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As traditional industries continue to restructure, the focus
turns to the ‘construction +’ supply chain

We expect reform initiatives at centrally managed infrastructure companies
to continue in the areas of “construction + industry”, “construction + twin
carbon targets” and others to bring significant improvements in financial
positions. After local SOEs straighten out their incentive mechanisms, we
expect their internal growth momentum to increase and lead to higher

revenue and profit flexibility.

Undervalued SOE blue chips present investment potential

We believe construction sector investors would do well to monitor undervalued blue-
chips’ price/performance ratios at this time. Overall, we believe that fundamentals of blue-
chip centrally managed SOEs and local SOEs that are currently undervalued in the post-
pandemic market will continue to improve. We see their lead market shares continuing
to increase while traditional construction companies are undergoing restructure and
upgrades. Along with a “green building” trend, traditional business methods will continue
to change. We believe that the new era of “construction plus” demand would consist of
industry reforms in three main areas: “construction plus industry”, “construction plus twin
carbon targets” and “construction plus endogenous efficiency improvements”.

Construction + industry: twin drivers provide performance and flexibility
“Construction + industry” reforms would mainly develop along two paths: chemical supply
chain and mineral resources. Chemical engineering companies such as China National
Chemical and East China Engineering use their traditional chemical advantages to switch
over to new-era industry. The subsidiary of China Railway has a quality mineral resources
business. We believe centrally managed construction companies hold advantages in
production line design and process optimization, as well as bearing lower initial
investments and lower capital costs. Thus, their transformation would optimize the quality
of their financial positions, improve fundamentals and enhance profit sustainability.

Construction + twin carbon targets: operations/maintenance; model revamp

In view of China’s twin carbon peak and neutrality goals, traditional engineering skills in
production lines are used to revamp operations and maintenance structures. Sinoma
International and Sinosteel International, for instance, are using their traditional project
experience and tech prowess to upgrade old production lines and enter the operations
and maintenance market, expanding their incremental market potential. They have
visible traditional main business and competitive advantages. With their channel
advantages, engineering companies would do well in market segments that require
intelligent transformation, and operational and maintenance revamp. In addition to
providing construction companies with an incremental market for technological
transformation and engineering services, they could also collect stable operational and
management fees, reshaping their business model.

Construction + endogenous efficiency improvement: local infrastructure buildup
This represents the reform of the incentive mechanism, where traditional local SOEs
stimulate internal growth potential and improve quality and efficiency. Local infrastructure
SOEs in Shandong and other places continued to improve their fundamentals in 1H21.
Sufficient orders on hand also laid a good foundation for the development of the 14th
FYP. These companies also have the ability to move from traditional road and bridge
construction to rail transit and municipal administration. We believe that after the
incentive mechanism is straightened out from top to bottom, local SOEs would achieve
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significant improvements in profit and reporting quality through cost reduction and
efficiency improvements. With a multi-category expansion to other industries such as
environmental protection and environmental protection, regional infrastructure demand
is high and the 14th Five-Year Plan period would drive higher growth. Thus, in addition
to a rise in major shareholders’ stakes, we also see increases in their share of provincial
markets.

Valuation and risks

We expect the trend of centrally managed infrastructure companies to continue,
“construction + industry”, “construction + twin carbon targets” and other growth paths
would bring significant improvements in financial positions. After local SOEs straighten
out their incentives, internal growth momentum would increase and lead to higher
revenue and profit flexibility. We recommend Shandong Hi-Speed Road & Bridge Group
(000498 CH, BUY), China National Chemical Engineering (601117 CH, BUY), China
State Construction Engineering Corporation (601668 CH, BUY), China Communications
Construction Company (601800 CH, BUY), China Railway Group (601390 CH, BUY),
China Railway Construction Corporation (601186 CH, BUY), China State Construction
International Holdings (3311 HK, BUY; initiation). We would also monitor activity at
Sinosteel Engineering & Technology (000928 CH, ACCUMULATE). Other stocks
related: Metallurgical Corporation of China, Sinoma International Engineering, East
China Engineering Science and Technology, Shandong Sunway Chemical Group. Risks
include: pandemic duration exceeds expectations; growth rates of infrastructure
investment not rebounding as expected; and net margins of construction companies
rising less than expected.

Share price as of EPS (RMB) PIE
Ticker Company 2021-07-28 Rating 2020A 2021E 2022E 2023E 2020A 2021E 2022E 2023E
000498 CH  Shandong Hi-Speed Road and Bridge Group 5.99 Buy 0.86 1.29 1.64 2.08 6.97 4.64 3.65 2.88
603098 CH  Center International Group 4418 Accumulate 0.34 0.53 0.77 1.18 130.46 83.36 57.38 37.44
002541 CH  Anhui Honglu Steel Construction (Group) 50.30 Buy 1.52 2.21 2.85 3.56 33.05 22.77 17.68 14.14
300982 CH  Suwen Electric Energy Technology 54.69 Buy 1.69 2.25 2.95 3.84 3.54 2.66 2.03 1.56
002135CH  Zhejiang Southeast Space Frame 7.68 Buy 0.26 0.58 0.70 0.87 168.75 76.61 63.15 50.90
601117 CH  China National Chemical Engineering 9.02 Buy 0.74 0.88 1.06 1.25 12.16 10.21 8.47 7.19
002949 CH  Shenzhen Capol International & Associates 16.03 Buy 0.88 1.18 1.59 2.06 18.14 13.55 10.10 777
601800 CH  China Communications Construction 6.55 Buy 1.00 1.19 1.35 1.50 6.53 5.49 4.86 4.36
601668 CH  China State Construction Engineering Corp. 4.49 Buy 1.07 1.24 141 1.60 419 3.62 3.19 2.81
601390 CH  China Railway Group 5.23 Buy 1.03 1.14 1.28 1.44 5.10 457 4.10 3.64
601186 CH  China Railway Construction Corporation 7.28 Buy 1.65 1.93 2.24 2.58 441 347 3.00 2.59
002081 CH  Suzhou Gold Mantis Construction Decoration 6.70 Buy 0.88 1.03 118 1.36 7.61 6.50 5.68 4.93

Source: Tianfeng Securities; Note: PE = share price / EPS
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B, 9> NOx % 69%, I8/ SO2 HFK 75%, /¥ B 83%, WIEFEACAE " REFE
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A EANBAT ML IRV F AR M E AR 55: 2025 41T, SEHLBRHEBUAE; 32030 4, BrAbicERIE
{E PR 30%, TS IURRIHE R 4.2 (20, H ATELHE = R RIE N AR 2 e S 4 E58 R A A
BT VI (), AR B R A DR A T

BRENAA R B ARBUE TR H ATRSAT dl B 2 5 20 R gt dog R . “ Kt
OO RN RN AN SR RIS, NERAT ML BB AL R P, R SRR A
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FORBRIR: P E BRRE AT RKIES0T5C BT FORBRIR: A E BRRAE A AT RIRGESRT FE T

3) MNERERRIRIT AR A TERERE: 214 3 A AN E MRS, JLEFTE 4k
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KRBT AR BERBERA, ATV TERRSERFAS. 2020410 H, A6k
A, PR AR AR L e b AT AR, H AT AR IEAE e R R E
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Category Description Ratings System
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