
China’s equity market made a strong comeback in 2025 after years of uncertainty, 
supported by breakthroughs in technology, structural economic transformation, proactive 
policy support, strong liquidity, and attractive valuations. Looking ahead to 2026, we 
remain constructive, as improving fundamentals and long-term growth drivers continue to 
support a more sustained and structural growth cycle.

Externally: Global rate cuts could reignite flows into China
Externally, the global monetary environment is expected to enter a rate-cut cycle in the 
coming year, which usually historically trigger capital rotation away from the U.S.-centric 
markets toward more attractively valued emerging economies like China. Chinese equities, 
characterized by their scale and improving corporate fundamentals are well-positioned 
to benefit from this shift. This anticipated rebalancing could offer medium- to long-term 
support, especially as global investors increasingly seek diversification beyond developed 
markets.

In 2026, we expect three key trends to shape opportunities in China’s equity market.

Industrial upgrading: A new growth engine
In China, we expect the industrial transformation to remain a key theme for equity investors, 
as China continues to shift from its traditional role as a low-cost exporter to a global leader 
in high-end manufacturing and innovation. Key sectors, such as electric vehicles (EVs), 
pharmaceuticals, and automation, are set to drive the next phase of growth, supported by a 
competitive industrial ecosystem and increasingly cost-efficient technologies.

R&D investment continues to rise, signaling a strong commitment to innovation-led 
growth. Companies with robust R&D pipelines have the potential to deliver favorable long-
term returns as they capitalize on rising demand for advanced products and solutions. The 
rise of Chinese brands is also reinforcing the value of “Made in China,” with EV companies 
now exporting vehicles built on fully localized supply chains. China’s leadership in EV and 
battery technology positions it at the forefront of the global energy transition. For example, 
the Chinese brands EV accounted 76%1 of global EV and plug-in hybrid electric vehicle 
(PHEV) sales this year. Moreover, China largest EV battery company market share was 
about 37%2 in the global market. The leadership in EV and battery technology places China 
at the forefront of the global energy transition and electrification trend.

Pharmaceutical innovation is another critical area to watch. Chinese firms are expanding 
beyond oncology into broader therapeutic areas, moving from fast-following to pioneering 
first-in-class drugs. This evolution marks a significant step in China’s journey toward 
becoming a global innovation powerhouse—one that could unlock new investment 
opportunities in 2026 and beyond.

AI momentum: Building the future
Looking forward, artificial intelligence is set to be a key growth engine for China. The 
launch of DeepSeek in early 2025 showcased China’s ability to deliver high-performing, 
cost-efficient large language models, signaling its emergence as a formidable contender 
in the global AI race. While the U.S. continues to lead in software, China is rapidly narrowing 
the gap and is well-positioned to drive the next wave of AI transformation.

Looking ahead, China’s advantages in data scale, energy efficiency, and infrastructure will 
be increasingly important. With one of the world’s largest internet user bases and relatively 
low energy costs, China has the foundation to support large-scale AI development and 
deployment. On the hardware side, we expect continued progress in robotics, drones, and 
humanoid applications—key components of the broader AI ecosystem. 
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1. Source: Carscoops, Chinese Brands Now Dominate 76% Of Global EV Sales, February 26, 2025
2. Source: World Economic Forum, Industry leaders on the future of EV supply chains amid

US-China tensions, January 21, 2025.



3. Source: Factset, September 2025.

China’s deep talent pool, vast data resources, and ability to scale automation efficiently 
give it a competitive edge in converting AI innovation into real-world productivity gains. As 
AI adoption accelerates across industries, China is well-positioned to capture long-term 
value through both innovation and application. This presents a compelling opportunity for 
investors to tap into China’s long-term potential across AI innovation and application.

Consumption evolution: Unlocking new growth frontiers
Looking forward, China’s consumption landscape is set to  undergo a significant 
transformation, driven by shifting demographics and evolving consumer preferences. 
While the national savings rate remains high, it is likely to decline as younger generations 
embrace more experience-driven and emotionally resonant spending. This demographic 
is increasingly allocating their budgets toward services and domestic intellectual property 
(IP), including online gaming, travel, entertainment, and social media.

