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China equities: Is the rally sustainable? 

  
JP Morgan Asset Management |  29 April 2015  |   

The People's Bank of China's surprise rate cut in November 2014 and investor expectations 
of further easing measures have triggered a strong rally in China equities - in particular, the 
domestic A-share markets, with the CSI 300 Index rising 84% since 21 November 2014. H-
shares have been laggards so far, with the MSCI China Index up 33%.  

However, as written in our 2Q edition of Quarterly Perspectives, we had expected to see 
some catch-up in performance of the Hong Kong-listed H-share laggards in the near term, 
given their much cheaper valuations compared to A-shares. The current sharper-than-
expected rally in H-shares (+17% in three weeks) began after the extended Easter and 
Chinese Ching Ming holidays in Hong Kong in early April. It was mainly triggered by the 
announcement around the end of March that onshore mutual funds have been given 
permission to buy Hong Kong-listed shares through the Shanghai-Hong Kong Stock Connect 
program without the need of a QDII license.  

  

A SIGNAL TO CLOSE THE VALUATION GAPS BETWEEN A-SHARES AND H-SHARES  

Conveniently, the China Securities Regulatory Commission relaxed the restrictions on cross-
border buying of Hong Kong shares just as the A-share market hit a seven-year high on the 
back of very bullish investor sentiment. As shown in Figure 1, the euphoric sentiment is 
illustrated by the number of weekly new investment accounts in the A-share market, which 
jumped to 1,670,000 at the end of March, versus a historical average of 240,000. 
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Figure 1:  Number of weekly new investment accounts in the A-share 
market soared in recent weeks 

Sources:  Bloomberg, CICC, J.P. Morgan Asset Management “Guide to the Markets 
– Asia 2Q 2015, page 40.” Data reflect most recently available as of 17/4/15. 

  

  

  

 
Therefore, the green light for Mainland mutual funds to use Stock Connect can be seen as a 
signal that the central government wants domestic investors to shift their focus from 
expensive A-shares to cheaper H-shares, which were trading at an almost 30% discount for 
dual-listed companies around the end of March.  

The recent outperformance has certainly reignited positive sentiment among Hong Kong 
domestic and overseas investors. Furthermore, China accounts for the largest country 
weightings of 22% and 24% in the MSCI AC Asia Pacific ex-Japan Index and MSCI EM Index, 
respectively. Many of the benchmark-focused institutional investors, who have been 
underweight China, are now being forced to chase H-shares to make up the performance.  

  

HOW SUSTAINABLE IS THE RALLY?  

Given the massive increase in both A-share and H-share markets, we will not be surprised to 
see some consolidation in the near term. However, we believe there are several possible key 
drivers for the rally to continue in the medium term:  

1. Weak economic data – The macroeconomic data continues to be disappointing. Poor 
data will increase expectations for both greater monetary and fiscal easing.  

2. Further reform announcements – Some senior officials hinted early this year that 
there will be key announcements on state-owned enterprise (SOE) reform this year. 
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As SOEs account for around 60%  80% of the A-share and H-share indices, any key 
reform news should be a catalyst for a re-rating in SOEs.  

3. Expectations on further inflows – For the A-share market, the launch of Shanghai-
Hong Kong Stock Connect in November 2014 has brought the largely domestically 
driven China A-share market to the global arena. Growing expectations of Shenzhen-
Hong Kong Stock Connect, or even the Shanghai-Taiwan Stock Connect, as well as 
future inclusion of A-shares in global equity benchmark indices are likely to continue 
to attract inflows. For the H-share market, as Figure 2 illustrates, investors are now 
expecting to see an increase in the southbound quota soon. The total amount of 
assets that can be invested in equities by onshore mutual funds is around RMB2 
trillion (USD340 billion), where the current southbound quota represents just 12% of 
this amount. This implies huge potential inflows to the Hong Kong share market. 
Furthermore, as stated by People's Bank of China governor, Zhou Xiaochuan two 
weeks ago, Beijing has pledged to largely complete capital account liberalisation by 
end of this year. Encouraging fund flows to outside of China is one of the important 
steps towards liberalisation. The Hong Kong stock market is very likely to be one of 
the key beneficiaries. 

  

  

  

Figure 2:  SH-HK connect southbound quota expected to increase soon 
SH-HK connect quota utilization (aggregate) 
RMB billion) 

 
Source:  Bloomberg, J.P. Morgan Asset Management “Guide to the Markets – Asia 
2Q 2015, page 40.” Data reflect most recently available as of 17/4/15. 
  

  

  

 
  

4. Bullish retail investor sentiment in A-share market:  Optimism in the A-share market, 
which is largely dominated by onshore individual investors, could continue to drive 
up the market. Nevertheless, the announcement of allowing onshore mutual funds to 
invest in Hong Kong shares via Stock Connect as well as recent regulatory changes on 
leverage and short selling seem to suggest that the central government has been 
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trying to calm down the current euphoria sentiment. We believe some healthy 
corrections in the A-share market are needed for the uptrend to sustain longer. 

5. Relatively cheaper valuations for H-shares: The catch-up in H-shares or Hong Kong 
shares is expected to keep going as their valuations are still cheaper than their A-
share counterparts. Figure 3 shows that the MSCI China H Index is still trading below 
its long-term average. 

  

  

  

Figure 3:  H index is still trading at discount despite recent rally 

Forward P/E ratio 

 
Sources:  Bloomberg, J.P. Morgan Asset Management “Guide to the Markets – Asia 
2Q 2015, page 40.” Data reflect most recently available as of 17/4/15. 

