6% 10.0% Hyundai Motor Buy 22% 5.0

KR Steel 0.42 0.7% 1.5% 5.3% POSCO Buy 21% 16.6

JP Chemicals 1.28 6.1% 9.3% 9.7% Toray Buy 45% 14.3

Trend Valuations Stock names

Inventory
Low

Inventory 
in-line

Inventory
High

Falling 

Rising 

Falling 

Rising 

Falling 
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Figure 2: What our analysts think about the inventory levels within their coverage sectors 

 
Source:  UBS 

 

Inventory Trend Analyst Commentary Valuation trends

Autos

Chemicals

Falling 

Rising 

Low

High

Low

High

Steel

Tech

Falling 

Falling 

Falling 

Low

In-line

Autos in China: inventory fell during the past 3-4 months, due to stronger than 
expected demand and cautious production plans. Inventory along the supply chain 
is also likely low as well. Industry sales growth 8% (16E) due to purchase tax cut.

Autos in Korea: inventory is high but started to fall from January. There were also 
some cuts to production in January. The trend is also true for Korean tire coy's

Chemicals in China: Polyethylene (broadly representative of China's plastic 
inventory levels) has seen low inventory with levels continuing to fall. Also, import 
volume data which has seen Y/Y growth suggests that inventories are likely low
Chemicals in Korea: Inventory levels are low considering the new norm 
environment of lower oil prices

Chemicals in Japan

Steel in China: inventory levels continue to rise for final products. However, the 
levels at Traders and Ports are very low while they are higher at Mills. There is an 
inventory build-up at manufacturers and de-stocking on distribution channels. 

Steel in Taiwan: inventory has been high and production has been cut as a result 
(-24% Y/Y, Nov-15). The market sentiment has improved somewhat year-to-date. 

Components in Japan: inventory increased by 1% Q/Q versus 10-yr average of 
+4% Q/Q. Companies tend to reduce inventory in CQ1, although company 
discrepancies exist with those supplying to Apple seeing inventory rising

Semiconductors, equipments in Japan: inventory levels are high but low 
inventory days given higher revenues. Rising in the Apple-related space with some 
production cuts to deal with this

OEM's, semiconductors in AxJ: inventories are within the normal range. Tech 
companies tend to build up inventories in CQ1 and we expect a similar trend this 
time. No particular production cuts from companies

Falling 

Autos in China: Valuations attractive and implying a 
400bps reduction in ROE, while our analysts expect 
ROE to rise by 160 basis points in 2016 to 15%. 

Autos in Korea: Attractive: book multiples imply a 
near halving in ROE. UBS also expects profitability to 
weaken, but not by as much as market. 

China Chemicals: Attractive: the market suggesting 
ROE drops from current 9% levels to 7.7% while our 
own forecasts are for ROE to rise to 16%. 
Korean Chemicals: Neutral: the relationship 
between ROE-cost of capital and P/B has been more 
volatile historically. Based on this though valuations 
look less compelling. 

Chemicals in Japan: Attractive: market implying a 
300bps reduction in ROE while we expect ROE to rise 
by 100bps

Steel in China: Unnatractive: Market implying a rise 
in ROE already. Though valuation data skewed by 
difficult structural environment. 

Components in Japan: Attractive: market seems to 
be discounting a halving of ROE to 5% while we 
expect ROE to rise slightly. 

OEM's, semiconductors in AxJ: Attractive; Semis 
suggest a large 600bps reduction in ROE while we 
look for stable profitability. 

Japan Semis, equipment: Attractive more so in in 
semis and equipment than components. 

Low

In-line

High

Falling 

Falling 

Falling 

Steel in Japan

Steel in Korea: inventory levels are high but strong demand for long steel is 
expected given strong construction (housing) growth for the next 2 years. Steel in 
Japan: starting to see falling trend in inventory levels as well as production cuts

Rising 
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Figure 3: Inventory trends, valuations and ROE implications by sector 

