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China Offshore Equities: Earnings Improvement Needed - Otherwise Just a Short-Lived FOMO Bounce

The recent rebound was “initiated” by fast overseas money and southbound inflow … and then some FOMO money joined recently
•The rapid rebound in the offshore China equity markets started on 22nd April might have caught some investors off-guard given the absence 
of verifiable development (mostly rumors + policy speculation) at the beginning of the rebound
•The rebound was triggered by eased Middle East tensions and more importantly online articles from the Chinese investment community 
(aka. 小作文): (1) the Chinese government will purchase unsold housing inventory in the market and announce supportive housing measures 
around the Politburo Meeting; (2) regulators are reviewing a plan to waive the 20% tax on dividends from HK stocks bought via Stock Connect
•Initially the market was skeptical of the online articles given the high failure rate of such in the past - but southbound money and some fast 
overseas money was apparently “convinced” this time and thus loaded up offshore Chinese stocks; and later some FOMO buying further 
fueled the rebound – but pullbacks were again seen recently amid profit taking and JD/BABA’s CB issuance

History suggests earnings delivery/upgrade is key to sustain the rally, otherwise most likely some/all of the gains will be given back
•So far, we only see mild upward earnings revisions in MSCI China (c.1% in 4 weeks) and very limited upward revisions in Hang Seng Index 
(<0.5% in 4 weeks) as:

o Major upward earnings revisions are concentrated in PDD (PDD US) and Kuaishou (1024 HK), which have c.4/1% weight in the MSCI 
China Index but zero weight in Hang Seng Index
o Sticky earnings forecasts at major Chinese banks/insurers (c.20-25% of Hang Seng Index weight) due to flattish A-shares equity 

markets, net interest margin pressure and still-constrained fiscal stimulus
•Looking ahead, we currently expect limited upward earnings revisions in the near term but will carefully reassess our judgement in June as it 
is an important time window for major earnings revisions ahead of 1H results – and these are some early signals/catalysts to monitor:
o(1) PMI/Export for May – likely strong, but somewhat priced in by market; (2) stabilization in new home sales/price in coming weeks – highly 
uncertain as investment demand remains lukewarm while demand from real end-users is gradually picking up; (3) 618 shopping festival 
performance – on track so far but still 2 more weeks ahead; (4) any indications of further supportive policy rollouts around Third Plenary 
Session in July
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Global Hedge Funds and Southbound the Key Initial Force behind this Rally

● The key initial force behind this rally was 
fast overseas money (i.e. global hedge funds) 
and southbound investors

● Overseas passive funds appear to be 
late-comers and just turned net buyers since 
mid-May (net purchased US$15/169mn in 
the week ended 8/15 May)

● Overseas active funds have reduced their net 
outflow but remained net sellers in 
aggregate

● Institutional investors’ China allocations 
have increased but remain low vs. history
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History Suggests Earnings Delivery/Upgrade is Key to Sustain Rallies 

● In the past 20 years, there were 23 episodes for 
which MSCI China has delivered 20+% returns 
(under 4 scenarios)

● The initial 20% gains were typically driven by 
valuation multiple expansion while whether the 
rallies went further up generally depended on 
earnings delivery/upgrade

● In the “further 20+%” scenario (i.e. rallying 
another 20% with <10% drawdown; or scenario 
#1) happened 7 times out of 23, earnings were 
raised by 10% on average to propel the rallies

○ Do note that the spectacular rallies 
happened during 2006-2007 and 
2008-2009 were broken down into several 
episodes, some of which fell into the 
“ending with +ve return” and “falling 
below starting point of rally within 6 
months” scenarios (scenario #2 & 4)

○ But still, positive earnings revisions were 
observed in most of those episodes

● In summary, earnings delivery is indeed a key 
element to sustain rallies 
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MSCI China: Mild Upward Earnings Revision Driven by Internet Stocks 

● Recent upward earnings revisions were primarily driven by Tencent, PDD, Trip.com and Kuaishou after they reported 
stronger-than-expected 1Q results

● Based on their earnings trends and management guidance, earnings beats are likely to continue in 2Q for these stocks
● However, the key “structural” drags on overall index-level earnings remain sectors that are more closely-linked with real estate 

(Materials, Real Estate) and those negatively affected by US sanctions (Healthcare, Technology) – earnings of which are highly 
sensitive to government policies, which are rather unpredictable in terms of details and timing

For professional investors use only. Not for inspection by, distribution or quotation to, the general public.



