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COMPANY UPDATE

Hong Kong Exchanges and Clearing (388 HK)
Further Valuation Re-rating Requires More Sustainable ADT Uptick Cycle

The increased turnover resulting from policy easing in China and the US rate cuts will
improve HKEX's earnings. However, we remain cautious on the extremely high
turnovers and the rich valuation (+1.2SD) might have priced in the sharp increase in
ADT. We estimate that a 10% ADT increase could lead to a 4.8% EPS growth, but the NI
decline will exert downward pressure on earnings. Thus, we see limited room for further
valuation re-rating and downgrade HKEX to HOLD. Target price: HK$355.00.

WHAT’S NEW

¢ China’s latest stimulus measures propelled unprecedented turnover. Hong Kong
Exchanges and Clearing (HKEX) witnessed a sharp increase in average daily turnover (ADT)
and the stock exchange ending 3Q24 with a historical high turnover of HK$505.9b on 30 Sep
24 following the announcement of monetary policy easing by PBOC on 24 Sep 24. Although
the stock rally lost momentum yesterday, the Hong Kong stock exchange achieved another
milestone with a turnover of HK$620.4b after the reopening of the A-share market. This led to
a share increase in the 20-day moving average (DMA) ADT to HK$238.2b, vs ytd ADT of
HK$120.4b. The stock connect programme continues to thrive in Sep 24, with 29% and
113% yoy jumps in Northbound and Southbound ADT.

3Q24 revenue and net profit growth aided by record-high turnovers in last trading
week. HKEX will report its 3Q24 results on 23 Oct 24 and we expect the exchange operator
to register 9.3% core revenue growth in 3Q24, driven by record ADT of HK$350.3b in the last
five trading days of 3Q24, which boosted the ADT for the quarter by 20.7% yoy to
HK$118.8b. However, the revenue and net profit grew at lower rates of 6.8% and 6.0%
respectively, mainly dragged by lower net investment income (NII) on falling deposit yield and
higher effective tax rate. The derivative and commodities markets’ average daily volume
(ADV) also grew 10.5% and 17.3% yoy to 1.48m and 0.64m lots.

Lower Fed rate environment benefits stock market and IPO activity. Historical data
indicates that the turnover and market velocity in the Hong Kong stock market during the
previous interest rate cut cycle were higher compared to the interest rate hike cycle. While
CME Futures are pricing in 50bp cuts by end-24, we expect the attractiveness of equities will
continue to rise and further enhance the overall stock trading volume in Hong Kong. In
addition, HKEX witnessed 45 IPO listings ytd, with the IPO fundraising amount of HK$55.6b
surpassing the entire amount in 2023, thanks to the mega-sized listing of Midea, the Chinese
home appliance maker which has raised HK$35.7b in Hong Kong. We believe the IPO
recovery momentum will carry on into next year with healthy IPO pipelines (>100 applicants)
and the low-rate environment.

KEY FINANCIALS

Year to 31 Dec (HK$m) 2022 2023 2024F 2025F 2026F
Net turnover 18,280 20,269 21,824 23,513 24,294
EBITDA 13,185 14,828 16,025 17,247 17,585
Operating profit 11,726 13,385 14,632 15,812 16,107
Net profit (rep./act.) 10,078 11,862 12,801 13,610 13,807
Net profit (adj.) 10,078 11,862 12,801 13,610 13,807
EPS (HKS$ cent) 799.1 935.6 1,009.7 1,073.5 1,089.1
PE (x) 42.6 36.4 33.8 31.7 31.3
P/B (x) 8.6 8.4 8.2 8.0 7.8
EV/EBITDA (x) 48.2 43.0 39.7 36.8 36.1
Dividend yield (%) 3.1 3.7 4.0 42 4.3
Net margin (%) 55.1 58.5 58.7 57.9 56.8
Net debt/(cash) to equity (%) (21.5) (15.9) (17.5) (19.2) (20.9)
ROE (%) 20.3 23.5 24.6 25.6 25.6
Consensus net profit - - 12,213 12,970 13,945
UOBKH/Consensus (x) - - 1.05 1.05 0.99