        ROE Upside to implied 

taking UBS 16E 

Index upside if UBS 

16E ROE  Industry   Inventory  Trend  Latest PB Implied today UBS 16E 

Automobiles 
AxJ CN Low  Falling  1.33  13.4% 15.4% 15.6% 2.18  35% 

AxJ KR High  Falling  0.59  6.3% 10.6% 10.0% 3.66  37% 

Chemicals 

AxJ CN Low  Falling  1.51  7.7% 9.2% 16.0% 8.33  270% 

AxJ KR Low  Falling  1.28  11.9% 7.6% 10.1% (1.76) -33% 

Japan JP High  Falling  1.28  6.1% 9.3% 9.7% 3.56  46% 

Steel 

AxJ CN High  Stable  0.73 1.7% -2.0% * NA NA 

AxJ KR High  Falling  0.42  0.7% 1.5% 5.3% 4.58  43% 

AxJ TW High  Falling  0.95  -5.5% 5.4% 1.3% 6.76  22% 

Japan JP High  Falling  0.65  -0.9% 8.0% 4.8% 5.74  49% 

Tech - components 
AxJ AxJ Low  Rising  1.32  4.6% 10.7% 14.3% 9.73  129% 

Japan JP Low  Falling  1.44  5.1% 9.6% 10.8% 5.76  81% 

Tech - OEM / ODM AxJ AxJ In-line  Rising  0.96  0.4% 10.3% 10.8% 10.44  123% 

Tech - semi & semi 

equip 

AxJ AxJ In-line  Rising  2.04  14.1% 20.1% 19.1% 5.07  34% 

Japan JP Low  Rising  1.43  1.6% 11.2% 8.7% 7.04  64% 
 

Source:  Datastream, UBS 
 

 

Inventory trends, valuation and ROE implications in charts 

We take the logarithmic relationship between P/B and ROE spread over bond yields 
over history to find what current P/B levels imply for ROE today. We compare that 
to top-down industry ROE and UBS analyst ROE for the sector. 

Figure 4: China Autos - inventory  Figure 5: Valuation  Figure 6: ROE implication 

 

 

 

 China Autos  

Latest P/B 1.33x 

Implied ROE 13.4% 

Industry ROE 15.4% 

UBS 16E ROE 16.0% 
 

Source:  China Automobiles Assoc. Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 7: Korean Autos - inventory  Figure 8: Valuation  Figure 9: ROE implication 

 

 

 

 Korean Autos 

Latest P/B 0.59x 

Implied ROE 6.3% 

Industry ROE 10.6% 

UBS 16E ROE 10.0% 
 

Source:  Hyundai Motor, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 
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Figure 10: China chem - inventory  Figure 11: Valuation  Figure 12: ROE implication 

 

 

 

 China Chemicals  

Latest P/B 1.51x 

Implied ROE 7.7% 

Industry ROE 9.2% 

UBS 16E ROE 16.0% 
 

Source:  Datastream, UBS* inventory at ports  Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 13: Korean Chem- inventory  Figure 14: Valuation  Figure 15: ROE implication 

 

 

 

 Korean Chemicals 

Latest P/B 1.28x 

Implied ROE 11.9% 

Industry ROE 7.6% 

UBS 16E ROE 10.1% 
 

Source:  KOSIS, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 16: Japan Chem inventory  Figure 17: Valuation  Figure 18: ROE implication 

 

 

 

 Japan Chemicals 

Latest P/B 1.28x 

Implied ROE 6.1% 

Industry ROE 9.3% 

UBS 16E ROE 9.7% 
 

Source:  JPCA, Datastream, UBS *inventory in KT  
where 1/2010=100* 

 Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 19: China steel - inventory  Figure 20: Valuation  Figure 21: ROE implication 

 

 

 

 China Steel  

Latest P/B 0.73x 

Implied ROE 1.7% 

Industry ROE -2.0% 

UBS 16E ROE NA 
 

Source:  Mysteel, Datastream, UBS *total inventory at 
Mills + Traders* 

 Source:  Datastream, UBS  Source:  Datastream, UBS 
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Figure 22: Korean Steel- inventory  Figure 23: Valuation  Figure 24: ROE implication 

 

 

 

 Korean Steel 

Latest P/B 0.42x 

Implied ROE 0.7% 

Industry ROE 1.5% 

UBS 16E ROE 5.3% 
 

Source:  KOSA, Datastream, UBS *total of long + flat 
steel* 

 Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 25: Taiwan Steel - inventory  Figure 26: Valuation  Figure 27: ROE implication 

 

 

 

 Taiwan Steel 

Latest P/B 0.95x 

Implied ROE -5.5% 

Industry ROE 5.4% 

UBS 16E ROE 1.3% 
 

Source:  Taiwan Steel & Iron Industries Assoc. 
Datastream, UBS*total of Final + Semi prod.* 

 Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 28: Japan Steel inventory  Figure 29: Valuation  Figure 30: ROE implication 

 

 

 

 Japan Steel 

Latest P/B 0.65x 

Implied ROE -0.9% 

Industry ROE 8.0% 

UBS 16E ROE 4.8% 
 

Source:  JISF, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 31: AxJ Tech: OEMs - inventory  Figure 32: Valuation  Figure 33: ROE implication 

 

 

 

 AxJ Tech OEMs 

Latest P/B 0.96x 

Implied ROE 0.4% 

Industry ROE 10.3% 

UBS 16E ROE 10.8% 
 

Source:  Company data, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 
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Figure 34: AxJ Tech: Semi - inventory  Figure 35: Valuation  Figure 36: ROE implication 

 

 

 

 AxJ Tech Semiconductors 

Latest P/B 2.04x 

Implied ROE 14.1% 

Industry ROE 20.1% 

UBS 16E ROE 19.1% 
 

Source:  Company data, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 37: Japan Tech: Semi inventory  Figure 38: Valuation  Figure 39: ROE implication 

