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Calm Surface, Violent Undercurrents

MSCI China’s headline realized volatility sits at the 29th percentile of'its 10-year
range (17% annualized vs. 22% avg) - the index looks calm. But beneath the
surface, cross-sectional volatility has surged to the 98th percentile (16% vs.
10% avg). Individual stocks arc diverging [rom cach other at ncarly the widest
spread in a decade.

This divergence of low index vol vs. extreme stock-level vol signals a collapse in
intra-stock correlation. The market appears nol moving as individual stock
moves are canceling cach other out, not because nothing is happening (obviously).

The return dispersion is not only extremely large but also highly asymmetric. The
distribution of stock returns in May was highly right-skewed (skewness = 2.56).
The median stock fell 3.6%. but a handful of outsized winners pulled the mean to
just-0.6%. Data on market participation and extremes breadth also show that most
stocks declined, but the winners won big (Figure 1, 3, 4).

Who are the winners? A factor perspective is through the size: large caps arc
dominating. The large vs. small cap return spread was +6.1% in May, ncarly the
highest level in the last two years (Figure 2).

Our Muluifactor Blend benelited directly from this dispersion regime. In May, the
long book returned +3.0% while MSCI China fell 3.0%. With the shorts down
4.2%. the long/short combination delivered +7.2% on the month. With dispersion
at decade-wide levels, a handful of stocks did most of the work. On the long side
in particular, two outliers were responsible for the bulk of the alpha: Datang
International Power (+109%) and Lenovo (+105%), followed by a cluster of A-
share semis (Giga Device +51%, Suzhou TFC +49%, Montage Tech +47%).

To position for June, the Blend adds to the longs the Il-shares ol China
Construction Bank and ICBC, alongside several A-share regional banks and IT
supply-chain names (Suzhou Dongshan. Shengyi Tech. Shenzhen Longsys).
ele.; it cuts some consumer/internet names (JD.com, Midea, Pop Mart) and parts
ofthe commodity/cyclical bucket (Shaanxi Coal, China Honggiao, Qinghai Salt
Lake, COSCO Shipping), ctc. Sce inside sections [or more details.
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Figure 1: MSCI China Monthly Return Distribution of May
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Figure 2: Large vs. Small Cap Return Spread
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Source: J.P. Morgan; MSCI, FactSet; Large = top 50% by free float market cap.
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Figure 3: Stocks Matching the Direction of the Market
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Figure 4: Stocks Near 52-Week Extremes
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Figure 5: Multifactor Blend: Long-Only vs. Market
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Figure 6: Multifactor Blend: Long/Short
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Table 1: Multifactor Blend: Long Positions for June Table 2: Multifactor Blend: Short Positions for June
Top Longs Top Shorts

