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Abstract: This paper aims to analyze the return of the investment portfolio based on the judg-
ment of the current market, combining the characteristics of the strategy and the situation of
the applicable industry. At present, many research papers have an aperture in understanding
and practical application of the above topics, because they have not been comprehensively
presented from multiple perspectives such as market and industry conditions and strategic
characteristics. Momentum strategy, market neutral strategy and PEG ratio are selected here,
combined with representative stocks in the consumer industry, energy industry, Internet and
real estate for portfolio construction. By selecting the S&P 500 as a benchmark, it is compared
with the historical price trend of individual stocks and the performance of the issuing com-
pany. While individual stock prices fluctuate significantly more than the benchmark, it is still
possible to judge from the price action which strategy is more suitable. Based on the above
analysis, it can be intuitively seen that momentum strategies and market neutral strategies are
more suitable for the moment. It has reference value for strategy selection and construction
in volatile markets. The analysis of the PEG ratio is relatively simple, and the ratio is only
used as the adjustment and correction of the price-earnings ratio, and there are still many
defects.
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1. Introduction

Following the strong rebound of the global economy in 2021, due to the impact of the epidemic,
international conflicts, wars and the huge debt bubbles, coupled with the intensification of the macro
factors such as inflation, the inequality of debt and income, the overall trend of the global economy
has changed. It has a huge impact on the international situation, economic trade and foreign invest-
ment, and continues to ferment globally. Based on the current market situation, the study examines
the performance of investment portfolios under different investment strategies, combined with the
development of the industry in which individual stocks are located, to further identify investment
options that are more suitable for volatile markets.

The strategies chosen for this paper are common hedge fund strategies that have been analyzed in
detail by many market participants. There is an argument here that a market neutral strategy looks for
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uncorrelated investments and looks for portfolios that perform differently under given market condi-
tions. All market-neutral strategies benefit from the relationship between the long and short elements
of the portfolio, whether that relationship occurs within the portfolio or within the instrument itself
[1]. Another article argues that managers who are not keen to take systemic risk at any time can be
considered market-neutral managers. During a downturn, they profit when their short positions ap-
preciate faster than their long positions fall in value [2]. For momentum strategies, an article demon-
strates that momentum is often more profitable on the long side than on the short side, and that both
price and earnings momentum margins are important, and that the combined use of price and earnings
momentum can yield greater economic profits. There is no significant difference in the profitability
of momentum strategies in rising and falling markets, and price action is very useful in portfolio
management [3]. However, there is a study that suggest momentum strategies remain risky, exhibit-
ing rare but large losses due to the dynamics of equity leverage in momentum portfolios. When the
economy is in a state of hidden turmoil associated with stock market downturns and volatility, port-
folios short leverage becomes high, behaving similarly to call options in market index portfolios,
making momentum strategies more likely to crash [4]. Fundamental analysis or technical analysis
can be used to analyze securities in the capital market. However, technical analysis is more compli-
cated, and small institutions or individual investors prefer to choose fundamental analysis. Among
them, investors emphasize the price-earnings ratio to understand the future development of the com-
pany, and the PEG ratio is effectively revised since the price-earnings ratio [5]. There are many pro-
ponents of the EPG ratio in the market who argue that the ratio assumes that short-term growth fore-
casts reflect the long-term future, considers differences in short-term earnings growth, and provides
a better ranking based on the P/E ratio [6]. An academic study shows that since March 2020, the
impact of the corona-virus outbreak on black swan events has become more and more significant,
and investors have limited investment opportunities. From a market-wide perspective, some stocks
in sectors such as consumer staples, healthcare, telecommunications, and energy are in focus [7].
Research has also found that during most stock market crashes, there are both short- and long-term
momentum effects on stock returns [8]. In addition, some analysts believe that the synchronization
of stock returns is positively related to analysts' forecasting activities, which is consistent with the
increase of industry-level price information by analysts through industry information transmission
[9]. In addition, some studies believe that China is one of the largest and most potential markets in
the world, and a powerful company like Tencent has very good prospects in terms of development
and profitability [10]. As the pillar industry of China's economic development, the real estate industry
has played an important role in supporting the economic lifeline, so the analysis of the profitability
of the real estate industry is also worthy of attention [11].

