Another “Sell in May” might have begun
Our Strategy

During the past weeks, the market has retreated to the previous position before the short rally
driven by the policy prospects, due to the growing threats from both internal and external
sides. However, there were still several major risks, such as the decelerating domestic
economy, the potential correction in overseas markets and the risk of funds outflow, which
have not been priced-in to the market. The correction also declared the preview of style
rotation, which has temporarily come to its end. As a result, the rebounded cyclical sectors
and blue chips are now facing profit-taking pressures. In the meantime, most momentum
stocks from the emerging sectors are also under the crossfire of profittaking and destocking.
The traditional safety sectors, such as the utilities and food & beverages, have also declined
dramatically recently. Given the growing bearishness on the market, the possibility of another
“Sellin May” is high.

Hence, we suggest adopting a full-defense strategy in the coming weeks, closing positions
and taking profits from the previous rally. As for sector allocation, we recommend buying the
leading companies with attractive valuation in the emerging sectors, such as the hardware
sector (Lenovo 992 HK, Truly 732 HK), telecom (China Telecom 728 HK, China Unicom 762
HK), or the previous momentum stocks such as Coolpad (2369 HK); picking blue chips with
reasonable valuation level and healthy fundaments from the electric powers (Huadian Power
1071 HK, Huaneng Power 902 HK), phamaceuticals (Dawnrays 2348 HK) and oil & gas
(China Qilfield Service 2883 HK, Anton Qilfield Service 3337 HK and SPT Energy 1251 HK).
Currently, the May short holiday concept stocks (such as Sa Sa 178 HK) also have short term
potential.

Market Watch

Policy stimulus wasless than expected

Since the release of 1Q macro data, the central government has not shown any clear signal
for strong policy stimulus. The announced policies largely fell short of market expectations.
Taking into account the room for monetary policy and fiscal policy are more or less limited
now, policy stimulus may continue to miss expectation by a large margin in 2Q. Previously, the
market was balanced with correction pressure and policy expectation. Now the less-than-
expected policy gives one reason for further correction, while negative factors such as
economic weakness and RMB depreciation add weightto the magnitude of correction.

Risk for major correction increases

Recently, economic weakness, RMB depreciation and some shortterm risk events have
casted doubts on HK market. Sector wise, style rotation, which was previously propelled by
policy expectation, now comes close to an end. Cyclicals, 2-tier bluechips and index
heavyweights face pressure of profit taking after their previous rebound. Meanwhile, the
emerging sectors will continue to suffer from headwinds of profit taking and panic escape.
More importantly, risk of credit default in the mainland financial system and risk of capital
outflow in HK could possibly happen in the coming 1-2 months. These systematic risks have
not been fully reflected in the current marketcorrection yet.
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0992.HK LENOVO GROUPLTD 10.50 0.07 0.11 14433 12371 Hardware Technology Alex NG
0732.HK TRULY INTL HLDGS 7.15 0.67 0.79 9.50 7.94 Hardware Technology Alex NG
2369.HK COOLPAD 5.45 0.38 0.52 18.30 9.63 Hardware Technology Alex NG
0728.HK CHINA TELECOM-H 3.45 0.25 0.28 13.45 11.84 Software & Internet Service Jeff HAO
0762.HK  CHINA UNICOM HON 11.34 0.65 0.76 19.35 13.10 Software & Internet Service Jeff HAO
1071.HK HUADIAN POWER-H 4.40 0.65 0.69 5.37 5.04 Electric Power Vera LIANG
0902.HK HUANENG POWER-H 10.70 0.93 1.07 7.61 6.71 Electric Power Vera LIANG
2348.HK DAWNRAYS PHARMAC 3.20 0.14 0.17 25.54 32.83 Pharmaceutical & Healthcare Jonathan HSU
2883.HK CHINA OILFIELD-H 21.00 1.52 1.61 10.80 10.09 Petroleum & Petrochemical Michael YUK
3337.HK  ANTON OILFIELD 5.50 0.22 0.29 23.07 18.88 Petroleum & Petrochemical Michael YUK
1251.HK SPT ENERGY - - - - - Petroleum & Petrochemical Michael YUK
0178.HK SA SAINTL HLDGS 8.20 0.41 0.47 18.71 15.98 Retai | Gloria WANG

Source: CMSHK
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3 AR 4 AZGESREK 201474729 1024 103
4 ZE4AFTEDIREFEWE 201474729 1.00% 140%
5 ZE4AFFHRHFHE R 2014/4/29 823 832
6 BA 4 R kb K23 AFREK 2014/4/30 53.9
7 #E4A%KLFE 2014/4/30 6.70% 6.70%
8  WMAR 4 ARREMNEHFEMME 201474730 0.50% 0.80%
9 £E4 A ADP sl A TAb 2014/4/30 191 7% 20 %7
10 X E%—%/% GDP %4k 2014/4/30 2.60% 1.30%
M XEE—FENANHT L RN E2mi 2014/4/30 1.10%
12 20 —FEHBSAANE R LM BREFEmE 201474730 1.30% 120%
13 X£E5 A& A MBS M EANE 20147571 250 I E A 200 1 EA
14 255 AfF A BEHENE 2014/5/1 300 1z £ 7T 250 12 £ 7T
15 $E 4 A5 74k RMEZEAFEHK 2014/5/1 50.3
16 £E 4 A ISM #2530 2014/5/1 53.7 54
17 BRAR3 A%FLE 2014572 11.90% 11.90%
18 £E 4 A%k 2014/5/2 6.70% 6.60%
ARAEEEZFENS
P IEE ZFEH

1 2014/4/30 B ARAT 4 A A5 B

2 2014/5/1 ENTY YT

3 2014/5/6 LKA S AT A F) F FeaX

#4E %R Bloomberg
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1k 7 FHAT L 48 0 E AR R 124 A 8T H454 LA 10% 04 £

LR AT LI R R IER R 124 AR T 54 LR T3 10% 3R AR

= # AT L IR R INAER R 12/~ A5 T H3E T 25 10% A £

23 R FIEE AL

EPN FRHI M A R R 124 Ad T 3935 40 LT 10% 0k &

R T AN A AR 12/ A3 T 3948 20 EA R T 10% KA A

& i T AN A Rk 12 /4 2R 39353 T 10%0A L
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