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Adam Cheng Effect

How the omen begins...

The tongue-in-cheek Adam Cheng Effect was first mentioned in the media in late
90s. It was the time when the Hang Seng Index slumped 11% after TVB began to
broadcast the TV series Cold Blood Warm Heart on 2 February 1996, with Hong
Kong TV star Adam Cheng being the lead actor. People started to accuse Adam’s
shows for the poor stock market performance, and correlated it with other crashes,
especially the one in late 1992 - Adam played the role of the most crazy market
punter “Crab Ting” in the series The Greed of Man. The HSI plummeted 20% during
the show! (

Market performance after Adam’s show

TV Series

The Greed of Man

Instinct

The Legend of Chor Lau Heung
Forty Something

Cold Blood Warm Heart
Legend of Yung Ching

Lord of Imprisonment

Divine Retribution

The Driving Power

Blade Heart

Max. decline during the series

HSI # of episode 3M %chg

In Chinese Low Index %o chg to bottom % broadcasted from bottom
REF 03/12/92 4,978 -20.1 24 60.0 29.3
XERE 12/12/94 7,708 -20.1 31 77.5 5.2
EahEE 02/05/95 8,212 -0.2 2 4.5 14.6
BAE+—EER  13/06/95 9,103 -4.9 7 35.0 5.3
Rih 5B 5 13/03/96 10,249 -10.8 28 43.1 6.0
I & 12/01/98 8,121 -24.5 31 51.7 39.7
HFEER 11/08/99 12,438 -14.3 28 77.8 13.4
i Z B 19/10/00 14,423 -15.2 29 72.5 10.5
FEEHNR 08/10/03 11,721 -0.1 3 15.0 14.2
Average = -12.2 48.6 15.3

I E &R 27?2 27?7 27?2 ?27?? ?27?? 27?2

Source: CLSA Asia-Pacific Markets

Source: TVB.com

Even though no logical reasons could be found, the predictive power of the "Adam
Cheng” effect is mysteriously accurate - whenever Adam plays in a TV series over
the past 12 years, the stock market always falls, ranging from 0.1% to 25%! Also,
there were only twice that the HSI ended higher than his show began!

Many people thought that Adam’s curse is over after his last show The Driving
Power was broadcast in October 2003, as the market dropped only 0.1% at most.
However, the effect seems to work again as the HSI has lost 8.5% since the debut
of Adam’s new series Blade Heart on 8 March 2004. It leads us to rediscover the
mystical Adam Cheng Effect.

Figure 2
Adam Cheng Effect does not last for the whole series
TV Series In Chinese Episode Channel Start HSI Finish HSI % Chg
The Greed of Man KRB 40 TVB 02/11/92 6,231 25/12/92 5,442 -12.7
Instinct XERE 40 TVB 31/10/94 9,646 23/12/94 8,312 -13.8
The Legend of Chor Lau Heung &&ME3 44 ATV 01/05/95 8,226 30/06/95 9,207 11.9
Forty Something BAE+—EER 20 TVB 05/06/95 9,570 30/06/95 9,207 -3.8
Cold Blood Warm Heart KRB 65 TVB 05/02/96 11,484 03/05/96 10,734 -6.5
Legend of Yung Ching THE & 60 ATV 01/12/97 10,751 20/02/98 10,600 -1.4
Lord of Imprisonment HRIEEE 36 ATV 05/07/99 14,507 20/08/99 13,567 -6.5
Divine Retribution tHHc 2 8 40 ATV 11/09/00 17,008 03/11/00 15,594 -8.3
The Driving Power EFENR 20 TVB 06/10/03 11,734 31/10/03 12,190 3.9
Average = -4.1
Blade Heart Mg iR 37 TVB 08/03/04 13,574 25/04/04 27?7 27?7
Source: CLSA Asia-Pacific Markets
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Historical performance

Historic trends show that the Adam Cheng Effect on average drives the market
down by 12.2%, ranging from the smallest decline of 0.1% during the period of
Driving Power in October 1993 to the maximum of 24.5% when ATV was
broadcasting The Legend of Yung Ching at the end of 1998.

