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HK Equity Strategy Data Monitor (Apr 2024)

18000, the threshold of the bear-to-bull market transition

The Hong Kong stock market continued to break
through in the past month as the HSI, HSCEI, and
HSTECH rose 3-5%. Among the major industry
indexes of the HSCI, information, materials, energy,
telecommunications and financials were the top
performers, rising 4-10%. Healthcare, conglomerates,
properties & construction, and consumer discretionary
were the main laggards, faling 1-3%. Month-to-
date, information, materials, energy, and financials
were the top performers, up 5-8%, while healthcare,
consumer discretionary, and property & construction
were the top laggards, having fallen 1-2%.

According to RRG analysis, the major industry
indexes of the HSCI have shown a relatively clear
rotational trend over the past 12 months. At present,
leading industries — consumer discretionary, energy,
and materials — are still gathering strength. Financials,
conglomerates, and ftelecommunications are in the
weakening quadrant; consumer staples and
property & construction are in the lagging quadrant,
while healthcare, information, industrials, and utilities
are in the improving quadrant. Month-to-date,
materials and energy saw a large positive change
in RS-momentum of 1.7 and 0.8pptf, whereas
conglomerates, financials, property & construction
and healthcare saw major declines in this indicator
in the 0.2-0.8ppt range.

The P/B ratio of the HSI was sfill below 1x while
dividend yield was at a relative historical high of
4.1%. Current valuations across sectors remain very
low. Among the 20 major sectors, 15 fraded below
their five-year average forward P/E. Media fraded
at around 1.3 standard deviations below its five-year
average, while materials and telecommunications
fraded above their five-year average P/E.

Among SH/SZ-HK Stock Connect active stocks,
Tencent recorded the highest southbound net
buying over the past month, with a 17% increase in
its share price. China Mobile again recorded high
net buying, following its strong performance over
the past two months. The Tracker Fund of Hong
Kong saw the highest net selling over the past
month, with 5% growth in the share price.

Due fo heightening geopolitical risk, upstream
indicators showed an accelerated rise across the
board except for minor ferrous metals:

B Energy & materials: Brent and WTl were up 2%
and 1% MoM. Most nonferrous metals,
including gold, copper, aluminum, nickel and
lithium saw MoM price surges. Ferrous metals,
including China hot rolled steel and rebar
steel, saw decelerating price declines.

B Industrial engineering: China excavator sales
volume was up 98% MoM/down 2% YoY in Mar,
with the domestic market far better than the
export market.

B Industrial transportation: The BDI was down
16% MoM and up 17% YoY. The SCFl was up 2%
MoM and 71% YoY while CCFl was down 5%
MoM and up 26% YoY.

Automobiles and consumer electronics showed
signs of recovery while consumption cooled.

B Automobiles: China PV retail sales volume YoY
growth rose from -20% in Feb to 6% in Mar. The
China Auto Overall Inventory Index fell from
1.74 in Feb to 1.56 in Mar, sfill exceeding the
warning level of 1.50.

B Consumer: The China Consumer Confidence
Index was flat MoM and down 6% YoY in Mar.
China retail sales value YoY growth was down
from 7.4% in Feb to 3.1% in Mar, with catering
services down to 7%.

B Retail & wholesale: YTD China online retail sales
YoY growth in Mar slowed to 12%, with physical
goods growth up 12%.

B Information: Global smartphone shipments
maintained growth of 7.7% while China
smartphone shipment growth was up 5.9% YoY
in 1Q 2024. The SOX fell 7.5% MoM with a YoY
increase of 50.5%. Worldwide semiconductor
shipments fell 3.1% MoM but rose 16.3% YoY in
Feb.

The HSI succeeded in breaking through 17000 last
week. It is now soaring towards 18000, approximately
at the 250ma mark (a.k.a. the bull-bear line). We
attribute the recent surge to (1) improved risk-
reward perception of the Chinese economy and
market by foreign capital; (2) positive policy
expectations due to, "CSRC's 5 Capital Market
Cooperation  Measures for Hong Kong”;
(3) accelerated inflow of southbound funds
indicating a growing influence on market pricing;
and (4) anticipation of potential innovative
monetary easing measures by the central bank,
such as QE. We regard 18000 as the threshold for a
bear-to-bull market transition. However, the market
is under pressure from a technical correction in the
short term. If policy and fundamentals cooperate
in the second quarter, the HSI is likely to exceed
and stabilize at 18000. We continue o recommend
following a barbell allocation strategy, gradually
shifting to growth stocks.
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