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Overview

o Two exchanges: Shanghai (SSE) and Shenzhen (SZSE)
o Two types of shares: A and B

o B shares are officially called Domestically Listed Foreign Investment
Shares and targeted for foreign investors

o B shares face values are set in RMB but traded in foreign currencies,
in contrast to A shares that are both priced and traded in RMB

o B shares were limited to foreign investment until Feb 19, 2001

o Now it is dominated by domestic investors

# of Stocks B Shares Proportion of
B Shares (%)
SSE 921 54

5.5%
SZSE 1399 54 3.7%
Table 1: Number of A and B Shares
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Investability of Chinese Market

o How different is it from other markets?
o How liquid is it?

o What is the magnitude of the trading frictions such as
market impact and spreads?

o Similarities and differences between A Shares and B
Shares
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Market Capitalization

o Chinese market has gone through rapid development in
the last decade
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Figure 1: Domestic market capitalization
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Broad Index Return

o The indexes for A Shares and B Shares are highly
correlated

o Chinese stock market experienced higher returns than its
mature counterparts, such as US and Japan
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Figure 2: Broad stock index returns since 2002
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Trading Volume

o When it comes to investing in emerging markets, the
common concern is lack of liquidity of their stock markets

o Overall trading value gives a good first assessment of
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Figure 3: Total value of traded shares (RMB bn)
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Turnover Velocity

o Defined as the ratio between the annual trading value of
domestic shares and their market capitalization

o Turnover velocity provides additional insight with regard
to liquidity
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Figure 4: Turnover velocity
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Number of Trades

o The ease with which a market may be traded can be
analyzed by looking at annual number of trades
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Figure 5: Number of trades
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o To better understand how the overall trading activity
translates at the order level, it is interesting to look at the

average value of trades
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Figure 6: Average value of trades
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Intra-Day Profiles

o Volume Profile

o Volume is calculated as % of trading value of all stocks in the
current bucket over total daily trading value of all stocks

o Market Depth Profile

o Market depth is defined as the ratio of average number of shares
available at best bid and best ask in the current bucket over the daily
average

o Spread Profile

o Spread is the turnover weighted average (over stocks) of time
weighted average spread in the current bucket

o Volatility Profile

o Volatility is the simple average (over stocks) of interval price
dispersion normalized by historical daily volatility during the same
time period



In support of

?I(KE FACE FIXerorocoL

INDUSTRY-DRIVEN MESSAGING STANDARD™

Methodology

o We divide the whole universe into two groups
o Top 20% most liguid names

o The remaining 80% less liquid ones

o The universe of B shares is kept as a whole considering it
is small

o Each trading day is split into 1-min buckets to spot
interesting patterns
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Volume Profile

o5 S5E Intra—day Volume Profile

SZ5E Infra—day Volume Profile
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Figure 7: Volume profile

o U pattern for both liquid and illiquid names
o Volume spike immediately after the afternoon open

o B shares trade less actively than A shares during market open, but have
higher concentration during the afternoon open
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Market Depth Profile
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Figure 8: Market depth profile
o Non-informed investors attempt to avoid being taken advantage by
qguoting smaller sizes around market open
o As trading continues, investors are more willing to post sizes
o Steeper spike before the market close
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Spread Profile
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Figure 9: Spread profile

o The intra-day spreads exhibit overall U shapes
o The spike during the market open is the most notable
o Significant size difference between liquid and illiquid names
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Volatility Profile
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Figure 10: Volatility profile

o The liquid and illiquid names share similar pattern, i.e., U-shape

o The spike during the market open is the most significant, which could be
attributed to the price discovery process

o Higher volatility for the more liquid names
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Transaction Cost

o Explicit transaction costs

o Exchange fees

o Commissions
o Market frictions during the implementation phase. The
two main components of these implicit costs are

o Spread

o Market impact
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Spread

o Evolution of average spread in bps over the last five years
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Figure 11: Average spread
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Market Impact