Fortunately, Adam Cheng Effect does not last for the whole period of the series
(m. Our analysis shows that the market usually rebounds before the series
ends. The Effect lessens from about halfway to two-thirds of the way through the
series. The stock market then recorded gains within six months in most cases. The
following charts show the HSI performance during each of Adam’s series. The
numbers in the centre of the charts show the maximum decline during the periods
while the numbers at the bottom refer to the number of episodes and percentages
of the series played when the market hit the bottom.

Figure 4

The Greed of Man (kKE{)

Instinct (£B5AE)

7,000 A 10,500 -
10,000 A

6,500 -

9,500 A1

-20%

6,000 - 9,000 - -20%
5,500 - 8,500 A

8,000 A
5,000 A 2500 1

24/40 episodes (60%) ! 31/40 episodes (78%) >
4,500 T T r 7,000 : . :
11/2/92 11/16/92 11/30/92 12/14/92 10/31/94 11/14/94 11/28/94 12/12/94
Figure 5 Figure 6

The Legend of Chor Lau Heung (&&{E%)

Forty Something (2 Al+—8ER)

10,000 - 9,600 A

9,500 A
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9,200 A

8,500 A
9,100 A
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Source: CLSA Asia-Pacific Markets
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Figure 7

Figure 8

Cold Blood Warm Heart (Kt ER)

Legend of Yung Ching (GL#% &)
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Figure 9 Figure 10
Lord of Imprisonment (82 2i8) Divine Retribution (it422#)
15,000 - 17,500 -
14,500 A 17,000 A
14,000 A 16,5007 .
-14% 16,000 - 5%
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Figure 11 Figure 12
The Driving Power (FE¥4R) Blade Heart (M)
12,300 1 14000 A
12,200 A
13500 A
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12,000 13000 1
11,900 T -0.1% 12500 A
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222
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10/6/03 10/13/03 10/20/03 10/27/03 3/8/04 3/22/04 4/5/04 4/19/04

Source: CLSA Asia-Pacific Markets
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What is Adam suggesting?

We have checked with TVB that there are 37 episodes of Blade Heart, suggesting
that the series will end on 25 April. Fortunately, we do not have to wait another
four weeks for Adam'’s effect to fade out. Blade Heart was first on TV on March 8. If
the market follows the usual patterns of Adam Cheng Effect to rebound halfway to
two-thirds of the way through the series, the market would hit the bottom
sometime from 1-7 April 2004. Historically, the three-month return after market
bottom was from 5% to 40%, or an average of 15% (m. Isn't it a good
buying opportunity?

HSI performance

The Greed of
20,000 - Man
-20%
15,000 -
10,000 -

The Legend The Driving

of ChorLau Lord of Power
Heung Imprisonment -0%
-0% -14%
Forty

Something

-5%

Divine
Retribution
-15%

Cold Blood Blade Heart
Vil Heart The Legend of -8%
5,000 - Instinct -11% Yung Ching
-28% -25%
0 . : . : : . : : : : :
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2003 2004
Source: CLSA Asia-Pacific Markets
Figure 14

Adam in Blade Heart

Source: TVB.com

Subsequent market performance after the shows

Maximum HSI
decline during

Subsequent HSI
performance (%)

TV Series In Chinese the series (%) iM 3M 6M
The Greed of Man KEFHE -20.1 9.2 29.3 43.7
Instinct XERE -20.1 -3.8 5.2 18.3
The Legend of Chor Lau HeungZEn{&E 3¢ -0.2 16.4 14.6 18.7
Forty Something BAL+—EER -4.9 7.0 5.3 9.0
Cold Blood Warm Heart Kt B -10.8 6.8 6.0 10.9
Legend of Yung Ching LiE & -24.5 30.8 39.7 -0.3
Lord of Imprisonment HREEEE -14.3 11.4 13.4 39.7
Divine Retribution D 2 B -15.2 6.4 10.5 -6.1
The Driving Power FEENR -0.1 3.7 14.2 2?2?

Average = -12.2 9.8 15.3 16.8
Blade Heart I 7 B & ?2?? ?2?? ?2?? 2??