 

 

 

 Japan Semiconductors 

Latest P/B 0.65x 

Implied ROE -0.9% 

Industry ROE 8.0% 

UBS 16E ROE 4.8% 
 

Source:  Company data, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 

 
Figure 40: Japan Tech: Components   Figure 41: Valuation  Figure 42: ROE implication 

 

 

 

 Japan Components 

Latest P/B 1.44 

Implied ROE 5.1% 

Industry ROE 9.6% 

UBS 16E ROE 10.8% 
 

Source:  Company data, Datastream, UBS  Source:  Datastream, UBS  Source:  Datastream, UBS 
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Figure 43: UBS Asia ex Japan and Japan coverage of cyclical stocks 

Name   MC U$ 

 

Industry Rating price Upside ROE 16 ROE 17 P/E 16E P/E 17E P/B 16E P/B 17E 

Aisin Seiki JP 11.9  Auto Components Buy 4,610  11% 8% 8% 12.9  12.2  1.04  0.98  

Bharat Forge IN 2.7  Auto Components Buy 790  27% 19% 20% 23.6  19.6  4.24  3.69  

Bosch IN 7.8  Auto Components Buy 16,853  19% 18% 21% 36.7  26.5  6.19  5.22  

Denso JP 34.1  Auto Components Buy 4,418  18% 8% 8% 13.5  12.4  1.00  0.95  

Hyundai Wia KR 2.3  Auto Components Buy 108,500  38% 13% 12% 6.4  6.1  0.79  0.70  

Motherson Sumi Systems IN 4.8  Auto Components Buy 244  39% 34% 34% 19.4  14.5  5.81  4.35  

NGK Spark Plug JP 4.1  Auto Components Buy 2,156  86% 14% 14% 8.8  8.0  1.16  1.05  

Sumitomo Electric Industries JP 9.8  Auto Components Buy 1,418  48% NA NA 9.8  9.1  0.68  0.62  

Cheng Shin Rubber Ind TW 5.7  Auto Components Neutral 58  -3% 15% 16% 13.1  11.8  1.93  1.79  

Hankook Tire Co Ltd KR 5.3  Auto Components Neutral 52,600  -1% 13% 12% 9.3  8.7  1.13  1.01  

Hanon Systems KR 4.3  Auto Components Neutral 9,800  4% NA NA 17.5  16.2  2.70  2.43  

Hyundai Mobis KR 19.9  Auto Components Neutral 251,000  6% NA NA 7.5  7.1  0.83  0.76  

Toyota Industries Corporation JP 14.0  Auto Components Sell 4,925  -19% 6% 6% 11.2  12.3  0.72  0.69  

Dongfeng Motor CN 10.4  Automobiles Buy 9  33% NA NA 5.8  5.3  0.73  0.65  

Great Wall Motor CN 7.4  Automobiles Buy 6  103% 22% 20% 4.8  4.5  0.99  0.86  

Guangzhou Automobile CN 14.5  Automobiles Buy 7.09 20% 13% 13% 7.6  6.6  0.92  0.84  

Hyundai Motor KR 25.4  Automobiles Buy 150,000  20% NA NA 5.0  5.0  0.45  0.42  

Kia Motors KR 15.6  Automobiles Buy 47,400  24% 11% 10% 6.6  6.4  0.71  0.65  

Mahindra & Mahindra IN 10.5  Automobiles Buy 1,199  19% NA NA 16.0  13.6  1.99  1.79  

Maruti Suzuki India IN 16.2  Automobiles Buy 3,612  47% NA NA 16.0  13.5  3.50  2.96  

Mazda Motor JP 8.6  Automobiles Buy 1,637  22% 14% 13% 6.8  6.4  0.91  0.82  

Nissan Motor JP 38.5  Automobiles Buy 1,051  14% 11% 11% 7.5  7.1  0.82  0.76  

SAIC Motor CN 31.9  Automobiles Buy 18.94 52% 17% 17% 6.8  6.3  1.11  1.02  

Brilliance China Automotive CN 4.4  Automobiles Neutral 7  68% NA NA 6.0  4.5  1.16  0.94  

Fuji Heavy Industries JP 26.6  Automobiles Neutral 3,900  -5% 26% 20% 8.5  9.2  1.98  1.74  

Honda Motor JP 48.6  Automobiles Neutral 3,086  -3% 7% 8% 10.0  8.7  0.73  0.69  

Tata Motors Ltd. IN 15.9  Automobiles Neutral 317  34% NA NA 7.1  6.3  1.07  0.92  

Toyota Motor JP 167.7  Automobiles Neutral 6,097  0% 11% 9% 9.5  10.4  1.00  0.94  

