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Market backdrop
Having had a difficult start to the year,
Chinese equities stabilised in the second
quarter of 2022. Covid-induced restrictions
had damaged investor sentiment,
but tentative signs of some easing of
restrictions has halted the rout.
While undoubtedly positive, the reopenings
do not yet mark a complete U-turn in
China’s Covid policies. Certain restrictions
on the movement of people and goods are
still in place. The worst is probably behind
us, but challenges remain for the economy
as the restoration of business and
consumer confidence will take some time.
This does mean, at least, that China does
not have the same magnitude of concern
around inflation as is being experienced
by much of the rest of the world.

Economic data for June showed signs of
improvement. Beĳing policymakers are
using several channels to counteract
contraction in the property and
infrastructure sectors. These channels
include fiscal stimulus focused on
consumption, credit easing and liquidity
measures.
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China’s long-term growth objectives are
seen as a key counterweight to recent
stresses and it is worth noting that
valuations across many Chinese equity
sectors now look more attractive than
recent history. While the bulk of the world’s
economies are tightening monetary policy
to combat inflation, in China we expect
continued monetary, fiscal and regulatory
stimulus in pursuit of the country’s
economic growth targets.

Market backdrop
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Chinese stimulus
As the world tightens policy, China is easing as lockdowns end.
Credit impulse is trending up

Infrastructure spending has rebounded
3mma yoy%***
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Source: (Left) CEIC, People’s Bank of China (PBoC), J.P. Morgan Asset Management; Ministry of Finance of China; data as of 21 May 2022. (Right) NBS, WIND, data as of
25 April 2022. *Credit impulse measures the year-over-year change of credit flow (net aggregate social financing) as a percentage of nominal GDP. Rolling 12-month nominal
GDP and credit stock are used in the calculation. **PMI=Purchasing Managers’ Index. ***3mmayoy% is the three-month moving average year on year percentage change.
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Investment perspectives
With strong stimulus support likely, in our view, a
rebound in the third quarter could be on the cards.
The key growth drivers of consumption, technological
development and policy to reduce carbon emissions
should continue to play out in the long term.
However, there are still uncertainties. While margin
pressure is easing for a number of companies as
we see price rises coming through, geopolitics will
be one determinant of input cost inflation from here,
affecting both soft and hard commodities. Also, on the
geopolitical front there may be some easing of tensions
with the US, as Chinese supply can play a part in easing
US inflation.
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JPMorgan Funds - China Fund
JPMorgan Funds - China A-Share Opportunities Fund
A consistent quality growth tilt, focusing on bottomup stock picking, remains key for our portfolios, as we
focus on idiosyncratic growth opportunities. We are also
actively positioned in beneficiaries of policy stimulus/
relaxation, including smart infrastructure, new energy,
property and property-related businesses, and internet
companies.
In the China Fund, we added to internet names that
should benefit from the reopening and from their own
specific cost control measures: after some challenging
performance over the past year, we see scope for
upside surprises in certain names. We reduced our
underweight in financials, focusing on stocks with
higher expected returns, and deployed more capital to
the import substitution theme within both software and
process automation.

In the China A-Share Opportunities Fund, we pared our
health care weighting, which is defensive in terms of
volumes but less so in terms of regulation, pricing and
valuation. We accumulated a combination of real estate
sensitive names – which are beneficiaries of China’s
recent easing policies – and “hard” technology names,
where we forecast a longer cycle than the market has
been pricing.
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We also added to renewable energy-related
infrastructure spending, for example in smart grid,
wind/solar operations, and solar component suppliers.
We funded these purchases by reducing software
names whose earnings momentum has deteriorated,
and some consumer companies whose ability to pass
on higher input costs is being hampered by lacklustre
end demand.

Funds
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Investment focus:
Renewable energy
Government policy support is perhaps the key factor for
ESG (environmental, social and governance) investors in
China. While some sectors, such as internet stocks and
real estate, have suffered from regulatory tightening in
recent years, sectors that are more closely linked to the
Chinese government’s environmental targets, such as
renewable energy and electric vehicles, are benefiting
from long-term policy tailwinds.

To support the energy transition, renewable energy
companies face less regulatory uncertainty and are
benefiting from a lower cost of capital from state-owned
lenders, as well as from tremendous growth in demand.
We’d expect this confluence of positive factors to lead
to higher valuation multiples in the renewables sector,
where we are pursuing several opportunities, including
in China’s largest hydroelectric power company.

Renewable energy producers, for example, are
benefiting from a growing number of environmentalrelated rules that are aimed at accelerating China’s
transition away from coal. Policy goals and five-year
plans to boost the proportion of renewables in China’s
energy mix are vital if China is to meet its emissions
reduction targets.

The renewables sector isn’t, however, only attractive
to investors because of China’s growing consumption
of clean energy. China is also a significant producer of
renewable energy equipment, with leading positions in
wind turbine production and the manufacturing of solar
panels. Chinese companies will play a crucial role in the
global battle to reach net zero.

Investment focus
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Risk and reward profile
JPMorgan Funds - China
A-Share Opportunities Fund
Investment objective
To provide long-term capital
growth by investing primarily
in companies of the People’s
Republic of China (PRC).

Lower risk
Potentially lower reward

1

2

Higher risk
Potentially higher reward

3

4

5

6

7

Investment risks Risks from the Fund’s techniques and securities
Techniques
Concentration
Hedging

Securities
China
Emerging markets
Equities

Participation notes
Smaller companies

JPMorgan Funds - China Fund

Investment objective
To provide long-term capital
growth by investing primarily
in companies of the People’s
Republic of China (PRC).

Lower risk
Potentially lower reward

1

2

Higher risk
Potentially higher reward

3

4

5

6

7

Investment risks Risks from the Fund’s techniques and securities
Techniques
Concentration
Hedging

Securities
China
Emerging markets
Equities

Participation notes
Smaller companies

Other associated risks Further risks the Fund is exposed to from its use
of the techniques and securities above

Other associated risks Further risks the Fund is exposed to from its use
of the techniques and securities above

Currency

Currency

Liquidity

Market

Liquidity

Market

Outcomes to the Shareholder Potential impact of the risks above

Outcomes to the Shareholder Potential impact of the risks above

Loss Shareholders
could lose some or all
of their money.

Loss Shareholders
could lose some or all
of their money.

Volatility Shares of
the Sub-Fund will
fluctuate in value.

Failure to meet the
Sub-Fund’s objective.

Volatility Shares of
the Sub-Fund will
fluctuate in value.

Failure to meet the
Sub-Fund’s objective.
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