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Recovery intact  

  
Event 

Although recovery in tourist arrivals and hotel room rates hasn’t been as robust as 
expected, we stand by our view that hotel operators in Taiwan will benefit from 
increasing inbound tourists and peak season for large functions in 4Q23F. In fact, we 
believe recovery of the tourism industry will most likely extend to 2024F as 
international travel is buoyant. Also, relaxation of entry for Chinese visitors is a 
potential catalyst that could drive a share re-rating among hospitality businesses. 

Impact 

Sector to pick up steam in 4Q23F.  Taiwan saw tourist arrivals increase 42% QoQ to 
only half of pre-pandemic levels in 2Q23; thus, national and Taipei City average hotel 
room rates fell a respective 7% and 2% QoQ, suggesting recovery hasn’t been as 
strong as expected. However, as the number of inbound international flights 
increases, and as large conventions and banquets are being held again, we e xpect 
hotel operators to capitalize on favorable seasonality in 4Q23F. Specifically, we 
estimate the occupancy rates of hotels operated by Formosa International Hotel (FIH; 
2707 TT, NT$218.0, OP), My Humble House (MHH; 2739 TT, NT$41.3, OP) and FDC 
International Hotels (2748 TT, NT$73.3, OP) in urban areas will rise 3-5ppts QoQ, while 
room rates may pick up 4-5% QoQ and 48-67% YoY in 4Q23F. Coupled with the 
resumption of seminars, conventions, weddings and corporate year-end banquets, 
we expect increasing accommodation and catering demand to drive further sales and 
margin growth for local hotel operators in 4Q23F. 

Recovery may extend to 2024F. Based on latest earnings results, international hotel 
operators such as Marriot (US), Hilton (US) and IHG (UK) reported 4-7% YoY growth in 
revenue per available room (RevPAR) in the US/ North America market, which were 
also above 2Q19 levels by 4-9%, as demand for traveling and accommodation 
continues to grow at a steady pace almost two years after economic re-opening. Many 
hotel operators have recently revised up full-year financial guidance, which 
management attributes to robust travel demand. We believe Taiwanese hotel 
operators will be able to replicate the success story of international peers, and enjoy 
share price gains underpinned by robust RevPAR. Shares of FIH, MHH and FDC 
International Hotels have pulled back a respective 27%, 41% and 22% over the past 
three months as the recovery in tourist arrivals after border re -opening has been 
milder than expected. That said, considering that monthly tourist arrivals are only 
about 50% of 2019 levels, we think industry recovery will be more sustainable, with 
RevPAR reaching 2019 levels by 1Q24F and with momentum likely to extend to 2024F. 

Stocks for Action 

We revise down 2023F earnings of FIH, MHH and FDC International Hotels by 13%, 
14% and 22%, respectively, reflecting milder-than-expected room rate upticks. 
However, we believe operations will grow QoQ in 4Q23F on the back of increasing 
tourist arrivals and peak season for large functions. Solid RevPAR growth and share 
price rallies of international peers on top of the fact that recent tourist arrivals are 
only about 50% of pre-pandemic levels also suggest that recovery momentum will 
most likely extend to 2024F, driving 21%, 21% and 59% earnings growth for FIH, MHH 
and FDC International Hotels, respectively. As such, we maintain our positive view on 
local hotel operators, and reiterate Outperform on FIH, MHH and FDC International 
Hotels with a respective updated target price of NT$285, NT$54 and NT$96, on 2024F 
PE of 20x, 16x and 20x, versus a historical band of 8-40x. Currently, we prefer FIH and 
FDC International Hotels over MHH, as the latter is more focused on resort-type 
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hotels, which are more affected by waning domestic travel demand as a result of the 
resumption of international travel. 

Risks 

Pandemic resurgence; slower-than-expected recovery of air passenger traffic. 

Glimmer of hope in border opening to Chinese visitors.  Visitors from China 
represented a large part (up to 40%) of tourist arrivals to Taiwan between 2010-19; 
however, due to rising tensions between China and Taiwan, and the outbreak of the 
COVID-19 pandemic, the number of Chinese tourists arriving in Taiwan has plunged 
to 26k per month, accounting for 5% of total arrivals. Taiwan recently announced that 
it intends to relax travel restrictions against Chinese group visitors with a maximum 
arrival quota of 2,000 people per day. While the policy also requires the good will of 
the Chinese government to be able to proceed, which we do not expect to happen 
before Taiwan’s presidential election in 2024, we note that it’s a positive sign that 
cross-strait travel bans could be over. Our back-of-the-envelop estimate is that the 
daily arrival of 2,000 Chinese group visitors will boost the hotel occupancy rate by 4-
5ppts, assuming each visitor stays for six days, and if the number of Chinese visitors 
recovers fully to the 2019 level, the overall hotel occupancy rate in Taiwan will climb 
18ppts, creating revenue of NT$7.2bn for hotels. As such, we see further border 
relaxation or full opening to Chinese visitors as an enormous business opportunity for 
Taiwanese hotel operators, which, should it come to pass, will boost the valuations of 
hotel stocks. 
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All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 

relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in 
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