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A large and liquid domestic 
equity market in China is 
shaping up to be one of the 
world’s biggest investable 
universes. To capture the 
generational opportunity of 
China A-shares, international 
investors need to navigate a 
unique environment that’s a 
source of both risk and alpha.
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China’s onshore equity market – the world’s second-largest in terms of market 
capitalization – has never been more accessible to international investors. 
However, finding a strategy suitable for a market whose dynamics and 
characteristics are decidedly different from those of most other markets in the 
world can be a challenge. 

Here, we provide international investors with insights into navigating China’s 
market anomalies from an onshore perspective. 

Capturing China’s growth opportunities
In the 40 years since Chinese leader Deng Xiaoping launched unprecedented 
market-oriented reforms, China has metamorphosed into a global economic 
power faster than any other country in history. China has eclipsed several 
developed economies in many respects, from the symbolic (e.g., half of the 
world’s top 10 tallest buildings are in China) to the significant (e.g., it is the largest 
contributor to global GDP in purchasing power parity terms). And it is not about to 
stop here – we expect real GDP in China to grow at more than twice the pace of 
that in the US and run ahead of most economies in the world. 

Over the years, China’s domestic equity market has grown to become the world’s 
second-largest in terms of market capitalization at US$6.8 trillion,1 with an 
average turnover of US$56 billion.2 Previously closed to foreign participation, 
the onshore market has opened to global investors in recent years, with many 
international portfolios today holding increasing, albeit still small, exposures to 
the local currency-denominated, domestically listed A-share companies through 
MSCI and other benchmarks.3

1Bloomberg, as of 31 December 2018. 
2 Bloomberg, as of 31 December 2018. Average turnover is calculated based on 2018 yearly 
average value per trading day.

3 After the landmark partial inclusion of A-shares into the MSCI Emerging Market Index in 2018, 
the weight of China A-shares in the index is less than 1% as of 31 March 2019, but is 
estimated to increase to 3.3% by late 2019, according to MSCI.

• The domestic A-share market offers the biggest and most diverse 
universe for long-term growth opportunities in China.

• Despite its size and liquidity, the A-share market remains highly 
inefficient and idiosyncratic – providing plenty of opportunities 
for active investing.

• Local knowledge and a robust investment approach attuned 
to the distinct dynamics driving the A-share market provide 
opportunity for consistent alpha generation.
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How China’s Stock Exchanges Have Grown
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IMF 2019 Real GDP Forecast
China’s Expanding Much, Much Faster Than Developed Markets Are
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The “factory of the world” image of China is gradually giving way to a high-tech China, 
aided by increased spending in research and development that is expected to outstrip 
the US and eurozone economies in a few years. Although China is still behind in many 
areas, significant amounts of state and venture capital investments are pouring into key 
technological areas, such as virtual reality, autonomous vehicles, 3-D printing, robotics, 
drones, and artificial intelligence (AI). With China already regarded as the second-largest AI 
ecosystem in the world,4 the government aims to make it a global leader by 2030.

4�Goldman�Sachs,�China’s�Rise�in�Artificial�Intelligence,�August�2017;�Tsinghua�University,�China�AI�
Development Report, July 2018

‘New’ China’s Return on Equity Is Outpacing the Old 
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China’s long-term prospects rest on its critical pivot from the industrial-led growth formula 
that steered the country to its current economic status in favor of “new economy” growth 
drivers like consumption and information technology. Policymakers view this generational 
shift as essential in sustaining Chinese growth and prosperity well into the future.

On the ground, we see technological innovation, evolving consumer trends, financial 
reforms, and trade reshaping Chinese business models.
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The rise of China’s middle class and millennial generation also portends a disruptive force 
that is likely to yield new investment opportunities. Total retail e-commerce sales in China 
have eclipsed those of the US since 2013, accounting for 56% of the value of global retail 
e-commerce transactions by the end of 2019.5 At the same time, China is deepening its 
global economic influence with the ambitious “One Belt, One Road” infrastructure and 
trade initiative, connecting 65% of the planet’s population6 across Asia, Europe, the Middle 
East, and Africa.