Bajaj Auto IN 9.6  Automobiles Sell 2,234  1% NA NA 16.2  14.8  4.50  3.91  

Geely Automobile CN 3.5  Automobiles Sell 3  14% 13% 14% 8.3  7.2  1.05  0.93  

Hero MotoCorp IN 8.3  Automobiles Sell 2,808  -18% NA NA 16.8  15.2  6.30  5.38  

Suzuki Motor JP 14.2  Automobiles Sell 2,903  -7% 9% 9% 13.4  12.5  1.17  1.08  

Mabuchi Motor JP 3.2  Electrical Eq. Buy 5,240  32% 6% 8% 24.2  18.4  1.52  1.44  

Shanghai Electric CN 15.0  Electrical Eq. Buy 4  54% NA NA 14.6  12.1  1.02  0.96  

Zhuzhou CSR Times Electric CN 6.0  Electrical Eq. Buy 40  64% 21% 21% 12.9  11.6  2.57  2.22  

Bharat Heavy Electricals  IN 3.5  Electrical Eq. Sell 97  -28% NA NA (165.5) (458.7) 0.71  0.71  

HTC Corporation TW 2.0  Comm.  Eq. Sell 81  -22% NA NA (7.3) (6.1) 1.16  1.43  

Advantech Co. TW 4.4  Tech H/W Buy 230  17% 26% 26% 22.8  20.5  5.57  5.13  

Casetek Holdings TW 1.9  Tech H/W Buy 182  7% 14% 13% 11.2  9.6  1.41  1.17  

Chicony Electronics TW 1.6  Tech H/W Buy 73  26% 20% 21% 10.6  9.4  2.04  1.86  

Lenovo Group Ltd CN 9.6  Tech H/W Buy 7  24% 21% 21% 11.7  10.4  2.29  1.99  

Pegatron TW 6.4  Tech H/W Buy 81  8% 15% 15% 8.4  8.1  1.24  1.14  

Asustek Computer Inc. TW 6.2  Tech H/W Neutral 274  2% 12% 11% 10.3  10.0  1.18  1.14  

Catcher Technology TW 6.3  Tech H/W Neutral 279  -9% 16% 15% 9.9  9.4  1.51  1.30  

Compal Electronics Inc. TW 2.7  Tech H/W Neutral 20  -9% 8% 9% 10.1  9.3  0.83  0.81  

Foxconn Technology TW 2.9  Tech H/W Neutral 69  -11% NA NA 10.1  9.0  1.00  0.93  

INNOLUX Corporation TW 3.0  Tech H/W Neutral 10  10% 6% 4% 7.5  10.9  0.40  0.39  

Lite-On Technology Corp. TW 2.7  Tech H/W Neutral 37  -14% NA NA 12.8  12.4  1.11  1.08  

Quanta TW 6.6  Tech H/W Neutral 57  -3% NA NA 12.6  11.4  1.62  1.56  

Simplo Technology TW 1.0  Tech H/W Neutral 113  1% NA NA 11.3  11.1  1.51  1.43  

Wistron Corporation TW 1.5  Tech H/W Neutral 20  -20% NA NA 12.3  10.6  0.71  0.69  

Acer Inc. TW 1.1  Tech H/W Sell 12  -11% NA NA 69.8  72.7  0.56  0.56  

Alps Electric Co. JP 3.4  Elec. Eq. & Inst. Buy 2,043  115% 18% 20% 8.8  7.0  1.48  1.27  

Delta Electronics TW 9.9  Elec. Eq. & Inst. Buy 137  46% 17% 17% 15.9  14.4  2.49  2.31  
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Name   MC U$ 

 

Industry Rating price Upside ROE 16 ROE 17 P/E 16E P/E 17E P/B 16E P/B 17E 

Hitachi JP 20.8  Elec. Eq. & Inst. Buy 492  113% 10% 10% 7.3  6.7  0.69  0.63  

LG Display KR 7.2  Elec. Eq. & Inst. Buy 24,850  37% NA NA 23.7  6.9  0.72  0.66  

LG Innotek KR 1.4  Elec. Eq. & Inst. Buy 86,000  31% 10% 13% 11.1  7.7  1.05  0.93  

Murata Mfg. JP 27.0  Elec. Eq. & Inst. Buy 14,580  51% 16% 16% 14.3  13.3  2.20  1.96  

SEMCO KR 3.2  Elec. Eq. & Inst. Buy 54,200  25% NA NA 14.3  13.5  0.88  0.84  

Synnex Technology  TW 1.6  Elec. Eq. & Inst. Buy 34  46% 15% 15% 8.0  7.6  1.17  1.15  

Yokogawa Electric JP 2.6  Elec. Eq. & Inst. Buy 1,108  62% 11% 10% 10.5  10.5  1.12  1.03  

AAC Technologies CN 9.0  Elec. Eq. & Inst. Neutral 56  -2% NA NA 17.5  16.0  4.32  3.69  