Source: Hong Kong Exchanges and Clearing Ltd., Bloomberg, UOB Kay Hian

HOLD

(Downgraded)

Share Price HK$340.80
Target Price HK$355.00
Upside +4.2%
(Previous TP HK$300.00)

COMPANY DESCRIPTION

Hong Kong Exchanges and Clearing Limited
(HKEX) owns and operates the stock
exchange, futures exchange and their related
clearing houses in Hong Kong.

STOCK DATA
GICS sector Financials
Bloomberg ticker: 388 HK
Shares issued (m): 1,267.8
Market cap (HK$m): 432,078.8
Market cap (US$m): 55,593.6
3-mth avg daily t'over (US$m): 350.0
Price Performance (%)
52-week high/low HK$397.80/HK$207.84
1mth 3mth 6mth 1yr YTD
48.2 421 50.5 18.1 27.2
Major Shareholders %
The Government of Hong Kong SAR 5.8
FY24 NAV/Share (HK$) 41.48
FY24 Net Cash/Share (HK$) 7.26
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STOCK IMPACT

¢ Multiple tailwinds do not guarantee sustainability of stock market frenzy. While the
5DMA ADT reached HK$376.2b and the total market cap in Hong Kong rocketed 10% wow
to HK$40.3t as of 7 Oct 24, we believe that such a sharp increase in ADT is unlikely to be
sustained in the long run. The turnover velocity reached about 400% on 8 Oct 24, which is
significantly higher than the long-term average of 80.7%, surpassing even the levels when
China began to lift all pandemic restrictions in 2022. Thus, we expect a normalisation of ADT
from the current elevated level to around HK$150b in 4Q24, mainly due to potential rising
geopolitical risks from the upcoming US election.

Strong share price performance might largely price in skyrocketing turnover. HKEX's
share price has surged 35% in the last two weeks since the PBOC policy easing
announcement. Despite the share price plunging 13% yesterday, its valuation has still
recovered from the ytd low of 21x 2025F PE to 32x, 1.2SD above its long-term mean of
27.0x. To recap, HKEX traded at 34.0x forward PE on average in 2021 when its annual ADT
reached HK$166b during the period of massive quantitative easing by the Fed. Therefore,
we think the current valuation is relatively rich, considering that the ytd ADT was HK$120b,
and we expect the 2024/25 ADT to only reach HK$124b/HK$145b. Furthermore, the
valuation premium of HKEX against HSI has also risen sharply to 2.3x, surpassing its
historical average of 2.0x.

¢ Can the potential earnings revision justify the rally? The Bloomberg 2024/25 earnings
consensus for HKEX has been revised upwards by 1.0% and 2.2% respectively compared to
the previous week and further positive earnings revisions are expected after the 3Q24 results
announcement. Our sensitivity analysis shows that a 10% boost in headline ADT could lead
to a 4.8% upside in EPS. However, even with this potential increase, the current share price
still implies a relatively high valuation of +1.0SD under this scenario. Additionally, the NIl
decline will become the key earnings headwind in the next two years, as we estimate NIl to
fall 11%/8% yoy in 2024/25, mainly dragged by the deposit yield decrease.

SENSITIVITY ANALAYSIS OF TARGET PRICE TO CHANGES IN ADT

Forward PE
HKEX target price sensitivity -2SD -1SD Avg +1SD +2SD
18X 22X 27X 31X 35X
-20% 175 216 257 298 340
-10% 184 228 271 315 358
ADT changes Base (HK$145b) 194 239 285 331 376
10% 203 251 299 347 395
20% 213 263 313 363 413

Source: UOB Kay Hian
EARNINGS REVISION/RISK

e We raise our 2024-26 earnings forecasts by 6.4%/8.6%/6.0% respectively after we
upgrade our headline ADT estimates for 2024-26 by 10.7%/11.0%/12.5% to
HK$124b/HK$145b/HK$155b to reflect a more optimistic ADT outlook amid the Fed easing
cycle and the rollout of the stimulus package in China.