Hang Seng Index: Earnings Still Stagnant In General 

● In general, index earnings forecasts were stagnant over the past few weeks with major positive contributions from Tencent and 
Xiaomi, which reported decent 1Q earnings; positive revisions were also observed in global banks/insurers, but only in the low 
single-digit range

● The EPS cuts after 4Q23/1Q24 results release (early March 2024) seem unlikely to repeat for 2Q24 results release after government 
tried to put a floor to the property sector by rolling out some easing measures in recent weeks, but the overall modest policy 
strength shows such measures are mainly for “risk prevention” instead of reflating the bubble 
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Don’t Forget Market is Always Efficient in the End 

China Offshore and HK: The flattish MSCI China Index performance since 2012 is well justified by the rangebound EPS; the 

years-long correction in HSI after Covid lockdown was supported by EPS downtrend   
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Don’t Forget Market is Always Efficient in the End (Cont.)

Japan and US: These two developed markets reached all-time high helped by their exposure to growth sectors (industrial 
automation) and technology (AI, semi equipment, etc.); Japan’s export was also helped by weakened JPY since 2021 
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Don’t Forget Market is Always Efficient in the End (Cont.)

Singapore and Malaysia: These two markets are weighed by their heavy exposure to banking/financials, low-growth sectors 
(telcos, airlines, etc.) and limited exposure to technology; their EPS remain well below peak levels and so do index price levels
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Long-term Views  
Summary

For professional investors use only. Not for inspection by, distribution or quotation to, the general public.



US Market Views: Slower QT ahead of US Election an Intentional Pivot 

2017-2019 Taper Cycle implies bumpier road ahead amid valuation de-rating despite positive 
earnings growth; Fed’s announcement on 1 May to slow QT starting on 1 June is likely an 
intentional pivot due to election factor, which will potentially keep valuation elevated for longer, 
in our view  

● Fed entered phase 1 (Jun-Aug 2022) of this round of tapering cycle by shrinking its balance 
sheet by a cap of $47.5bn per month and we are now in phase 2 (since Sep 2022), with the 
amount increased to $95bn per month; but then in the May FOMC, the Fed announced to slow 
QT size to $60bn per month starting on 1 June 2024 

● In the 2017-2019 Taper Cycle, S&P 500’s 12-month forward P/E de-rated from c.18x to c.14x at 
one point and recovered to the pre-taper level only after Fed’s sharp policy U-Turn in late 2019

● We expect increased market volatility and negative-skewed overall index performance as the 
tapering cycle continues; The slower QT, coupled with resilient near-term earnings, will 
potentially keep the overall market valuation elevated for longer – likely to facilitate re-election 
of Joe Biden, in our view

● While valuation may stay at an elevated level for longer (potentially till November election) due 
to Fed’s intentional pivot, we continue to believe S&P 500 Index’s 2024E P/E of 22x (above LT 
ave. of 15.7x) is not compelling enough to us amid: (1) slowing but still elevated inflation; (2) 
geopolitical tensions between global super-powers; (3) US economic growth slowdown

● Strategy: Stay relatively defensive and nimble; shift some allocation to liquid Gold ETF (e.g. 
GLD US) or physical gold trust (e.g. PHYS US); cautious on unprofitable Tech with high 
valuation; prefer IG vs HY in USD markets; gradually increase overall investment portfolio 
duration to capture peaking market interest rates

Major changes vs previous views are highlighted in RED
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China Market Views: Taming Big Grey Rhinos Takes TIME

● LGFV debt and property sector are regarded as two big gray rhinos given their importance to the economy, 
asset markets and banking system

● Top-level decision makers have taken a piecemeal approach thus far (Rmb1trn local debt swap program, 
city-level housing policy easing, etc.), which suggests a gradual pace of deleveraging and longer drag on 
economic recovery

● Unless policymakers turn to a “bazooka-style” approach (which we see unlikely at present given the scale of 
the problems and challenging geopolitical/economic conditions), we see no quick fix to the problems and the 
deleveraging processes could take another few years

● We expect the overall government policy direction to remain “To Hold Without Lifting; Stability First” 托而不举

