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Maintain NEUTRAL

Price hike kicks in
INVESTMENT HIGHLIGHTS
•

The two largest non-nationals Toyota and Honda announced price hikes of between 2.8% and 8.6%.

•

The quantum was smaller than expected and only partly covers the cost of a weaker Ringgit.

•

We remain wary of the impact on TIV, particularly in the national car segment which has shown
volume deterioration.

•

Maintain NEUTRAL on autos given the persistently weak Ringgit and a muted demand outlook.
Berjaya Auto (BUY, TP: RM2.60/share) is our top sector pick and may win market share in the nearterm as it maintains status quo on pricing.

Price hike kicks in. Toyota and Honda (the two largest non-nationals with a combined 28% market share) have both
officially announced price increases recently. Of the two, UMW Toyota saw the bigger quantum of increase, i.e.
between 3.1%-8.6%, while Honda announced a 2.77%-2.83% increase. Price of the Camry Hybrid however is
maintained at RM174,900. Toyota’s volume driver, i.e. the Vios (which is estimated to account for 29% of Toyota TIV),
saw a 3%-4% increase while the largest increase was seen for the Hilux model, i.e. 6%-9%. Honda, which we
understand transacts mainly in JPY (vs. a 100% USD exposure for UMW Toyota), saw a pretty uniformed price increase
across all its models.

Quantum smaller than earlier indications. While the price increase announced by Toyota and Honda was expected
since last year, the quantum of increases seems to be smaller than earlier indications of up to 16%. On our estimates,
the price increase would only offset 34% of the impact of the RM weakening since Jan 2015 (for UMW Toyota). As a
recap, the RM has depreciated by some 25% against the USD since Jan 2015. We estimate that if UMW Toyota were to
fully offset the impact of the weaker RM over the past 12 months, average pricing had to be raised by an average 15%
against the base 2015 pricing - which is triple the estimated average 5% hike that was implemented. The price hike is
positive as it helps to offset skyrocketing cost from a weak RM, but we remain wary of the negative impact on TIV,
amid an already weak consumer sentiment and the drying up of the market from consumers bringing ahead purchases
in 4Q15.

Selective price hike already taken by Perodua. In the national car segment, we are still uncertain whether
Perodua will impose a price hike this year, though both national cars hinted of this in late 2015. Recall however that
Perodua had selectively increased pricing for its Axia model, specifically, the Axia G 1.0 by RM990 (+3%) in Oct 2015,
from RM32,637. The second round of increase was RM1,500 (+4.5%) but this came with the inclusion of an ABS (Antilock Braking System) system for this variant. Since its launch in late 2014, the Axia has become Perodua’s largest
volume driver accounting for 48% of its TIV.
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Tell-tale impact in the national car segment? More importantly, the expected price hike in the national car
segment (which accounts for ~50% of TIV) will likely impact volumes negatively given the price sensitive segments
they operate in. Since the price hike for the Axia was implemented on 1st Oct 2015, Perodua saw its TIV growth trend
reverse to a -2%yoy and -9%yoy in Oct and Nov 2015 respectively. While admittedly, Perodua TIV was inflated in
4Q14 given the initial hype for the Axia (hence inflating the base for a year-on-year comparison), the 2%mom
contraction in Nov 2015 (which is the immediate month after the price increase was announced) seems to underpin
the negative volume reaction to the price hike.

Currency is still a big drag. The weak RM is expected to have a more pronounced impact on sector earnings in
FY16F. To give a perspective, USD/RM averaged at circa 3.90-4.00 year-to-date but spot rate now stands at 4.38 (this
will be largely reflected in 1H16. Second, hedges at lower rates would have expired and new hedges would eventually
reflect higher exchange rates. After a 44% earnings contraction in FY15F, sector aggregate earnings is expected to
decline further by 3% in FY16F. The earnings contraction is buffered by our expectation of a hike in pricing, but any
worse than expected volume impact underpins our bearish view on the sector.

More hikes coming?. BAuto remains status quo on its pricing, consistent with its guidance, while Tan Chong and
Mitsubishi Malaysia had hinted of a price increase late last year. Tan Chong is also heavily exposed to the USD and we
think a price hike is inevitable. Tan Chong’s operating margins had already shrunk from a steady state 6%-8% to as
low as 3%-4% currently, even after the rolling back of heavy discounting last year.

BAuto likely to win market share. BAuto benefits from much superior margins versus UMW Toyota and Tan
Chong, i.e. pretax margins of ~14% versus UMW’s 8% and Tan Chong’s 3%, giving it much better tolerance against
the weaker RM. While we do not rule out BAuto participating in the price hike if the RM continues to remain weak
through 1H16, in the near-term, it is likely to win market share given its decision to maintain prices of its models.

We maintain NEUTRAL on the auto sector given the persistently weak RM and a muted demand outlook. Our
top sector pick is Berjaya Auto (BUY, TP: RM2.60/share): (1) While there is considerable pressure from the stronger
JPY, earnings is buffered by model mix expansion, i.e. the CBU CX3 and the upcoming Mazda 6 CKD which will
expand margins and dilute contribution from the lower margin Mazda 2, and (2) An underleveraged balance sheet
(FY16F net cash of RM252m which accounts for 10% of market cap) coupled with strong FCF yields of 7%-8% (given
an asset light business model), suggests dividend upside and potential acquisitive growth. Ex-cash, BAuto trades at
just 9.7x CY16F earnings. Meanwhile, our forecasts and recommendation for UMW (NEUTRAL, TP: RM6.90/share) is
maintained pending a meeting with management soon.
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EXHIBIT 1: Toyota Price Hike

Source: PaulTan, MIDFR
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EXHIBIT 2: Honda Price Hike

Source: PaulTan, MIDFR
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VALUATION AND RECOMMENDATION
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DISCLOSURES AND DISCLAIMER
This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is for
distribution only under such circumstances as may be permitted by applicable law.
Readers should be fully aware that this report is for information purposes only. The opinions contained
in this report are based on information obtained or derived from sources that we believe are reliable.
MIDF AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or
implied, as to the accuracy, completeness or reliability of the information contained therein and it should
not be relied upon as such.
This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. The analysis contained herein is based on numerous assumptions. Different
assumptions could result in materially different results. All opinions and estimates are subject to change
without notice. The research analysts will initiate, update and cease coverage solely at the discretion of
MIDF AMANAH INVESTMENT BANK BERHAD.
The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may have
interest in any of the securities mentioned and may benefit from the information herein. Members of the
MIDF Group and their affiliates may provide services to any company and affiliates of such companies
whose securities are mentioned herein This document may not be reproduced, distributed or published
in any form or for any purpose.

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS
STOCK RECOMMENDATIONS
BUY
TRADING BUY
NEUTRAL
SELL
TRADING SELL

Total return is expected to be >15% over the next 12 months.
Stock price is expected to rise by >15% within 3-months after a Trading Buy rating has been
assigned due to positive newsflow.
Total return is expected to be between -15% and +15% over the next 12 months.
Total return is expected to be <-15% over the next 12 months.
Stock price is expected to fall by >15% within 3-months after a Trading Sell rating has been
assigned due to negative newsflow.

SECTOR RECOMMENDATIONS
POSITIVE

The sector is expected to outperform the overall market over the next 12 months.

NEUTRAL

The sector is to perform in line with the overall market over the next 12 months.

NEGATIVE

The sector is expected to underperform the overall market over the next 12 months.
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