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SECTOR UPDATE 

Industrial Automation – China 
Slowing Growth, More Selective On Stock Picks 
3Q21 was a tough quarter for automation names around the globe, plagued by 
component shortages, cost hikes, the resurgence of COVID-19, and power outages in 
China. Our channel checks show that the demand in 2021 has not yet peaked, but the 
growth rate will still slow down to low- to mid-single digits in 2022 from the mid-teens 
growth in 2021. We are turning selective on stock picks as new economy industries like 
solar, 3C and semis will outperform cyclical sectors, and selective domestic IA names 
will retain rapid growth through import substitution. Maintain OVERWEIGHT. 

WHAT’S NEW 
• 3Q21 was tough for the automation names in both the domestic and foreign market. 

3Q21 was a tough quarter for the entire industrial automation (IA) supply chain with both 
domestic and foreign names facing the common problem of component/transportation 
(shipping) cost hikes and semiconductor shortage.  

• Domestic automation companies seem to be less affected by the semiconductor shortages 
thanks to their localised supply chain and relatively smaller scale, but saw more pressure 
from component cost hikes as they tend to have a lower pricing power vs foreign names.  

• On the other hand, most of the foreign automation leaders reported a miss in 3Q21 earnings 
and had to cut down its full-year targets, due to a worse-than-expected chip shortage which 
is now expected to at least last through the next two quarters. However, foreign brands have 
been raising ASPs as their customers are less price sensitive (eg ABB raised its robots ASP 
by 6-8% about one month ago). This should in turn benefit the domestic IA names from 
4Q21 as they are now following suit in raising prices. 

• Orders outlook: Peaking cycle? Not quite. According to MIR Databank, China’s IA 
demand growth was +8.3% yoy in 3Q21, further slowing down from +15.4% yoy in 2Q21. 
Without a doubt, the IA demand growth peaked in 2021, and the mid-teens growth in 2021 
can no longer be sustainable. Nevertheless, apart from the slowing demand, the industry 
was plagued by a plethora of problems in 3Q21, including the abovementioned component 
shortages, resurgence of COVID-19, and power outages which turned out to have a greater-
than-expected impact on the IA industry. These events will likely continue to affect the IA 
industry for the rest of 2021 and make the slowdown more abrupt. 

• The guidance provided by various IA names indicates that the current industry downturn will 
be short-lived. The Japanese automation names stated that orders from China remain solid, 
and in actuality their new orders came in stronger than expected. Nevertheless, the chip 
shortage is expected to remain a problem to deliveries from 4Q21-1Q22. The Taiwanese 
automation names expect demand from China to remain weak through 4Q21, although the 
impact is expected to gradually subside throughout the quarter; they are still expecting 
growth in 2022 through the normalisation of demand and market share gains. The domestic 
names maintained their advantages of having a localised supply chain and expect the 
shortage to be a non-factor in 4Q21. Domestic names are also more optimistic regarding 
their growths going into 2022, and are seemingly more immune to the slowing market thanks 
to a lower base and high potential in market share gains ie their growth rate is currently more 
affected by technological advancement rather than the overall industry demand.  
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Target Price

(Rmb) 

Han’s Laser 002008 CH BUY 44.82 51.00 

PEER COMPARISON 
     Upside/  Net
   Price @ Target (Downside) Market ---------- PE ---------- ----------P/B --------- Gearing
Company Ticker Rec 12 Nov 21 Price to TP Cap 2021F 2022F 2021F 2022F ROE (Cash)
   (Rmb) (Rmb) (%) (Rmbm) (x) (x) (x) (x) (%) (%)
Inovance 300124 CH HOLD 70.51 75.30 6.8 184,808 58.6 47.9 14.3 11.7 25.1 6.5
Estun 002747 CH BUY 28.80 34.00 18.1 25,016 149.3 71.1 9.2 8.2 6.2 21.7
Han’s Laser 002008 CH BUY 44.82 51.00 13.8 47,826 27.8 22.0 4.4 3.8 15.3 16.8