，稳字当先 , which means stimulus or policy easing will only kick in when instability appears in the economy 
or financial markets

● We thus expect China/HK equity market major direction to remain range-bound with downside cushioned by 
cautious government support but upside capped by continued deleveraging efforts, unless we see turns in 
policy direction and/or improvement in geopolitical/economic conditions
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Putting US/China Economic Cycle Into Perpspective  

US Economic Cycle is in the late “stagflation” phase (i.e. 
slowing growth and falling inflation) and China in the late 
“reflation” phase (but can be swung by policies), in our view

Our base case is a mild US recession to take place around 
2Q24; US corporate earnings momentum will weaken further in 
coming months as impact from the rapid interest rate hikes to ripple 
through the economy; expect US HY default risks to rise

Our Recommendations:

● Equity: Stay very cautious on loss-making companies with poor 
cashflow/balance sheet as global interest rate remains elevated

● Credit: Overweight IG vs. HY in the USD markets (IG ETF: 
LQD US); for investors with heavy US equity market exposure, 
increase US IG credit exposure by cutting equities

● Asset Allocation: Reiterating our prudent stance; suggest 
maintaining some gold allocation on a 3-6 months horizon to 
hedge US recession risks in around 2Q24

Major changes versus previous views are highlighted in RED
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Short-term (1 month) Views  
Summary
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June: Consolidation as Market Awaits Further Signals to Decide Next Direction 

Hang Seng Index (HSI) had another roller-coaster ride in May. In the first 3 weeks of the month, the rally since 22 April extended to push 

HSI to a 9-month high of 19,706 (c.23% return in a month, which fulfilled the “bull market” definition to some investors). But then the market 

retreated c.7% in the past week after earnings miss from Li Auto and CB issuance from JD/BABA weighed on investors optimism. Furthermore, 

the size of the initial re-lending scheme (Rmb300bn, which can be leveraged up to Rmb500bn) for local governments to buy unsold homes also 

slightly disappointed the investment community as it is widely expected that Rmb1-1.5trn is needed in a year to absorb housing inventory.

Although the scheme size might still be increased later, this cautious move suggests policy delivery remains piecemeal.  For June, we 

expect a consolidation in the 18,000 – 19,000 range as: (1) market/government takes time to observe real impact from housing policy relaxation; (2) 

history suggests earnings upgrades are usually needed to extend a 20+% rally or some of the gains would be given back – and we see limited 

upward earnings momentum at this point. Having said that, we will be constantly reassessing our judgement in June as it is an important time 

window for major earnings revisions ahead of 1H results and that global active funds’ China allocation remains low. PMI, trade data, industrial 

production, 618 online sales campaign performance and new home sales volume/price will be the most important early signals that we will be 

monitoring closely in June. Policy signals (especially towards housing sector and private enterprises 民營企業, given that these two are the major 

“pain points” for the economy) ahead of the important Third Plenary Session in July are also key in setting the next market direction.
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Summary of Upcoming Major Events  
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7 June US – Job data
•Nonfarm payrolls are expected to rise to 200k+ (vs. 175k in April)
•Will unemployment rate hit 4% for the first time since Jan 2022? But market consensus points to 3.9%

12 June US – CPI
•Will the downtick in core CPI continue?

13 June US – FOMC Meeting
•Will Powell stay dovish? Or another expected hawkish pivot?

21 June US – Existing Home Sales
Will it stay weak amid rising mortgage rate?

31 May – 5 June CH – PMI
Will PMI stay strong and above 50 across the board?

7 June CH – Export Data
Can the strength sustain into May?

20 June CH – Loan Prime Rate (LPR)
Any reduction?



Major Events for 2024  

Key things to monitor:

● Housing and economic policies during the 
Third Plenary Meeting in China

● Timing of first rate cut by Fed and ECB

● US Presidential Election
○ Market widely expecting Trump to return
○ Poll suggests Trump will win
○ Trump victory will likely introduce higher policy 

uncertainties 
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Election Calendar for 2024 
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Number of Countries 
40 (21% of Global )

Population 
3.2bn (41% of Global) 

GDP
$44.2bn (42% of Global)  
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Appendix   
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Weaker Global Growth and Tighter Financial Conditions in Most Major Economies  
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US Equity Valuations to De-rate and Value to Outperform Growth During Fed Rate Hike Cycles  
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