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Market Data 
Hang Seng Index 24,850 

52-week High / Low 31,183/23,124 

3-month avg. daily t/o  HK$163.6bn 

Source: Bloomberg 

 

Indices Performance 

 HSI HSCEI HSTECH 

1-month -8.8%  -11.4% -18.9%  

3-month -12.7% -17.9%  -27.8%  

6-month -18.9% -25.5%  -44.2%  

Source: Bloomberg 

 

12-month HSI Performance 

 
Source: Bloomberg 
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The HSI slumped to a YTD low 24,582 on 20 Aug, retreating by 20%+ from its 

peak 31,183 in Feb, due to ongoing policy risks in China and to a lesser extent a 

more hawkish Fed. Based on valuation, charts and sentiment, we think 24,000 

could be a short-term bottom, but major catalysts would be needed to stage a 

strong rebound. Reiterate our preference for sectors supported by policy. 

 Valuation: adjusted HSI’s forward P/E near trough. At face value, the HSI’s 

2021E P/E is higher than 10-year average, but valuation has been lifted by 

having added ~20 ppts of growth stocks since 1H 2020. If we exclude the 12 

stocks that only recently became blue chips, this adjusted HSI is trading at 

only 9.4x/8.7x 2021E/2022E P/E, 2 s.d. below 10-year average, and similar to 

the several troughs in the last decade. 

 Technical analysis: support at 24,000. The HSI’s long-term uptrend since 

2008 is now around 24,000, which should offer some support. In the shorter 

term, while its RSI has again fallen into oversold territory, we may wait for a 

“triple divergence” between the HSI and its RSI to call a bottom. 

 Sentiment: VHSI hitting panic zone. The HSI Volatility Index (VHSI), 

equivalent to the “fear index” VIX, surged to over 28 on 20 Aug, which is 

around the numerous peaks over the past 12 months. We think it implies 

investors are showing panic, which has often been a contrarian signal. 

 Major catalysts are needed. Expect the market to be policy news-driven in 

the short term. Even if the HSI reaches a short-term bottom, some major 

catalysts would be needed to drive a meaningful rebound. Taking the bear 

market in 2015 as a reference, we believe such catalysts include policy 

support, rebound in China's PMI, extra liquidity, weak USD and cheap 

valuation. But now we only have cheap valuation. Without enough catalysts, 

the HSI will probably trade in a relatively low range (24,000 – 26,000) in 

upcoming weeks. 

 Strategy: Avoiding policy risks is still the key. Investor confidence clearly 

got hurt by stringent policies, and will need more time and positive catalysts 

to recover. We reiterate our view of “staying on the side line to wait for more 

clarity on China’s regulatory policies”, and identify NEV, New Energy, 

Machinery, Hardware to be the sectors to bottom fish first. 

 

Strategy Report 

Gauging a bottom of the HSI 
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Valuation: adjusted HSI’s forward P/E near trough 
 

 2021E P/E only 9.4x excluding new blue chips 

At face value, the HSI’s 2021E P/E is 11.9x, and does not look cheap if compared with 10-

year average 11.4x. But as we pointed out in our August Strategy Report, HSI’s valuation 

has been lifted by having added ~20 ppts of growth stocks since 1H 2020.  

To make an apple-to-apple comparison, we removed the 12 stocks (of which 11 are growth 

stocks such as Alibaba, Meituan, Xiaomi) that have only recently become blue chips, and 

found that this adjusted “old HSI” is trading at only 9.4x/8.7x 2021E/2022E P/E, 2 s.d. 

below 10-year average, and similar to the several troughs as shown in Fig. 1 & Fig. 2.  

Figure 1：HSI’s current year estimated P/E 

 

Source: Bloomberg, CMBIS 

Figure 2：HSI’s next year estimated P/E 

 

Source: Bloomberg, CMBIS 

 

Technical analysis: Long-term uptrend support at 24,000 
 

The HSI’s long-term uptrend since 2008 (around 24,000 now) should offer some 

support.  