  

  

  

 
Also, Figure 4 shows that as A-shares on average are still trading on a 20%+ premium to 
their H-share peers, the A/H arbitrage theme on closing the valuation gaps between A- and 
H-dual-listed companies is expected to continue. 
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Figure 4:  Valuation gaps are expected to close further 
HANG SENG China A-H Premium index 

 
Sources:  Bloomberg, J.P. Morgan Asset Management “Guide to the Markets – Asia 
2Q 2015, page 40.” Data reflect most recently available as of 17/4/15. 

  

  

  

 
Lastly, what could make the rally sustainable in the long run? We believe that the markets 
need to see some evidence of significant improvement in economic fundamentals and 
corporate earnings, as well as realisation of reform dividends. Otherwise, this is likely to be a 
rally that only runs for the short term. 

  

DISCLAIMER 

The Market Insights program provides comprehensive data and commentary on global markets without 
reference to products. Designed as a tool to help clients understand the markets and support 
investment decision-making, the program explores the implications of current economic data and 
changing market conditions. The views contained herein are not to be taken as an advice or 
recommendation to buy or sell any investment in any jurisdiction, nor is it commitment from J.P. 
Morgan Asset Management or any of its subsidiaries to participate in any of the transactions 
mentioned herein. Any forecasts, figures, opinions or investment techniques and strategies set out are 
for information purposes only, based on certain assumptions and current market conditions and are 
subject to change without prior notice. All information presented herein is considered to be accurate at 
the time of writing, but no warranty of accuracy is given and no liability in respect of any error or 
omission is accepted. This material should not be relied upon by you in evaluating the merits of 
investing in any securities or products. In addition, the Investor should make an independent 
assessment of the legal, regulatory, tax, credit, and accounting and determine, together with their own 
professional advisers if any of the investments mentioned herein are suitable to their personal goals. 
Investors should ensure that they obtain all available relevant information before making any 
investment. It should be noted that the value of investments and the income from them may fluctuate 
in accordance with market conditions and taxation agreements and investors may not get back the full 
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amount invested. Both past performance and yield may not be a reliable guide to future performance. 
Exchange rate variations may cause the value of investments to increase or decrease. Investments in 
smaller companies may involve a higher degree of risk as they are usually more sensitive to market 
movements. Investments in emerging markets may be more volatile and therefore the risk to your 
capital could be greater. Further, the economic and political situations in emerging markets may be 
more volatile than in established economies and these may adversely influence the value of 
investments made. It shall be the recipient’s sole responsibility to verify his / her eligibility and to 
comply with all requirements under applicable legal and regulatory regimes in receiving this 
communication and in making any investment. All case studies shown are for illustrative purposes only 
and should not be relied upon as advice or interpreted as a recommendation. Results shown are not 
meant to be representative of actual investment results. J.P. Morgan Asset Management is the brand for 
the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. This 
communication is issued by the following entities: in Brazil by Banco J.P. Morgan S.A. (Brazil) which is 
regulated by The Brazilian Securities and Exchange Commission (CVM) and Brazilian Central Bank 
(Bacen ); in the United Kingdom by JPMorgan Asset Management (UK) Limited, which is authorized and 
regulated by the Financial Conduct Authority (FCA); in other EU jurisdictions by JPMorgan Asset 
Management (Europe) S.à r.l.; in Switzerland by J.P. Morgan (Suisse) SA, which is regulated by the Swiss 
Financial Market Supervisory Authority FINMA; in Hong Kong by JF Asset Management Limited, 
JPMorgan Funds (Asia) Limited or JPMorgan Asset Management Real Assets (Asia) Limited, all of which 
are regulated by the Securities and Futures Commission; in India by JPMorgan Asset Management India 
Private Limited which is regulated by the Securities & Exchange Board of India; in Singapore by 
JPMorgan Asset Management (Singapore) Limited or JPMorgan Asset Management Real Assets 
(Singapore) Pte. Ltd., both are regulated by the Monetary Authority of Singapore; in Taiwan by 
JPMorgan Asset Management (Taiwan) Limited, which is regulated by the Financial Supervisory 
Commission; in Japan by JPMorgan Asset Management (Japan) Limited which is a member of the 
Investment Trusts Association, Japan, the Japan Investment Advisers Association and the Japan 
Securities Dealers Association, and is regulated by the Financial Services Agency (registration number 
“Kanto Local Finance Bureau (Financial Instruments Firm) No. 330”); in Korea by JPMorgan Asset 
Management (Korea) Company Limited which is regulated by the Financial Services Commission 
(without insurance by Korea Deposit Insurance Corporation) and in Australia to wholesale clients only 
as defined in section 761A and 761G of the Corporations Act 2001 (Cth) by JPMorgan Asset 
Management (Australia) Limited (ABN 55143832080) (AFSL 376919) which is regulated by the 
Australian Securities and Investments Commission; in Canada by JPMorgan Asset Management (Canada) 
Inc.; and in the United States by J.P. Morgan Investment Management Inc., or J.P. Morgan Distribution 
Services , Inc., member FINRA SIPC. EMEA Recipients: You should note that if you contact J.P. Morgan 
Asset Management by telephone those lines may be recorded and monitored for legal, security and 
training purposes. You should also take note that information and data from communications with you 
will be collected, stored and processed by J.P. Morgan Asset Management in accordance with the EMEA 
Privacy Policy which can be accessed through the following website 
http://www.jpmorgan.com/pages/privacy.  Past performance is no guarantee of comparable future 
results. Diversification does not guarantee investment returns and does not eliminate the risk of loss. 
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formulates and disseminates J.P. Morgan Funds' view on the markets, economy 
and investing to financial advisers and their clients in the Asia region.  

 
 


