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Executive Summary

1.

In 2020, major indices in the US advanced, with the Dow, Nasdaqg and S&P respectively
rising 7.2%, 43.6% and 16.3%. The performance of major European markets was
mixed, with the DAX rising 3.5% whilst the FTSE and CAC falling 14.3% and 7.1%,
respectively. Investor sentiment was boosted by optimism about government policy
support, hopes for the resumption of economic activity in light of progress in the
development of vaccines and easing political uncertainties after the US presidential
election. However, valuation concerns heightened following market rallies. Given the
continued spread of COVID-19 and further lockdowns in various parts of the world,
uncertainties about the economic outlook remained.

On the Mainland, the SHCOMP and the SZCOMP rose 13.9% and 35.2% respectively
during the year. The SHCOMP hit a 34-month high whilst the SZCOMP hit its highest
level since December 2015. The Mainland economy staged an early recovery from the
pandemic
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Performance of stock markets

4.  After bottoming out in March 2020, global markets rebounded strongly and some hit
record highs. Market sentiment was bullish given hopes for fiscal and monetary stimulus
in major markets as well as easing political uncertainties following the US presidential
election. Positive development of COVID-19 vaccine boosted optimism about economic
recovery. Nevertheless, pandemic risk remains high and the economic outlook stays
fragile. There are worries that economic fundamentals may be affected by the second
wave of COVID-19, which dampens business activity, consumer demand and corporate
earnings.

Overseas markets
5. In 2020, major indices in the US advanced, with the Dow, Nasdaq and S&P rising 7.2%,

43.6% and 16.3%, respectively. The performance of major European markets was
mixed, with the DAX rising 3.5% whilst the FTSE falling 14.3% and the CAC






The Mainland

10.

11.

In 2020, the SHCOMP and the SZCOMP rose 13.9% and 35.2%, respectively. The
SHCOMP hit a 34-month high whilst the SZCOMP reached its highest level since
December 2015. The average daily trading in the Mainland market was RMB848.2
billion, 63% higher than the average of RMB520.5 billion in 2019.

The Mainland economy staged an early recovery from the pandemic, with GDP growth
of 4.9% in Q3 2020. The market rally was further supported by a stronger renminbi,
which hit its highest level since June 2018. In addition, investor sentiment was boosted
as the Mainland and 14 Asia-Pacific countries signed the Regional Comprehensive



SZCOMP and market turnover (RMB billion) during 2020

Hong Kong

Market performance

14. The Hong Kong market fell during the year, with the HSI and the HSCEI dropping 3.4%
and 3.8%, respectively.

15. Uncertainties related to COVID-19 and its economic impact weighed on the market. The
worrying epidemic situation lingered in various parts of the world amid continued spread
of the epidemic.






Mainland new economy companies grow in importance

In recent years, an increasing number of large-cap Mainland new economy companies?
were listed in Hong Kong.

The top five Mainland new economy stocks in Hong Kong are among the top 20 stocks
in terms of market capitalisation and all are constituents of the Hang Seng Composite
LargeCap Index (HSLI).

The listing of Mainland new economy companies has supported Hong Kong’s position

as the world’s leading listing hub. They accounted for a significant part of IPO funds
raised.

Active and increasing trading

Mainland new economy companies contributed a significant share of market trading in Hong
Kong. During the second half of 2020, the average daily trading of the top five Mainland
new economy stocks, together with their derivative warrants and callable bull/bear
contracts, accounted for nearly one-fifth of total market trading.

Looking forward, their trading may continue to increase, driven by:



Stock Connect

22. Stock Connect trading was active during 2020:

the average daily northbound (NB) trading (including buy and sell trades) was
RMB91.3 billion, or 5.4% of trading in the Mainland market (RMB41.7 billion or 4.0%

of market trading in 2019); and
the average daily SB trading (including buy and sell trades) was $24.4 billion, or 9.4%
of trading in the Hong Kong market ($10.8 billion or 6.2% of market trading in 2019).

23. As at end-2020, the cumulative net buy was:

RMB1,202.3 billion via NB trading; and
RMB1,520.9 billion via SB trading.

SB inflows hit a record high in 2020
SB net buy during the year reached $672.1 billion.

This was



Relatively low valuations, growing interest in new economy and well-known stocks

Among other factors, strong SB inflows could be attributed to:

Attractive valuations — The price-to-earnings ratios of the HSI and the HSCEI were
about 15 times and 11 times respectively, which was low compared to other major stock
markets (CSI 300: 20 times, SHCOMP: 18 times, SZCOMP: 50 times and the Dow: 25
times).

AH premium — SB net buy has been strong given the price premium for A-shares over
H-shares, which implied lower valuations for H-shares.

Uniqueness of new economy stocks — There were SB inflows to leading new
economy stocks with a strong Mainland presence but which were not listed on the
Mainland market. Altogether, the top five net buy new economy stocks recorded
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