AU Optronics TW 2.7  Elec. Eq. & Inst. Neutral 9  -6% NA NA (10.4) (10.3) 0.44  0.46  

Hirose Electric JP 4.1  Elec. Eq. & Inst. Neutral 13,260  9% 7% 7% 20.7  19.8  1.48  1.42  

Hon Hai Precision TW 38.4  Elec. Eq. & Inst. Neutral 80  6% NA NA 10.4  10.6  1.16  1.08  

Kyocera JP 16.5  Elec. Eq. & Inst. Neutral 5,157  1% 4% 4% 20.2  19.2  0.78  0.76  

Omron JP 5.9  Elec. Eq. & Inst. Neutral 3,155  43% 8% 9% 16.0  14.0  1.32  1.26  

Samsung SDI KR 5.6  Elec. Eq. & Inst. Neutral 101,000  -6% NA NA 5.6  20.9  0.56  0.55  

TDK JP 6.9  Elec. Eq. & Inst. Neutral 6,270  42% 9% 9% 10.6  9.6  0.94  0.87  

Yaskawa Electric JP 3.1  Elec. Eq. & Inst. Neutral 1,343  4% 12% 12% 15.4  13.6  1.73  1.57  

Zhen Ding Technology TW 1.9  Elec. Eq. & Inst. Neutral 80  -10% 16% 14% 8.9  9.2  1.35  1.23  

Novatek Microelectronics 

 

TW 2.5  Semi.s & Semi. Eq. Buy 136  8% 24% 25% 11.6  10.6  2.73  2.57  

Samsung Electronics KR 143.4  Semi.s & Semi. Eq. Buy 1,197,00

  

16% 10% 9% 9.5  9.5  0.89  0.82  

SK Hynix KR 18.3  Semi.s & Semi. Eq. Buy 30,950  29% NA NA 9.7  10.2  0.96  0.90  

TSMC TW 119.8  Semi.s & Semi. Eq. Buy 153  5% 23% 23% 12.8  11.4  2.83  2.49  

ASE TW 9.1  Semi.s & Semi. Eq. Neutral 38  -2% 12% 12% 15.2  14.5  1.79  1.69  

ASM Pacific Technology HK 3.3  Semi.s & Semi. Eq. Neutral 65  -4% 18% 16% 16.8  16.8  2.83  2.59  

Inotera Memories TW 5.6  Semi.s & Semi. Eq. Neutral 28  5% NA NA 12.0  11.8  1.23  1.11  

MediaTek Inc. TW 11.1  Semi.s & Semi. Eq. Neutral 234  -15% 11% 11% 14.1  13.5  1.49  1.44  

Rohm JP 4.5  Semi.s & Semi. Eq. Neutral 4,910  28% 4% 4% 16.8  15.7  0.68  0.66  

Siliconware TW 4.8  Semi.s & Semi. Eq. Neutral 51  -2% 16% 15% 13.9  14.0  2.09  2.01  

Tokyo Electron JP 10.3  Semi.s & Semi. Eq. Neutral 7,215  -7% 11% 10% 17.6  17.5  1.84  1.75  

UMC TW 5.1  Semi.s & Semi. Eq. Neutral 13  -10% 5% 5% 15.6  14.1  0.75  0.73  

Realtek Semiconductor. TW 1.3  Semi.s & Semi. Eq. Sell 83  -40% 11% 11% 19.5  18.8  2.16  2.11  

Semiconductor Manufacturing 

  

CN 3.7  Semi.s & Semi. Eq. Sell 1  -6% 5% 5% 18.1  19.5  0.91  0.87  

Vanguard TW 2.6  Semi.s & Semi. Eq. Sell 52  -45% 16% 16% 19.3  19.5  3.08  3.07  

Asahi Kasei JP 8.2  Chemicals Buy 670  64% 9% 9% 8.6  8.0  0.78  0.74  

Asian Paints Ltd. IN 12.4  Chemicals Buy 872  15% 33% 34% 43.5  37.4  13.54  11.77  

Formosa Plastics TW 15.4  Chemicals Buy 80  14% NA NA 15.0  13.4  1.58  1.50  

Hitachi Chemical JP 3.5  Chemicals Buy 1,951  28% 10% 9% 10.7  10.1  0.99  0.93  

Kuraray JP 3.9  Chemicals Buy 1,282  40% 9% 9% 9.5  9.0  0.85  0.80  

Lotte Chemical KR 9.2  Chemicals Buy 331,000  24% NA NA 13.8  11.9  1.33  1.20  

Nitto Denko JP 9.5  Chemicals Buy 6,562  52% 13% 13% 12.3  11.5  1.51  1.38  

PTT Global Chemical TH 7.0  Chemicals Buy 55  1% 8% 9% 12.9  11.1  1.02  0.98  

Shanghai Petrochemical CN 9.1  Chemicals Buy 3.64 4% 16% 14% 10.6  10.8  1.62  1.47  