SEDOL Company Sector Rank 1M Retumn SEDOL Company Sector Rank 1M Return
EDBCGSE  ZHENANG CENTURY A{HK-C) Comm Svcs 15 <7.7% BDSCN13  KUNLUNTECH CO A [HK-C) Comm Svcs 16 -B.2%
EDBEOVWL  GIANT HETWORK A (HK-C) Comm Svcs 20 -19 8% BGIWITE METUANE Cons Disc 13 -11.8%
6531827 GEELY AUTOMOBILE HLDGS Cons Disc 23 17 %% BPEFB2Z3  XPENG {HK] Cons Disc 3 4.6%
EN4MKV3  NEW ORIENTAL EDUCATION Cons Disc 45 12 3% BMWSMOO  LIAUTO (HK) Cons Disc 42 -14.4%
BAMGDEZ  TAL EDUCATION GROUF ADR Cons Disc 26 -12.7% BILFLB4 BAIC BLUEPARK A [HK-C) Cons Disc 47 -13.2%
BZ04KXS  YADEA GROUP HOLDINGS Cons Disc 25 -6.4% BP3R47T?  GUANGZHOU AUTO A (HK-C| Cons Disc 11 =12 8%
BEP3R2DS  SAIC MOTOR CORP A (HK-Cj} Cons Disc a3 8.7% BDECQPE CCOOP GROUP A [HK-C) Cons Disc 15 0.4%
EP3RATS HUAYU AUTO 5Y5 A (HK-C) Cons Disc 36 -8.6% BDSCPF1  IIANGSU YANGHE A [HK-C) Cons Staples 12 -6.9%
EMGWW30 NONGFU SPRING COH Cons Staples a2 -6.1% BP3RSQ3  YONGHUI SUPERST A {HK-C}) Cons Staples 4 2. 7%
E01B1LS  CHINAMENGNIU DAIRY CO Cons Staples ] -2.3% BP3RSSS  YANKUANG ENERGY A [HK-C) Energy a4 3. 7%
EDBCMCT  YANTAIJEREH OIL A{HK-C) Energy 14 3.5% BPIRGEZ  SHANXILUAN ENV A [HK-C) Energy 46 0.0%
BOLMTQ3  CHIMA CONSTRUCTION BK H Financials 38 -3.3% BDSCKBZ  SHANXI COKING A[HE-C) Energy 40 -2.3%
E1G1QDE ICBCH Financials a7 -3.0% BDBPaIS BANK OF SHANGHAI AHK-C} Financials a9 -2.8%
6718976  CHINA LIFE INSURANCE H Financials 48 0.9 BZODOO3  ORIENT SEC CO A (HK-C) Financials 48 0.6%
B205H56  CHINA PACIFIC INS GRP H Financials 57 <7.7% BDEQTVE  CWPC CAPITALA(HK-C) Financials 29 - 16.6%
BEIWOIF2Z  CHINA CITIC BANK H Financials 44 -8.6% BKSEBFD  CHIMAZHESHANG A {HK-C}) Financials 1] 2.0%
B573021 NEW CHINA LIFE INS H Financials 18 -5.4% BFE4KNE  ZHESHANG SEC A (HK-C) Financials 26 -3.2%
G264048 CHINATAIPING INSURANCE Financials 3 -10 9% BYYFI78 SOIC CAPITAL CO A (HK-C) Financials a2 -3.1%
EDBCN4G  HITHINK ROYAL A (HK-C) Financials B -2.1% BPIRGZS  SOOCHOW SEC A(HK-C) Financials 36 -1.5%
EGHHOLGE  WUXIAPPTEC COH Heaith Care 22 -3.0% BFYSKSS CAITONG SEC A {HK-C] Financials 43 -4 2%
BEYSD3L3  3SBIO Heaith Care ] -20.1% BK94BEE  TIANFENG SEC AiHK-C) Financials a5 -5.5%
BI3ZVDVO  SINOPHARM GROUPCOH Heaith Care B -8.4% BDSCNYE  GUOYUAMN SEC CO A{HK-C} Financials i} 2.1%
EHWLWW4  WUXI APPTEC A {HK-C} Heaith Care 17 -4 F BLFI7TY1 AKESO (CH) Health Care 49 -13.1%
BEP3R4ZS  SHANGHAI PHARMA A [HE-C) Heaith Care 25 -2.6% BPIR7ZE  ZHANGZHOU PIENTZ A[HK-C) Health Care a1 8. 7%
B21808% LENOVO GROUP m a1 105 4% BDSLWTL  HEBEICHANGSHAN A [HK-C} Health Care 9 0.7%
BESBWD71  YANGTZE OPFTICAL FIBRE H m 51 14.1% BLEIWDO  CSPC INNCVATION A (HE-C) Health Care 38 -11.0%
EFFIRM7  ZHONGII INNO A{HK-C) m 4 36.7% BMXTWX4  BELING WANTAI A (HK-C) Health Care 2 -11.0%
BG20M9S  FOXCONMN INDL A [HK-C) m 35 17 %4 BDSCIYE  CHOMGQING ZHIFEI A[HK-C) Health Care 1 Bt
E1YBTO& SUNNY OPTICAL TECH m A6 31.5% BDSCDEY  CHANGCHUN HIGH & (HK-C) Health Care 36 =12 4%
ENHPMDS CAMERICON TECH A [HK-C) m 13 16.0% BSSYNY?  HORIZON ROBOTICS B IT 38 =27 1%