Based on the global economic recession and turbulent market situation, this paper selects 6 repre-
sentative company stocks from different industries and constructs 3 investment portfolios through
different strategies. First, long the Peabody Energy which is the representative company of energy
industry especially in coal resource, also held a short position in the Internet company with Tencent
for hedging. The strategy was selected as the momentum strategy, and the investment income was
20.4740%. Second, under the core logic of the market neutral strategy, build an investment portfolio
with beta close to 0. Here, this paper chooses to hold a long position in the monkeypox concept stock
-- Siga Technologies, and at the same time short Longfor Group, which is a real estate company listed
in Hong Kong. This portfolio has a beta of 0.37 and the return reaches 16.9609%. Third, judging the
market value and the company's actual stock value through the PEG ratio as the core investment
concept, choosing to be long FedEx, which is in the delivery express industry, and short Zoom which
is online video calling platform that has been popular in the past two years, constructed a return of
12.4633 % of the portfolio.
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2.  Method
2.1. Investment Strategy

Momentum strategy. First is the momentum strategy refers to the historical performance of stock
prices, stocks with higher early yields will still outperform stocks with low early yields, so when
constructing investment portfolios, it is usually based on “chasing up and selling down”. For this
strategy, investors conduct current market segments and research based on the performance of stocks
and futures historical data. In other words, if the historical data has performed well, the underlying
stock will also perform well in predicting the next time period.

The advantage is that the momentum strategy is a relatively simple method of consideration, that
is, by observing market fluctuations, investors can clearly grasp the technical indicators of market
momentum. The disadvantage is that the calculation method of the momentum strategy is too simple,
only considering the price changes. Since only the price difference is used to measure the momentum
of the market, there is no fundamental range.

Market neutral strategy. Secondly, the market neutral strategy is an investment strategy that
builds long and short positions to hedge beta market risks and can obtain stable returns regardless of
whether the market is rising or falling. It is generally believed that building a portfolio with a beta
close to 0 can meet the requirements of a market-neutral strategy.

There are several advantages of a market neutral strategy: first, it can provide a diversified invest-
ment portfolio; second, the market neutral strategies have low risk and the same performance under
different market conditions for the different portfolio; third, the asset portfolio constructed according
to the market-neutral strategy has little correlation with other asset classes and has little impact on the
market; forth, as transaction costs decrease, profit margins increase [12].

However, the market neutral strategy is not risk-free arbitrage. The selection of long and short
positions in an asset portfolio depends on the subjective judgment of hedge fund managers. Once
there is an error in judgment, or the performance of long stocks is worse than that of short stocks, this
strategy may cause significant losses.

PEG ratio. Thirdly, the PEG Ratio is a company's price-earnings ratio divided by the company's
earnings growth rate. The PEG Ratio = 1, the stock value matches the growth potential, and the val-
uation is reasonable; The PEG Ratio > 1, the value of the stock may be overvalued, or the market
believes that the company's performance growth will be higher than the market's expectations. Gen-
erally, the PEG of growth stocks will be higher than 1, or even above 2. Investors are willing to give
them a high valuation, indicating that the company is likely to maintain rapid performance growth in
the future; The PEG Ratio < 1, either the market has underestimated the value of the stock, or the
market believes that its performance growth may be worse than expected. Value stocks typically have
PEGs below 1 to reflect expectations of low earnings growth.

The PEG ratio is mainly applicable to industries and companies with stable performance growth
and low leverage, such as consumer and pharmaceutical. It is not suitable for cyclical stocks with
large performance fluctuations, such as agriculture, non-ferrous metals and infrastructure industries,
nor for high-debt industries, such as banking, real estate, and insurance industries.

The advantage of this strategy is that it makes up for the inadequacy of the PE ratio on the com-
pany's growth valuation. The disadvantage is that it can only assist in judging the relative level of
stock price and value but cannot judge the company's operation and asset quality.
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2.2. Data of Industry and Company

The following data section selects the S&P 500 for trend comparison. Figure 1 is the trend graph of
the S&P 500 this year, which mainly fluctuates between 4,000 and 5,000 points, showing a slight
downward trend.
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Figure 1: S&P 500 Index chart from 3-Jan-2022 to 3-Sep-2022.
Source: Wind [13]

Based on the current macro situation, combined with the industry, first, the conflict between Russia
and Ukraine directly leads to the tight supply of international coal, which indirectly increases the
demand for coal use. From the analysis of trade flow, European coal imports mainly come from Rus-
sia and the Americas. After the start of the Russian-Ukrainian war, the EU imposed sanctions on
Russian trade exports. From August 2022, the EU's ban on coal imports from Russia has officially
taken effect. Judging from past data, as Figure 2, the EU will import about 90, 000, 000 tons of coal
in 2020, mainly from Russia (46.7%), the United States (17.7%), Australia (13.7%), Colombia
(8.2%), South Africa (2.8%) and other countries [14].
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Figure 2: Distribution map of European coal imports.
Source: Zhongtai Securities [14]