Source: CLSA Asia-Pacific Markets

We have done a regression analysis on the three-month market upside potential
given particular percentage declines of the HSI. The potential standard error could
be big given the small sample size of only nine. Nevertheless, we have still worked
out an empirical relationship for the sake of fun.

% Rebound = 0.66 x (max % decline during the show) + 7.25%

Please see important notice on last page
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Figure 15

Regression analysis

R-square = 0.5 50.0 —

X-intercept = 7.25

Beta = -0.66 40.0 +
. 30.0 +

Upside potnetial (%)

-30.0 -25.0

-20.0 -15.0 -10.0 -5.0 0.0
Maximum decline (%)

Source: CLSA Asia-Pacific Markets

Given the average maximum decline of 12.2%, our analysis implies a 15.5% three-
month return after the market hits the bottom. To use the above formula to work
out the potential market upside during the rebound, we first look CLSA’s view on

the market:

Figure 16

HSI heading to 13,550 in Adam'’s prediction
early July?
14,000 -

13,500 -

13,000 A

12,500 -

12,000 H

11,500
3/8/04

4/8/04 5/8/04 6/8/04

It is CLSA Head of Hong Kong Research Amar Gill’'s (who was not aware of Adam
Cheng Effect) view that the current market weakness is only a healthy correction
after a 5,700-point rally. Strong support is seen at around 12,000. On the upside, a
5% earnings yield for the market can be justified on an 8.5% cost of equity and
3.5% long-term growth, which would give a year-end target of 15,000.

CLSA Global Technical Strategist Chris Roberts is targeting 11,600 as the bottom of
the correction - the approximate Fibonacci 385 retracement of the 8,332-14,058
advance. Following the setback, another rally phase should take the HSI up to the
16,000+ area to complete the cyclical bull market.

Please see important notice on last page
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The HSI closed at 13,574 when the series Blade Heart began on March 8. If we take
Chris’ target of 11,600 as the bottom of the correction, or a 14.5% decline, the
Adam Cheng Effect formula suggests that:

The average rebound = 0.66 x 14.5% + 7.25% = 16.8%

This translates to a target of rebound of 13,550. That is, if the Adam Cheng
Effect follows the usual pattern this time, the market should bottom at 11,600
sometime from 1-7 April 2004, with a three-month rebound target of
16.8% to 13,550.

As we see the rebound could be as strong as 44% during the classic show of The
Greed of Man in 1992 (m. If it repeats, the Effect would send the HSI to
11,600 x 1.44 = 16,704, which is close to Chris’ target of 16,000+ and even
surpasses Amar’s target of 15,000.

Note: In the interests of timeliness, this document was not edited.

Key to investment rankings: BUY = Expected to outperform the local market by >10%; O-PF = outperform by 0-10%; U-PF = underperform by 0-10%; SELL =
underperform by >10%. Performance is defined as 12-month total return (including dividends).

Additional information is available upon request. ©2004 CLSA Asia-Pacific Markets. The information and statistical data herein have been obtained from sources
we believe to be reliable but in no way are warranted by us as to accuracy or completeness. We do not undertake to advise you as to any change of our views. This is
not a solicitation or any offer to buy or sell. CLSA Asia-Pacific Markets has produced this report for private circulation to professional and institutional clients only. All
information and advice is given in good faith but without any warranty. CLSA Asia-Pacific Markets, its affiliates or companies or individuals connected with CLSA Asia-
Pacific Markets may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be
materially interested in any of the securities mentioned or related securities. This report is subject to the terms and conditions of use set forth on the www.clsa.com
website. MITA (P) No 110/01/2004. V. 020402.MSCI-sourced information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of
reproduced, redisseminated or used to create any financial products, including any indices. This information is provided on an "as is" basis. The user assumes the entire risk of any use made of this
information. MSCI, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in,
or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital International and the MSCI indexes are services marks of MSCI and
its affiliates. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of Morgan Stanley Capital International Inc. and Standard & Poor's. GICS is a service
mark of MSCI and S&P and has been licensed for use by CLSA Asia-Pacific Markets.
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