Source: Bloomberg, UOB Kay Hian 
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• Widening divergence between different end-markets. In 3Q21, China’s IA market saw 
strong growth from the new economy sectors, primarily EV battery, consumer electronics, 
semiconductors and industrial robots (IR), primarily thanks to a structural equipment 
upgrade and long-term end-demand driven capacity expansion. Most of the traditional 
economy sectors such as textile, PIMMs, packaging and plastics also saw decent growth, 
but they were primarily boosted by the influx of overseas demand amid the resilient COVID-
19 situation in the overseas markets, and are now expected to gradually normalise as the 
COVID-19 situation gradually comes under control. The more cyclical sectors such as heavy 
machineries and elevators are likely to see moderating growth. As such, stock selection on 
companies with better expertise/higher exposure to the growth sectors will be increasingly 
more important going forward.   

ACTION 
• Maintain OVERWEIGHT as the mid-long-term secular growth story remains intact, and we 

expect the China IA industry to recover after a short downturn in 2H21-1Q22. However, we 
are turning more selective on stock picks amid a slowdown in growth, and expect share 
gainers to outperform peers. 

• Shenzhen Inovance (300124 CH/HOLD/Target: Rmb75.30). Shenzhen Inovance 
(Inovance) had been the best performer among companies under our coverage through 
2020-21, thanks to superior supply chain management, cost controls and vast market share 
gains. However, Inovance’s general automation business should slowdown going forward, 
as it is already the largest low-voltage inverter and servo manufacturer in China. Inovance 
will also likely face pressure in its elevator business given China’s crackdown on the 
property market. Nevertheless, Inovance’s growth (albeit slower vs 2020-21) in the coming 
two years will be sustained by its star business EV power control, rapidly growing IR 
business, and its programmable logical controllers (PLCs). Inovance has also announced its 
shift in R&D focus into industrial digitalisation and energy management, although we are not 
expecting meaningful contribution from these new businesses in the near future.  

• Overall, we still like Inovance for its leading technology among the domestic IA names, but 
given their already high base and diverse downstream coverage, it will be difficult for 
Inovance to again significantly outperform its peers. We keep target price of Rmb75.30 
unchanged, and downgrade to HOLD given fair valuation. 

• Estun Automation (002747 CH/BUY/Target: Rmb34.00). We believe Estun Automation 
(Estun) should be one of the names that has its growth pegged to technological 
advancement more than the overall market growth, given its still low base (about 3-4% 
market share in 9M21) and high demand for import substitution. That said, IR is one of the 
industries that will likely report sustained high growth going into 2022. Estun has the added 
advantage of having high exposure in the economy with good prospects, including 3C and 
EV battery (about 30% of 2021’s shipment), solar (15% of 2021’s shipment), lathes (10% of 
2021’s shipment), and welding robots (20% of 2021’s shipment). 

• Nevertheless, the major concern on Estun is still its execution capabilities regarding the 
improvement of profitability and operation management, given the huge miss in 2Q21 due to 
supply chain management issues and component cost hikes. Estun’s profitability has since 
improved meaningfully in 3Q21 after localising its supply chain and improving its cost 
structure. Its margins are expected to improve further into 4Q21-2022, as it is following the 
leading robot manufacturers in raising product ASP. However, given Estun’s focus in the 
near term is still market share gains, we prefer to remain cautious on the company and wait 
for further improvements before making a conviction BUY call on the company.  

• Han’s Laser (002008 CH/BUY/Target: Rmb51.00). Han’s Laser’s (HL) story remained solid 
going into 2022 with ample order backlog to support growth. For the consumer electronic 
business, the delayed orders from Apple’s SEA production line should contribute to its 2022 
sales, while PCB equipment’s orders remain robust on the back of import substitution. EV 
battery is expected to remain robust through 2022-23 as HL is expanding its product 
portfolio from welding and packing to winding and stacking equipment. The profitability of the 
long-time depressed high power laser equipment is also recovering, thanks to the increased 
utilisation of the in-house manufactured laser source. Maintain BUY and keep target price at 
Rmb51.00. 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
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