VALUATION/RECOMMENDATION

e Downgrade to HOLD but raise our target price to HK$355.00 to reflect positive earnings
adjustment and improved market sentiment. Our target price is derived from the dividend
discount model, assuming lower cost of equity of 9.0% (previously: 9.5%) as we lower the
risk-free rate to 3.5% (previously: 4.0%). Our target price implies 33.0x 2025F PE, 1.5SD
above its long-term average. However, we think further price appreciation from here will
require a more sustainable ADT uptick cycle to support the underlying EPS. Hence, we
downgrade HKEX to HOLD as we see limited upside at this juncture.

HONG KONG STOCK MARKET ADT TREND UNDER
DIFFERENT FED RATE ENVIRONMENT
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HKEX TRADING REVENUE KEY ASSUMPTIONS

(%) 2024F 2025F 2026F
Cash ADT (HK$b) 124 145 155
Futures ADV (‘000) 809 857 901
Stock Option ADV (‘000) 713 767 795
LME ADV (000) 684 700 734

Source: UOB Kay Hian
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PROFIT & LOSS
Year to 31 Dec (HK$m)

Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW
Year to 31 Dec (HK$m)

Operating
Pre-tax profit
Other operating cashflows

Investing

Proceeds from sale of assets

Others

Financing

Dividend payments
Proceeds from borrowings
Others/interest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent
Changes due to forex impact

Ending cash & cash equivalent

2023
20,269
14,828

1,443
13,385
-53
13,332
-1,351

-119
11,862
11,862

2023
11,500
11,294

206
-6,290
-1,460
-4,830

-11,250
-10,316

0

-934
-6,040
15,258
-6
10,286

2024F
21,824
16,025
1,393
14,632
-35
14,597
-1,693
-103
12,801
12,801

2024F
12,311
12,085
227
-4,082
0
-4,082

-11,089
-10,662

0
-426.7
-2,859

9,212

11,315

2025F
23,513
17,247
1,435
15,812
-42
15,771
-2,055
-106
13,610
13,610

2025F
13,180
12,931
249
-7,426
0
-7,426

-12,696
-11,302

-934

-459.47

-6,942
6,353
0
12,446

2026F
24,294
17,585
1,478
16,107
-41
16,066
-2,154
-106
13,807
13,807

2026F
14,110
13,836
274
2,009

0

2,009
-12,503
-12,009
0
-494.617
3,616
-590

0
13,691

BALANCE SHEET
Year to 31 Dec (HK$m)

Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)

Profitability
EBITDA margin
Pre-tax margin
Net margin
ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital

Debt to equity

Net debt/(cash) to equity

2023
1,553
23,424
10,286
305,916
341,179
719
285,792
1,399
1,473
51,344
452
341,179

2023

73.2
65.8
58.5

32
235

10.9
12.5
143
17.7
17.7
17.1

41
4.1
-15.9

2024F
1,708
22,226
11,315
380,891
416,140
714
359,470
1,399
1,484
52,576
497
416,140

2024F

73.4
66.9
58.7

34
24.6

1.7
8.1
9.5
7.9
7.9
7.9

4.0
4.0
-17.5

2025F
1,879
23,402
12,446
397,880
435,607
720
377,543
1,399
1,497
53,901
547
435,607

2025F

73.4
67.1
57.9

32
25.6

7.7
7.6
8.0
6.3
6.3
6.3

39
3.9
-19.2

2026F
2,067
24,645
13,691
399,642
440,045
727
380,565
1,399
1,510
55,242
602
440,045

2026F

72.4
66.1
56.8

32
25.6

33
2.0
1.9
14
14
15

3.8
38
-21.0
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries or jurisdictions by the respective entities and are subject to the additional restrictions
listed in the following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2024, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W