Sumitomo Chemical JP 7.3  Chemicals Buy 510  57% 12% 12% 7.8  7.3  0.92  0.85  

Teijin JP 3.3  Chemicals Buy 381  44% 15% 14% 8.1  7.9  1.14  1.03  

Toray JP 13.0  Chemicals Buy 932 39% 10% 10% 13.7  12.4  1.33  1.22  

UPL Ltd IN 2.6  Chemicals Buy 412  46% 18% 19% 11.4  9.5  1.93  1.67  

Formosa Chemicals & Fibre TW 13.4  Chemicals Neutral 76  -1% NA NA 18.6  18.1  1.41  1.37  

JSR JP 3.3  Chemicals Neutral 1,644  9% 8% 8% 12.3  11.6  0.98  0.94  

LG Chemical KR 16.8  Chemicals Neutral 312,000  9% NA NA 14.7  12.9  1.45  1.33  

Mitsubishi Chemical Holdings JP 7.8  Chemicals Neutral 611  28% 9% 10% 9.4  8.0  0.85  0.79  

Mitsui Chemicals JP 3.2  Chemicals Neutral 368  39% 10% 10% 8.2  7.6  0.80  0.74  

Nan Ya Plastics TW 15.5  Chemicals Neutral 65  -6% NA NA 15.8  14.6  1.46  1.40  

Shin-Etsu Chemical JP 22.1  Chemicals Neutral 5,946  8% 7% 7% 17.1  16.6  1.19  1.13  

PETRONAS Chemicals  MY 13.3  Chemicals Sell 7  -9% 11% 11% 21.5  19.7  2.22  2.10  

ACC Limited IN 3.3  Const. Materials Buy 1,243  27% NA NA 20.8  16.0  2.60  2.42  

Siam Cement TH 15.4  Const. Materials Buy 456  16% NA NA 12.2  11.7  2.39  2.13  
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Name   MC U$ 

 

Industry Rating price Upside ROE 16 ROE 17 P/E 16E P/E 17E P/B 16E P/B 17E 

UltraTech Cement IN 12.1  Const. Materials Buy 2,974  16% 15% 18% 24.8  18.1  3.50  3.02  

Ambuja Cements IN 4.4  Const. Materials Neutral 196  10% NA NA 24.6  18.6  2.77  2.59  

Anhui Conch Cement CN 12.8  Const. Materials Neutral 18  36% NA NA NA NA NA NA 

Asia Cement TW 2.8  Const. Materials Neutral 27  13% 3% 3% 20.2  18.5  0.51  0.50  

Taiwan Cement TW 3.3  Const. Materials Neutral 30  9% 7% 8% 13.2  12.0  0.94  0.92  

Indocement ID 5.6  Const. Materials Sell 20,175  -32% NA NA 17.2  16.6  2.81  2.75  

Lafarge Malayan Cement MY 1.8  Const. Materials Sell 9  -11% NA NA 21.8  19.8  2.42  2.41  

Semen Indonesia ID 4.6  Const. Materials Sell 10,400  -14% NA NA 14.4  12.6  2.14  1.93  

Hitachi Metals JP 4.8  Metals  Buy 1,279  60% NA NA 10.1  9.4  1.02  0.94  

Hyundai Steel KR 5.4  Metals  Buy 56,900  11% NA NA 9.0  7.8  0.49  0.46  

JSW Steel IN 4.1  Metals  Buy 1,133  10% 6% 9% 20.1  12.7  1.18  1.10  

Korea Zinc KR 6.6  Metals  Buy 456,000  21% 11% 11% 14.0  13.1  1.47  1.36  

Nippon Steel&Sumitomo 

 

JP 17.4  Metals  Buy 2,094  24% NA NA 12.9  9.0  0.67  0.64  

POSCO KR 13.7  Metals  Buy 211,500  13% NA NA 17.7  9.3  0.44  0.43  

Tata Steel IN 3.8  Metals  Buy 267  24% 3% 8% 25.4  10.0  0.79  0.75  

JFE Holdings JP 8.0  Metals  Neutral 1,491  1% NA NA 19.8  9.8  0.47  0.45  

Kobe Steel JP 2.9  Metals  Neutral 91  -1% NA NA 21.0  12.5  0.44  0.43  

Maruichi Steel Tube JP 2.3  Metals  Neutral 3,145  3% NA NA 19.5  17.4  1.05  1.02  

Mitsubishi Materials JP 4.0  Metals  Neutral 344  -10% NA NA 10.0  11.0  0.74  0.72  

Sumitomo Metal Mining JP 6.1  Metals  Neutral 1,251  -12% 2% 5% 41.6  13.8  0.69  0.67  