ED761B5  EQOPTOLIMK TECH A (HK-C) m 1 35.7% B28XTR4 GCL TECHNOLOGY HOLDINGS IT 8 -7.8%
EDBCF28  SUZHOU DONGSHAM A (HK-C) m 53 15.2% BMDIGOS  PONY Al IT a2 6.5%
EL5P4)3 SUZHOU TFC A {HK-C} m 21 48 5% BMRANRZ  NATIONAL SILICON A[HK-C) IT 19 35 7%
B295HSE  BYD ELECTROMIC INTL m 16 10 2% BPIR3RD  SANAN OPTOELEC A (HK-C| IT 25 16.5%
BED76164  VICTORY GIANT A [HK-C) m 10 13.3% BDEM1¥2Z  ZHEJIANG IINGSH A (HK-C) IT a7 20.7%
EDBCTZS  WUSPRINTED A(HK-C) m 54 30.6% BPIRCKE  TOMGWEICO A(HK-C) IT 7 -14.2%
BENHSOKS  SHEMZHEM LONGSYS A[HK-C) m 58 38 8% BKaXS511  MAXSCEND A(HK-C) IT 21 9.6%
BPXYTIS YUAMJIE SEMICON A {HK-C} m 2 5.6% BMHPMEE  IINKO SOLAR A {HK-C) IT 10 -11.0%
BEQWRIDE SHENGYIELECTS A({HK-C) m 5 27 2% BMRLFTG  XINJIANG DAQO A (HK-C) IT 18 =11.7%
EDBCLES  INSPURELECTRS A {HK-C} m a0 -6.4% BDSCMT4  TCLZHONGHUAN A {HK-C} IT 5 13.7%
EDBCP2E  TCLTECHMOLOGY A [HK-C) m 18 1.2% BDECM72  GUANGZHOU HAIGE A (HK-C) IT a7 0.3%
BEDBCGDE  WUHAN GUIDE INF A [HK-C) m 56 12 4% BPIRECE  YONYOU NETWORK A [HK-C) IT 23 -10.4%
EDBCNI1  ZHENIANG DAHUA & [HK-C) m 56 -7.0% BMHPNF4  EVERDISPLAY OPTR A{HK-C} IT 22 5.0%
BK71EV3  SHANGHAI BOCHU A {HE-C} m A0 16.0% BMVBSOD A SOLARTECH A [HK-C) IT b -16.4%
EFCCRO7  YEALINK METWORK A [HK-C) m 42 3.5% BKAPZC?  WINGTECHTECH A (HK-C) IT 20 -25 8%
ETSQPWE CONTEMPORARY H Industrials 50 22 4% BP3R518  AECC AVIATION A (HK-C] Industrials a3 Bt
EHQPSY?  CONTEMPORARY AMP AHK-C| Industrials 45 -1.8% BMHPGIS  ROBOTECHNIK INTA{HK-C} Industrials 24 33 9%
EPSINGS  NINGBO DEYE TECH A{HK-C] Industrials 11 9.7% BPIR4GE  AIRCHINA A (HK-C| Industrials 28 2.2%
EP3R3TE  YUTONG BUS CO A (HK-C} Industrials a7 -2.3% BPIRSXO  CHIMA EASTAIR A (HEK-C) Industrials 27 2.6%
BEOFNVE  CHINA GOLD INTLRES (CHN| Materials 7 -8.3% BPIRGGD  CHINA STH AIRL A (HE-C) Industrials a6 2.5%
BSD3B20  ZUIN GOLD INTL Materials 58 14 0% BP3R4KD  METALLURGICAL A (HK-C) Industrials 44 -2.5%
BQIRQ4S  ZANGGE MINING A (HE-C} Materials 60 -12.7% BP3R488  INNER MONGOL BAD A[HK-C) Materials 41 -11.8%
EP3R585  ZHONGHN GOLD A (HEK-C} Materials 34 12 8% BP3RSDD  SHANDOMNG GOLD A [HK-C) Materials al -16.2%
BSY22K1  SHANDONG HOMGQIA A{HE-C} Materials 12 13 8% BFE4KHZ  BAIYIN NONFER A (HEK-C)] Materials 14 -17.0%
BZOD15E  CHIFENG JILONG A [HK-C}) Materials a7 -10.5% BFYQHES ~ HOSHIME SILICON A (HK-C) Materials & -13.8%
EMXWXTE  CHINA RESOURCES MIXC Real Estate 41 -11.2% BDELS71 LB GROUP CO A (HK-C) Materials 34 - 14.6%
B099E71 HUANENG POWWER INTLH Utilities 52 16.3% BDECPWE  CHIMAVANKE CO A (HK-C) Real Estate 3 -B.3%
B340078 KUNLUN ENERGY Utilities 43 -5.1% BP91P36  CHIMATHREE GOR A [HK-C) LUtilities 17 2.9%
6913168 GUANGDONG INVESTMENT Utilities 24 2.0% BP3RALE  SHANGHAIELECT A (HK-C] LUtilities 45 32.3%
BO&1690 BELING ENTERPRISES HLDG Utilities 28 -0.6% BP3R1P4  WINTIME ENERGY A {HK-C} Utilities 39 3.8%

Source: J.P. Morgan: MSCI, FactSet, 'B/E/S, Bloomberg Finance L.P.; As of May 31

Seurce: J.P. Morgan; MSCI, FactSet, I'B/E/S, Bloomberg Finance L.P.; As of May 31