Figure 3：HSI monthly chart since 2008 

 

Source: Bloomberg, CMBIS 

https://www.cmbi.com/article/5714.html?lang=en
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In the shorter term, should any technical rebound occur, there is a strong resistance at a 

downtrend (green line in Fig. 4). While RSI has again fallen into oversold territory, we may 

wait for a “triple divergence” between the HSI and its RSI to call a bottom.  

Figure 4：HSI daily chart YTD 

 

Source: Bloomberg, CMBIS 

 

Sentiment: VHSI hitting panic zone 
 

The HSI Volatility Index (VHSI), equivalent to the “fear index” VIX, surged to over 28 on 20 

Aug, which is around the numerous peaks over the past 12 months. Admittedly it is hard to 

say the VHSI has reached an absolute peak or not, after all it did shoot up to 36 in Jul. 

Nonetheless, we think it implies investors are showing panic, which has often been a 

contrarian signal. 

Figure 5：VHSI daily chart (1-year) 

 

Source: Bloomberg, CMBIS 
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Potential positive catalysts? 
 

Since the market turmoil over the past few weeks has been triggered by regulatory risks, 

we expect the market to be news-driven in the short term. As such, even if the HSI reaches 

a short-term bottom (~24,000 based on our analysis above), some major catalysts would 

be needed to drive a meaningful rebound.  

We take the bear market in 2015 as a reference. The HSI slumped by 36% from the peak 

in Apr 2015 before bottoming out in Feb 2016. 

Figure 6：HSI daily chart in 2015-2016 

 

Source: Bloomberg, CMBIS 

We believe the catalysts behind the rebound since Feb 2016 included: 

1. Policy support from Beijing, especially on fiscal front. Premier Li Keqiang began 

to sound more supportive on fiscal stimuli in Feb 2016. 

2. Cheap valuation: HSI’s estimated P/E was below 10x (Fig. 1 & 2). 

3. China’s PMI started rebounding in Mar 2016 (Fig. 7). 

4. Extra liquidity into A-shares were expected: speculation that A-shares would be 

added to MSCI EM Index, and China's pension fund might enter the market. 

5. USD weakened since Feb 2016 (Fig. 9). 

This time around, how many of these boxes are ticked?  

1. Policy support? No. It is clearly a major risk in the form of stringent regulations. 

Monetary and fiscal policies are becoming more supportive (e.g. RRR cut in Jul 

2021 and Beijing vowed to speed up infrastructure projects), but more supports are 

probably needed. 

2. Cheap valuation? Yes. HSI’s adjusted est. P/E is below 10x, as explained above.  

3. China PMI rebounding? No. Has been trending down for three months (Fig. 8). 

4. Extra liquidity? No. On the contrary, foreign investors are generally selling, with 

“short China” becoming a common trade or even crowded trade.   

5. USD weakened? No. On the contrary, it is making an upward breakout on “double 

bottoms” and “cup-and-handle” (Fig. 10), supported by the Fed turning slightly 

more hawkish towards tapering plan.  

In short, there are not enough catalysts to drive HK stock market back to a bull run 

any time soon. The HSI will probably trade in a relatively low range (24,000 – 26,000) 

in upcoming weeks.  



23 Aug 2021 
 

 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5 

Figure 7：China’s manufacturing PMI (2015-2016) 

 

Source: Bloomberg, CMBIS 

Figure 8：China’s manufacturing PMI (2020-2021) 

 
Source: Bloomberg, CMBIS 

 

Figure 9：USD Index (2015-2016) 

 

Source: Bloomberg, CMBIS 

Figure 10：USD Index (2020-2021) 

 
Source: Bloomberg, CMBIS 

 

 

Strategy: Avoiding policy risks is still the name of the game  
 

The bottom line is, investor confidence clearly got hurt by stringent policies, and will need 

more time and positive catalysts to recover.  

In our August Strategy Report, we suggested “staying on the side line to wait for more 

clarity on China’s regulatory policies”, and we reiterate this view. We identify NEV, New 

Energy, Machinery, Hardware to be the sectors to bottom fish first.  

Some of the names are BYD (1211 HK), Suntien Green Energy (956 HK), Tian Lun Gas 

(1600 HK), BYDE (285 HK) and Xiaomi (1810 HK). 
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