China Steel TW 9.5  Metals  Sell 20.9 -34% 1% 3% 86.7  35.2  1.10  1.08  

Nine Dragons Paper CN 3.5  Paper  Buy 6  49% NA NA 9.2  7.9  0.81  0.76  
Source:  Datastream, UBS  
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Figure 44: Country performance and valuations 

  Performance US$ (%) P/E (x) P/Book (x) EPS growth (%) DY (%) ROE (%) 

 MSCI 1m 3m YTD 2015 2015 2016 2017 2015 2016 2017 2015 2016 2017 2016 2016 

China -0.1 -15.5 -13.1 -10.0 10.2 9.6 8.4 1.29 1.17 1.06 0.7 5.5 14.1 3.0 12.2 

Hong Kong 1.5 -9.4 -8.5 -3.3 14.4 13.5 12.5 1.03 0.99 0.95 -13.5 6.6 8.0 3.6 7.4 

India -4.1 -9.1 -10.6 -7.4 19.0 16.1 13.7 2.72 2.44 2.22 2.1 18.5 17.0 1.9 15.2 

Indonesia 5.2 8.4 8.0 -21.0 16.5 15.4 13.6 2.83 2.57 2.30 -4.5 6.9 13.4 2.5 16.7 

Korea -3.0 -12.4 -8.0 -7.9 9.9 10.4 9.5 0.95 0.89 0.83 20.6 -4.4 8.9 2.0 8.6 

Malaysia -0.5 0.9 1.9 -22.4 16.3 15.7 14.4 1.69 1.62 1.53 -2.6 3.6 9.3 3.1 10.3 

Philippines 0.4 -5.8 -4.6 -8.1 18.9 16.9 15.3 2.51 2.29 2.09 5.8 11.9 10.2 2.1 13.6 

Singapore 4.9 -6.0 -5.7 -20.8 11.6 11.6 10.9 1.06 1.00 0.95 -3.2 0.3 6.1 4.5 8.7 

Taiwan 4.4 -2.2 0.4 -14.4 12.5 12.5 11.4 1.57 1.49 1.40 1.6 0.0 9.1 4.2 11.9 

Thailand 6.2 1.4 10.3 -25.5 15.3 14.1 12.3 1.86 1.70 1.57 -0.4 8.6 14.1 3.2 12.1 

Asia ex Jp 0.4 -9.4 -7.3 -11.3 11.9 11.6 10.4 1.31 1.22 1.13 2.6 3.3 11.4 3.0 10.6 

Japan -5.3 -12.5 -11.2 7.8 14.7 13.6 12.1 1.17 1.10 1.03 5.6 8.0 13.1 2.3 8.0 

Australia -1.4 -8.9 -9.0 -14.1 13.5 15.0 14.7 1.53 1.64 1.59 -4.0 -10.6 2.6 5.2 10.9 

APAC -2.3 -10.6 -9.1 -4.3 12.8 12.1 11.0 1.23 1.16 1.09 3.2 5.4 9.8 3.1 9.6 

USA 1.9 -6.4 -3.6 -0.8 17.4 16.9 14.9 2.61 2.52 2.38 0.2 2.6 13.7 2.3 14.9 

Europe -1.2 -9.9 -7.4 -5.3 15.1 14.7 13.1 1.61 1.60 1.52 -4.3 2.7 12.6 3.9 10.8 

Emerging 1.4 -8.8 -5.2 -17.0 12.1 11.5 10.0 1.32 1.21 1.11 -5.9 5.9 15.2 3.1 10.5 

World 0.6 -8.0 -5.3 -4.3 15.7 15.1 13.4 1.84 1.80 1.70 -1.9 3.5 13.1 2.9 11.9 

Source: IBES, Thomson Datastream, UBS APAC Equity Strategy 

 

 Figure 45: Asia ex Japan sector performance and valuations 

MSCI Performance US$ (%) P/E (x) P/Book (x) EPS growth (%) DY (%) ROE (%) 

AxJ 1m 3m YTD 2015 2015 2016 2017 2015 2016 2017 2015 2016 2017 2016 2016 

Materials 5.9 -0.4 0.2 -11.9 17.4 14.4 12.4 1.06 1.02 0.97 3.4 21.6 16.0 2.8 7.1 

Utilities 2.1 -3.9 -3.5 -11.5 8.8 10.4 9.9 1.28 1.19 1.11 52.0 -14.9 4.8 3.6 11.4 

Energy 3.7 -4.5 -1.2 -21.4 13.4 13.6 10.1 0.86 0.83 0.79 -29.3 -1.8 35.7 2.8 6.1 

Telecoms 1.3 -4.6 -1.9 -11.5 15.1 14.6 13.5 1.83 1.75 1.65 5.9 3.1 8.5 4.0 12.0 

Cons Stpls -1.9 -6.9 -4.4 -3.1 23.5 21.0 18.6 2.93 2.69 2.51 12.6 12.0 12.6 2.0 12.8 