Among them, the dependence on Russian coal imports is the highest. In order to meet the coal
import gap from Russia after the ban takes effect, it is expected that the EU will increase its procure-
ment of other international coal such as the United States and Australia. Under multiple factors, in-
ternational coal prices continued to rise, and demand was supported strongly.
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Peabody Energy Corporation (Peabody Energy), the world's largest privately-owned coal com-
pany, was listed on the New York Stock Exchange in 1949 (NYSE: BTU) and owns in 26 mining
operations in the United States and Australia. As a coal concept stock, in addition to the mining
business, Peabody Energy also sells, brokers and trades coal. Figure 3 shows the stock price trend of
Peabody Energy since the beginning of this year. It is not difficult to see that although there are some
fluctuations, the overall trend is upward. Stock price of Peabody Energy are up 145% this year, com-
pared to Figure 1, the stock price is very impressive.
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Figure 3: The close price chart of Peabody Energy.
Source: Yahoo Finance [15]

Second, in the early days of the covid-19 outbreak, countries took "breakdown" to stop the spread
of the epidemic between cities, all companies and schools started working and learning from home.
For most companies, they will not pay to purchase and use complex conference systems because of
a sudden epidemic. In order to meet the needs of classes, schools only need basic online conference
functions, and will not increase costs. At this time, a company became their first choice, which is
Zoom Video Communications, Inc. (Zoom). With its core business, Zoom firmly seized the oppor-
tunity of online meetings and doubled its revenue, but it was also accompanied by a certain degree of
development pressure. Since the beginning of the epidemic, the global video meeting market has been
dominated by Zoom and Microsoft Teams, the Chinese market is basically dominated by Tencent
Meetings. According to the data, from 2020 to 2021, Zoom's market share will increase from 26.4%
to 48.7%, and the market share of Microsoft Teams will increase from 9.7% to 14.5% [16]. The usage
of other platforms is shown in Figure 4.
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Figure 4: The market shares of video calling platform.
Source: Digital Information World [16]

Compared with Microsoft, which has a complete product ecosystem and customer base of Office,
and can use Microsoft 365 for a bundled sales strategy, Zoom has obvious competitive disadvantages.
However, due to the high reliability and stability of the video meeting services, it still has a priority
of most enterprises and institutions and has a relatively high customer stickiness. Affected by this,
Zoom's share price has continued to decline since the beginning of this year, from $180 per share to
$80 per share. The trend is shown in Figure 5, with a decline of about 44.44%. But whether it can
continue to consolidate institutional users in the future depends on the success of Zoom's transfor-
mation to the Business-side.

200
180
160
140
120
100
80
60
40
20

Close

Figure 5: The close price chart of Zoom.
Source: Yahoo Finance [17]

In addition to Covid-19, the monkeypox epidemic also suddenly entered the public eye in May
2022. On July 23, WHO declared that the monkeypox outbreak constitutes a "public health emer-
gency of international concern". As of September 2022, there will be more than 50,000 confirmed
cases of monkeypox worldwide [18]. With the rapid spread of monkeypox epidemics in Europe and
the United States, many countries and regions have begun to purchase monkeypox vaccines and drugs
in large quantities, and the supply is in short supply. SIGA Technologies Inc. (Siga) is a concept stock
of monkeypox, with the development of the epidemic, Siga's stock price has also risen, thanks to its



Proceedings of the 2nd International Conference on Business and Policy Studies
DOI: 10.54254/2754-1169/15/20230857

oral TPOXX® (Tecovirimat) has been approved by the European Medicines Agency for the treatment
of smallpox, monkeypox and other diseases after smallpox vaccination. This comes after the Univer-
sity of Oxford announced it would begin a new clinical study called PLATINUM to assess whether
Tecovirimat is effective in treating monkeypox [19]. It is not difficult to see from Figure 6 that before
the monkeypox epidemic began to spread, from the beginning of this year to mid-May, Siga’s stock
price was weak and has a low volatility. There have been obvious ups and downs since late May, and
the stock price has risen sharply since the WHO announced that monkeypox was upgraded to a global
public health event in mid-July.
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Figure 6: The close price chart of Siga Technologies.
Source: Yahoo Finance [20]

