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China / HK Market Weekly

Mortgage boycotts dent confidence

Last week (11-15 Jul), China / HK stock markets pulled back further due to rising
concerns on China’s property market. Sentiments worsened in HK with volatility
index and short-sell ratio moving up. Looking ahead to this week, investors will
focus on how the mortgage boycotts and COVID epidemic in China will unfold,
as well as the US 2Q earnings and profit alerts in China/ HK markets. We expect
sector rotation from Chinese Financials & Property to growth stocks such as
Internet, Healthcare & Consumer, as potentially more accommodative policies

would lend support to growth stocks’ valuation.

B Market recap: The HSI / CSI 300 tumbled by 6.6% / 4.1% last week,
significantly underperforming other major markets (Fig. 1), as the “stop
mortgage repayment” movement in some Chinese provinces has dented
investor confidence in China’s property market and banks’ asset quality. By
sector, Financial & Property led declines in both H and A-shares, while IT H-

shares also suffered (Fig. 3-4).

B Interest rates: Expectations of Fed rate hikes further rebounded after the US
core CPI rose 5.9% in Jun (vs. 5.7% estimates). The implied Fed funds rate
by the end of 2022 is now 3.51%, still lower than the peak seen in mid-Jun by
21 bps, and the implied rates would peak in Feb 2023 (Fig. 10-11). The UST

yield curve flattened as short rates jumped (Fig. 8).

B Sentiment: Risk indicators worsened in HK stock market, as “Fear Index”
VHSI rebounded to 30 from a three-month low, and the short-sell ratio on HK
mainboard jumped to above 18%, near a two-month high (Fig. 18 & 19). By
sector, short-sell ratio increased in Financials, Commodities and Consumer

Discretionary, and decreased in Industrials.

B Earnings: FY22E EPS consensus of the HSI / HSTECH / CSI 300 were
revised by -0.8% / -1.5% / +0.3% last week (Fig. 37-39). By sector, estimates
of Property got slashed in HK, and Materials, IT & Healthcare were also

revised down. In A-shares, estimates of Commodities stocks were up.

B Market outlook & sector views: The latest mortgage boycott incidents
threaten to derail the nascent recovery in China’s housing market. Property &
Banking stocks may remain under pressure until there are some solutions
from the government and banks. On the plus side, monetary policies may
remain accommodative and investors might look forward to more fiscal stimuli
to counter the negative impact from mortgage boycotts. All in all, these could
trigger sector rotation from Financials & Property to growth stocks as the
latter might enjoy rerating from potentially more accommodative policies. We
remain positive on the medium-term outlook of China growth stocks
such as Internet, Healthcare & Consumer. Among Consumer stocks, we
prefer sub-sectors which are less vulnerable to COVID resurgence such as

sportswear and beer.
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Market Recap

Figure 1. Weekly global markets

returns:
China/HK tumbled on weak GDP and housing market

Figure 2: HSI dropped for five straight days
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Figure 3: Hang Seng Composite Index sectors:

Materials, Property & IT led declines

Source: Bloomberg, CMBIGM

Figure 4: CSI 300 Index sectors: Financial & Property
led declines
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Figure 5: Weekly Relative Rotation Graph of HSCI: IT,
Healthcare & Consumer Discretionary remained in
“Improving” zone, indicating strong medium-term
momentum
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Figure 6: Daily Relative Rotation Graph of HSCI: IT
Healthcare & Consumer Discretionary around
“Weakening” zone, indicating weakened short-term
momentum
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Fund Flows

Figure 7: KWEB, the largest China Internet ETF, Figure 8: UST yield curve flattened as short rates
recorded slight outflows, after recent strong inflows  jumped
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Figure 9: US-China 10-year yield spread little Figure 10: Implied Fed funds rate in Dec 2022

changed as both declined rebounded further by 4 bps last week to 3.51%
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Figure 11: Interest rate futures implied Fed funds rate
to peak in Feb 2023
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SH/SZ-HK Stock Connect

Figure 12: Southbound inflows rebounded last week

Figure 13: Northbound inflows sank to negative
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Figure 14: Southbound net buying shrank in Jul Figure 15: Northbound inflows shrinking
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Figure 16: Both Northbound & Southbound inflows
decreased recently

Source: Bloomberg, CMBIGM

Figure 17: AH premium widened by 1.4 ppt last week
as H-shares declined more than A-shares
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Sentiments
Figure 18: “Fear Index” VHSI rebounded to 30 from a Figure 19: Short sell % on HK mainboard jumped to
three-month low above 18%, near a two-month high
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Figure 20: Short sell % in HK - Financials Figure 21: Short sell % in HK —Info Tech
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Figure 22: Short sell % in HK — Consumer Discretion. Figure 23: Short sell % in HK — Consumer Staples
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Figure 24: Short sell % in HK - Property

Figure 25: Short sell % in HK — Healthcare
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Figure 26: Short sell % in HK — Utilities

Source: Bloomberg, CMBIGM

Figure 27: Short sell % in HK — Industrials
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Figure 28: Short sell % in HK — Energy

Source: Bloomberg, CMBIGM

Figure 29: Short sell % in HK — Telecom
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Figure 30: Short sell % in HK — Materials
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Earnings & Valuations

Figure 31: HK & US stocks’ P/E moved closer to 10-yr

mean
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Figure 33: CSI 300’s forward P/E above 10-yr mean

Figure 32: HSI’ forward P/E still lower than 10-yr mean
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Figure 34: Many HSCI sectors’ P/E still at troughs
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Figure 35: EPS estimates of HSI were revised down

by 0.8% last week

Figure 36: EPS estimates of HSTECH Index were
revised down by 1.5% last week
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Figure 37: EPS estimates of A-shares were revised

up by 0.3% last week

Source: Bloomberg, CMBIGM

Figure 38: HK earnings revision: Energy & Industrials up
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Figure 39: A-shares earnings revision: Energy &

Industrials up
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