Health Care -5.2 -7.1 -7.8 6.2 28.5 23.5 19.3 4.19 3.72 3.17 23.6 21.4 18.1 0.9 15.8 

Tech 0.8 -8.4 -5.5 -8.2 14.7 14.1 12.4 2.11 1.91 1.72 -3.1 4.1 13.5 2.2 13.5 

Cons Disc 0.9 -9.2 -6.8 -16.4 13.1 12.0 10.7 1.56 1.43 1.31 -6.0 8.7 12.5 2.4 11.9 

Industrials -0.9 -11.4 -8.2 -10.5 12.5 12.1 10.7 1.13 1.05 0.97 12.2 2.9 13.6 2.6 8.7 

Financials -0.4 -13.7 -12.2 -12.7 8.4 8.2 7.6 0.90 0.84 0.78 4.4 2.2 7.9 4.2 10.3 

Asia ex Jap 0.4 -9.4 -7.3 -11.3 11.9 11.5 10.3 1.31 1.22 1.13 2.6 3.3 11.4 3.0 10.6 

Source:  IBES, Thomson Datastream, UBS APAC Equity Strategy 
aasdf 

 
    

Valuation Method and Risk Statement 

Although there are many uncertainties with equity investing, generally economic 
and policy surprises pose the most consistent and continuous risks. Economic 
growth can be volatile, leading to earnings uncertainty. Inflation volatility can 
likewise lead to interest rate uncertainty. The direction and level of policy rates has 
a substantial impact upon equity valuations. 
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Required Disclosures 

This report has been prepared by UBS Securities Asia Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and 
affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit  
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report.  

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report.  

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage1 IB Services2 

Buy FSR is > 6% above the MRA. 48% 36% 

Neutral FSR is between -6% and 6% of the MRA. 39% 28% 

Sell FSR is > 6% below the MRA. 12% 22% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Sell Stock price expected to fall within three months from the time 
the rating was assigned because of a specific catalyst or event. <1% <1% 

Source: UBS. Rating allocations are as of 31 December 2015. 
1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 

KEY DEFINITIONS:  Forecast Stock Return (FSR)  is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months.   Market Return Assumption (MRA)  is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium).   Under Review (UR)  Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation.   Short-Term Ratings  reflect the expected near-
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case.   Equity Price Targets  have an investment horizon of 12 months.  

EXCEPTIONS AND SPECIAL CASES:  UK and European Investment Fund ratings and definitions are: Buy:  Positive 
on factors such as structure, management, performance record, discount;   Neutral:  Neutral on factors such as structure, 
management, performance record, discount;   Sell:  Negative on factors such as structure, management, performance 
record, discount.   Core Banding Exceptions (CBE):  Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece.  

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 

http://www.ubs.com/disclosures
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UBS AG Hong Kong Branch:  Niall MacLeod; Matthew Gilman; Yuka Murata.   

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Chicony Electronics 2385.TW Buy N/A NT$73.70 03 Mar 2016 

Guangzhou Automobile 2238.HK Buy N/A HK$7.04 03 Mar 2016 

Hitachi Metals 5486.T Buy N/A ¥1,309 03 Mar 2016 

Hyundai Motor5, 7 005380.KS Buy N/A Won147,500 03 Mar 2016 

LG Display7, 16 034220.KS Buy N/A Won24,250 03 Mar 2016 

Lotte Chemical 011170.KS Buy N/A Won316,500 03 Mar 2016 

Murata Manufacturing 6981.T Buy N/A ¥14,600 03 Mar 2016 

POSCO16 005490.KS Buy N/A Won213,500 03 Mar 2016 

Rohm 6963.T Neutral N/A ¥4,975 03 Mar 2016 

SAIC Motor 600104.SS Buy N/A Rmb18.98 03 Mar 2016 

Samsung Electronics 005930.KS Buy N/A Won1,220,000 03 Mar 2016 

Sinopec Shanghai Petrochemical16 0338.HK Buy N/A HK$3.59 03 Mar 2016 

SK Hynix 000660.KS Buy N/A Won31,950 03 Mar 2016 

Toray 3402.T Buy N/A ¥922.3 03 Mar 2016 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
5. UBS AG, its affiliates or subsidiaries expect to receive or intend to seek compensation for investment banking 

services from this company/entity within the next three months. 
7. Within the past 12 months, UBS Securities LLC and/or its affiliates have received compensation for products and 

services other than investment banking services from this company/entity. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Global Disclaimer 
This document has been prepared by UBS Securities Asia Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo, the UBS Client Portal and UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/global/en/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global/en/legalinfo2/privacy.html) and cookie notice (http://www.ubs.com/global/en/homepage/cookies/cookie-
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Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
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Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the 
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11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business under license number 
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Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person within the meaning 
of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be, and do not constitute, 
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