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Abstract

Mean reversion is the assumption that assets prices tend to fluctuate around mean value. This es-
say uses the average PE ratio as the indicator of valuation of Chinese stock market and analyzes its
cyclical movement during 1993 and 2014. Our research indicates that mean reversion is effective
in Chinese stock market. This essay also tries to forecast the market, using mean reversion as a
tool, based on the historical data of PE ratio and growth rate of Chinese listed companies. It is es-
timated that Shanghai Index will rise to the range of 16,000 - 20,000, on the consumption that the
current bullish market will last for 3 or 5 years.
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Figure 1. Average PE ratio of Shanghai & Shenzhen stock markets and mean
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Figure 2. Average PE ratio of Shanghai stock market and mean
2. ESERmEmEERINE

20
7o /*\
30
50 /4
10 [\ =
\ = 7/
20 i Fi L
20 \\ \/
10
0 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
o = [T (i=] B (=l f=21 Ll — [} el = L pte] = (=] T L] — [n ] o =
La3] L3l [=2] Le3] La3] L3l fa3] (] (] (] = (] (] (] o (] (] — — — — —
[ —GFsEE — Boom=FHE |

BRI MRAE AT A A B R P 5

Figure 3. Average PE ratio of Shenzhen stock market and mean
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Figure 4. Valuation comparison among different boards of Shenzhen stock market
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Table 1. Calculation on growth rate of listed companies of Shanghai stock market
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