One of the industries that has been able to maintain stable amid the delivery segment. Judging
from the market concentration of the top 50 global freight forwarding companies, in 2020, there will
be 2 companies with freight revenue greater than US$70 billion, while FedEx Corporation (FedEx)
ranked second with US$704.56, followed by UPS, whose freight business The scale is far ahead of
other companies, and the total revenue of its freight business accounts for 22% of the top 50 compa-
nies. From Figure 7, the price per share of FedEx is always at a high level, and the volitility is not
obvious. The overall trend is similar with the S&P 500 in Figure 1.
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Figure 7: The close price chart of FedEx Corporation.
Source: Yahoo Finance [21]

Finally, let's look at the Chinese market. In the past two years, China's core Internet industries have
developed strongly. Tencent Holdings Limited (Tencent) is a leading company in the industry, mainly
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in the field of digital entertainment. This field mainly includes online music, online literature, online
games, online video, online live broadcast and online news, and Tencent basically has related busi-
nesses. From the perspective of development history, Tencent made its fortune from social software,
and the subsequent company development layout is also mainly concentrated in the field of social
networking and digital entertainment. In 2021, Tencent announced the launch of the carbon neutrality
plan, successfully becoming one of the first Internet companies in China to launch carbon neutrality
plans. one. In addition, Tencent's product, WeChat, has dominated third-party mobile payment all
year round, and has accounted for nearly 50% of China's third-party mobile payment market in the
next five years. Compared with digital entertainment and third-party mobile payment, Tencent's lay-
out in the field of e-commerce has obvious shortcomings. Tencent's stock price chart is shown in
Figure 8.
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Figure 8: The close price chart of Tencent.
Source: Yahoo Finance [22]

The last segment is the real estate industry. In 2022, the real estate market will move forward in a
weak recovery, but the supply-side changes under the credit turmoil will bring significant opportuni-
ties for some blue-chip real estate companies. The competition in the land market has decreased sig-
nificantly, and the profit margin of land acquisition has increased significantly. As policies continue
to be implemented in various parts of China, in addition to lowering the down payment ratio require-
ment, the purchase restriction is gradually relaxed, and the mortgage loan interest rate is also expected
to continue to decline. Therefore, by the end of the year, the market is still volatile.

Longfor Group Holdings Limited (Longfor) is the real estate company, affected by the Evergrande
redemption crisis last year, investors are pessimistic about the real estate market; in addition, due to
the tightening of credit policies, decline in the scale of financing, structural changes, and cost declines
have become the main features in the real estate industry this year. Affected by the above factors,
combined with the data shown in Figure 9, the price per share of Longfor Group has dropped by
55.77% from the highest to the lowest in 2022.
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Figure 9: The close price chart of Longfor.
Source: Yahoo Finance [23]

2.3. Results

This section shows different portfolio covers above strategies. The first portfolio longs Peabody En-
ergy, shorts Tencent. The reason is that based on the momentum strategy of “chasing up and selling
down”, combined with the above-mentioned energy shortages in Europe and the shift in demand
focus due to the Russian-Ukrainian conflict, and considering the demand for peak shaving in summer
and the demand for heating in winter are superimposed, and since the beginning of this year, the
United States has repeatedly sounded the alarm of power shortage. Previously, in the context of high
natural gas prices, many U.S. power companies restarted coal-fired power plants to prevent winter
power shortages, resulting in a sharp surge in coal demand and further driving up coal prices.

And the judgment of Peabody’s historical stock price, the 200-DAY Moving Average is 19.08,
which can be selected as a long stock. From the perspective of short positions, the 200-DAY Moving
Average of Tencent's stock price is 395.828. According to Table 1, Tencent's stock price has fallen
continuously. Mainly for the following reasons: First, after Ali was fined in 2021, the Chinese gov-
ernment will promote the return of funds to the real economy. Second, games are Tencent's core
revenue, and the rectification of games by anti-monopoly policies has led to a drop in the stock price.
Third, there are rumors that Tencent has begun to reduce all or most of the shares of Meituan which
is a food delivery company. Therefore, it is not difficult to judge why Tencent's share price, as shown
in Figure 8, has continued to decline this year.

Table 1: Portfolio results of the momentum strategy.