o Market impact estimate is based on J.P. Morgan
proprietary model calibrated for global markets
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Figure 12: Market impact
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Conclusions

o The economic development of China, together with that
of its financial market, draws attention across the globe

o Liquidity as well as breadth of the Chinese stock markets
improved significantly making them easier to access and
invest

o Chinese stock markets exhibit patterns that justify the use
of algorithmic strategies that were previously considered
the exclusive domain of developed countries

o The inherent risk accompanying investing in Chinese
stocks cannot be neglected as there are still restrictions for
overseas capital to enter the Chinese stock markets

o These characteristics shall be borne in mind of investors
who see the potential to invest in China
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Compliance Disclaimer

This material is prepared by J.P. Morgan Securities plc for distribution to J.P. Morgan clientele. It is not a product of J.P. Morgan’s Re-

search Departments. This material may include summaries and references to recently published research notes and reports by J.P. Morgan’s
Research Departments. For complete details on the specific companies mentioned, including analyst certification, valuations, and important
investment banking related disclosures, you should refer to the most recently published note or report, which is available through
http://www.morganmarkets.com. You may also find a link to the complete disclosure information on all companies covered by J.P. Morgan’s
Equity Research Department on the log-in page of our institutional client website, https://mm.jpmorgan.com/disclosures/company/. This
material also may include market commentary prepared by the individual author on specific companies or instruments that J.P. Morgan’s
Research Departments may or may not cover. Unless otherwise specifically stated, any views or opinions expressed herein are solely those
of the individual author and may differ from the views and opinions expressed by J.P. Morgan’s Research Departments or other divisions

of J.P. Morgan and its affiliates. Structured securities, options, futures and other derivatives are complex instruments, may involve a high
degree of risk, and may be appropriate investments only for sophisticated investors who are capable of understanding and assuming the risks
involved. Because of the importance of tax considerations to many option transactions, the investor considering options should consult with
his/her tax advisor as to how taxes affect the outcome of contemplated option transactions. For further information on the risks involved
with various option strategies, please consult the Options Clearing Corporations Characteristics and Risks of Standardized Options. The
document can be viewed at: http://www.optionsclearing.com/publications/riskstoc.pdf This material is provided for information only and is
not intended as a recommendation or an offer or solicitation for the purchase or sale of any security or financial instrument. This material is
not a complete analysis of all material facts respecting any issuer, industry or security or of your investment objectives, parameters, needs
or financial situation, and therefore is not a sufficient basis alone on which to base an investment decision. J.P. Morgan and its affiliates may
have positions (long or short), effect transactions or make markets in securities or financial instruments mentioned herein (or options with
respect thereto), or provide advice or loans to, or participate in the underwriting or restructuring of the obligations of, issuers mentioned
herein. Moreover, the trading desk may have acted on the basis of this material. The information contained herein is as of the date and
time referenced above and J.P. Morgan does not undertake any obligation to update such information. All market prices, data and other
information are not warranted as to completeness or accuracy and are subject to change without notice. Past performance is not indicative
of future results. The investments discussed may fluctuate in price or value. Changes in rates of exchange may have an adverse effect on

the value of investments. Transactions involving financial instruments mentioned herein may not be suitable for all investors. Supporting
documentation or any claims, comparisons, recommendations, statistics or other technical data will be supplied upon request. J.P. Morgan
is the marketing name for the JPMorgan Chase & Co Investment Bank. J.P. Morgan Securities plc is a member of FINRA, NYSE and

SIPC. Clients should contact their salespersons at, and execute transactions through, a J.P. Morgan entity qualified in their home jurisdiction
unless governing law permits otherwise. IRS Circular 230 Disclosure: JPMorgan Chase & Co. and its affiliates do not provide tax advice.
Accordingly, any discussion of U.S. tax matters contained herein (including any attachments) is not intended or written to be used, and
cannot be used, in connection with the promotion, marketing or recommendation by anyone unaffiliated with JPMorgan Chase & Co. of

any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.

Copyright 2012 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed
without the written consent of J.P. Morgan.