IP-based consumption, often serving as a form of emotional engagement or 
companionship, is gaining traction. For instance, the surge in popularity of Chinese 
designer toys reflects younger consumers’ preference for expressive designs and 
emotional appeal. As this service-oriented and emotionally driven consumption model 
expands, we anticipate the rise of new billion-dollar companies across these sectors—
creating compelling opportunities for investors seeking exposure to China’s next wave of 
consumer growth.

Beyond these investment themes,  China’s equity market outlook remains positive,  
supported by strengthening fundamentals and favorable market dynamics.

Valuation, liquidity, and earnings support the case for Chinese equities
Despite the strong rebound in 2025, Chinese equities continue to trade at attractive 
valuations, with the MSCI China Index still trading at around 40% discount3 compared to 
developed markets. Liquidity trends are also encouraging, substantial southbound inflows 
into the Hong Kong market reflect growing interest from domestic investors in offshore 
Chinese assets, and we anticipate this momentum to continue in the coming year. 

Chart 1: Cumulative net buying of Southbound/Northbound Connect since inception 
(US$bn)
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On the fundamentals side, corporate earnings have shown clear signs of recovery. We 
believe earnings per share (EPS) levels have likely bottomed and are poised to improve 
further, while return on equity (ROE) and earnings before interest and taxes (EBIT) margins 
have reversed previous declines. Enhanced operating efficiency and better leverage are 
driving stronger net margins, reinforcing the case for continued performance and long-
term investor confidence. 

Positive shift in risk sentiment
While some  volatility may persist due to uneven geopolitical dynamics, particularly in the 
U.S.-China relationship, recent developments are encouraging. High-level discussions 
between the two nations have led to pragmatic progress, including agreements to roll 
back trade barriers in key sectors such as semiconductors and rare earths. Both sides have
committed to reviewing these agreements annually, laying a constructive foundation for 
continued dialogue. We believe this marks a positive step forward and strengthens the 
fundamental backdrop for Chinese equities.

We maintain a constructive outlook on Chinese equity market, supported by a combination 
of improving macroeconomic conditions, resilient corporate fundamentals, growing 
investment trends, and ample market liquidity  - all of which reinforce the case for long-
term investment in Chinese equities.

Chart 2: Forward P/E of MSCI China vs MSCI US
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested.

When investing in less developed countries, you should be prepared to accept significantly large 
fluctuations in value.

Investment in certain securities listed in China can involve significant regulatory constraints that may 
affect liquidity and/or investment performance.
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Important  information

This document is intended only for investors in Hong Kong for informational purposes only. This 
document is not an offering of a financial product and should not be distributed to retail clients who are 
resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation, disclosure, or 
dissemination of all or any part of this document to any unauthorized person is prohibited. 

This document may contain statements that are not purely historical in nature but are 
"forward looking statements," which are based on certain assumptions of future events. 
Forward looking statements are based on information available on the date hereof, and Invesco 
does not assume any duty to update any forward-looking statement. Actual events may differ from 
those assumed. There can be no assurance that forward-looking statements, including any projected 
returns, will materialize or that actual market conditions and/or performance results will not be 
materially different or worse than those presented. 

All material presented is compiled from sources believed to be reliable and current, but accuracy 
cannot be guaranteed. Investment involves risk. Please review all financial material carefully before 
investing. The opinions expressed are based on current market conditions and are subject to change 
without notice. These opinions may differ from those of other Invesco investment professionals. 

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons 
into whose possession this marketing material may come are required to inform themselves about and 
to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in 
any jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make 
such an offer or solicitation.

This document is issued:

• in Hong Kong by Invesco Hong Kong Limited景順投資管理有限公司, 45/F, Jardine House, 1 
Connaught Place, Central, Hong Kong. This document has not been reviewed by the 
Securities and Futures Commission. 
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