Symbol Position Price Paid Weight Market value Profit
BTU Long $22.55 80% $562.6 24.75%
0700.HK Short HK$320.8 20% $197.53 3.37%
Portfolio re- 20 4740%

turn

Then, in this portfolio used by the market neutral strategy, the monkeypox epidemic is still accel-
erating around the world, so Siga's stock price will still be on an upward trend in the short term. Based
on this view, this stock has been selected as a long position. Affected by the Evergrande redemption
crisis last year, investors are pessimistic about the real estate market.
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At present, the sales of the real estate market are facing downside risks, but many companies have
poor financing and cannot replenish their land reserves in a timely manner. Therefore, under the
background of the great differentiation of real estate enterprises' credit, the credit that determines the
prospects of the enterprise (expressed as bond yield), followed by the strength of land acquisition and
development capacity, so Longfor Group is chosen here.

Based on the above analysis, it is unlikely that the real estate market will improve in the future, so
there is recommended to keep the existing short positions. While, under the market-neutral strategy,
in order to diversify the market risk, the portfolio selects two stocks with betas both less than 1, where
Siga’s beta is 0.4 and Longfor’s beta is 0.27, also adjusts the investment weight of each stock. The
specific trade data is shown in Table 2.

Table 2: Portfolio results of the market neutral strategy.

Symbol Position Price Paid Weight Market value Profit
SIGA Long $17.27 77% $21,541.2 24.73%
0960.HK Short HKS$27.8 23% $15.397.99 -9.17%
Portfolio re- 16.9609%

turn

Portfolio

beta 0.37

The third portfolio consists of FedEx Express and zoom. The PEG ratio of FDX is 0.92, which is
less than 1 indicates that the market is underestimating the expected growth of FedEx, and the com-
pany's stock is currently undervalued. At the same time, it shows that FDX is a value stock with a
low PE ratio, and FedEx's performance and fundamentals are stable, sales are growing steadily, so
chose to hold a long position.

For Zoom, with the effective control of the epidemic, the demand for online office has dropped,
and the demand for personal support in the post-epidemic era has declined significantly. Coupled
with the impact of the previous high base, revenue has dropped significantly. In short, after the epi-
demic dividend disappeared, Zoom's performance was not satisfactory, and its stock price showed a
downward trend in the short term.

Zoom's PEG ratio is 3.06, which is greater than 1, indicating that market's expected growth is
higher than the actual value of the stock. The stock is currently overvalued. Based on the above anal-
ysis, the trades shown in Table 3 are made here, resulting in a yield of 12.4633% at the selected
observation time

Table 3: Portfolio results of the PEG ratio.

Symbol Position Price Paid Weight Market value Profit
FDX Long $224.78 33% $4,540.8 1.01%
M Short $103.51 67% $3,387.4 18.19%
Portfolio re- 12.4633%

turn

From the perspective of the three groups of portfolios, the momentum strategy has the better return
performance, as the energy industry and Internet companies have been affected by macro factors this
year, the performance is obvious, and the certainty is strong. In addition, Peabody Energy is a large

10
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energy company and has abundant resource reserves. Tencent's stock price trend is relatively intui-
tive, so historical stock prices have strong reference significance. The advantages of using a momen-
tum strategy are obvious.

For a market-neutral strategys, it is believed that in a period of market volatility, building a portfolio
with beta nearly equal to 0 can effectively avoid the risks brought by the market, while the stock
volatility of Siga and Longfor are both smaller than the index volatility. Therefore, if a reasonable
weight adjustment is made to the investment portfolio, a relatively considerable rate of return can be
obtained.

While the portfolio constructed using the PEG ratio is relatively weak, considering the business
situation of the company and make stock long and short choices is too simple.For FedEx, which yields
lower yields, investors and institutions are now cautious about the North American transportation
sector due to the slowdown in imports.

3. Conclusion

In this investigation, the aim was to assess how to choose individual stocks and strategies to obtain
higher investment returns in the current volatile market. By analyzing the industries in which the six
stocks are located, combining momentum strategy, market neutral strategy and PEG ratio strategy to
construct investment portfolios and conduct real trading, the results of return rates are intuitively
obtained. The insights gained from this study may be of assistance to understand how individual
investors and institutions should comprehensively judge market conditions and make reasonable asset
allocation under the possible "black swan" event. This study has found that generally the momentum
strategy performs better when the market trend is determined; the market neutral strategy can effec-
tively avoid market risks under volatile market conditions. Of course, The major limitation of this
study is the number of individual stocks in the industry is small, and the dimension of strategy con-
siderations is relatively simple. Therefore, this issue will be further discussed in the future.
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