This new era of transformation creates fertile ground for active investors who can identify 
companies that capitalize on these trends, evolve their businesses to be forward-looking, 
and have strong management and sustainable business models. With over 3,500 listed 
companies, the A-share market is the largest investible universe in which to capture these 
opportunities. 

5 e-Marketer,�China�to�Surpass�US�in�Total�Retail�Sales,�January�2019.�
6World�Economic�Forum,�June�2017.�

China’s R&D Spending Is Escalating
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Net inflows into A-shares have grown significantly since China introduced direct access 
to the onshore market through the Qualified Foreign Institutional Investor (QFII) in 2002 and 
the Renminbi Qualified Foreign Institutional Investor (RQFII) in 2011. These initiatives were 
followed by the game-changing Stock Connect program linking the Hong Kong Exchange 
with the Shanghai Stock Exchange in 2014 and Shenzhen Stock Exchange in 2016, which 
allowed foreign retail and institutional investors the ability to trade A-shares via Hong Kong 
intermediaries. 

Source: Hong Kong Exchange, PineBridge, as of January 2019. For illustrative purposes only. *Individual 
mainland investors must have an account balance of more than RMB500,000. +As of 1 April 2019, the Stock 
Connect had approximately 2,000 eligible stocks, including constituents of the SSE180, SSE380, SZSE 
Component index, SZSE Small/Midcap Innovation index with market cap of RMB6 billion or above, and any 
A-shares with dual-listed H shares.

Source:�UBS,�Wind,�as�of�31�July�2018.
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More Channels Are Open for Foreign Direct 
Access to China’s Onshore Equity Market

Eligibility Coverage Ownership Restriction Other restrictions

QFII �

RQFII �

Stock  
Connect �

A single foreign 
investor’s sharehold-

ing in a listed 
company cannot 

exceed 10% of the 
company’s total 

issued shares. All 
foreign investors’ 
shareholding in A 
shares of a listed 
company cannot 
exceed 30% of its 

total issued shares.

Stocks listed on 
Shanghai and Shenzhen 
exchanges, bonds, ETFs, 
futures investment funds, 
warrants. Primary market 
participation permitted, 

including IPOs.

Authorized A-shares 
listed on the Hong Kong, 
Shanghai and Shenzhen 
exchanges+; B-shares, 
rights issues. IPOs and 

ETFs are excluded.

No restrictions 
(open to local, 

foreign, retail and 
institutional 
investors)*

Approved 
institutional 

investors

Daily trading 
quota on “net 

buy” basis; 
trading only when 

all three 
exchanges are 

open.

Each institution 
has its own 

quota.
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Why A-shares, and why now?
Before the opening up of the onshore market to foreign investors, direct investment into Chinese companies 
was done through overseas-listed share classes, such as H-shares, red chips, and P chips in Hong Kong and 
N-shares in the US.7 Among these share classes, H-shares had been the biggest in terms of market cap and 
offered the most diverse sector exposures. However, as China’s domestic economy flourished, the A-share 
market became more diverse and more liquid, and has surpassed H-shares in terms of market cap. 

Breadth and depth
The A-share market is the largest and most diverse Chinese equity opportunity set.8 While H-shares are 
dominated by financial stocks, A-shares better represent the evolving Chinese economy with more balanced 
weights across traditional sectors such as financials, industrials, consumer goods, and basic materials, as 
well as “new” sectors such as IT and health care. The A-share market enjoys vibrant trading by Chinese retail 
investors, which make up more than 80% of total trading volume.9

7�H-share companies are incorporated in mainland China and listed in Hong Kong. Red chips are companies incorporated 
outside of mainland China and controlled by mainland government entities. P chips are non-state-owned companies 
incorporated�outside�mainland�China�and�listed�in�Hong�Kong.�The�majority�of�these�companies’�revenues�or�assets�are�
derived from mainland China. N-shares refer to shares of companies incorporated outside the mainland and traded on 
Nasdaq and the NYSE, and whose majority of revenues or assets are derived from mainland China. 

8Bloomberg, as of 31 December 2018. 
9CEIC,�UBS-S�as�of�31�December�2018.

A-Shares Better Represent China’s Evolving Economy
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Increasing relevance 
The landmark partial inclusion of A-shares in the MSCI Emerging Markets Index in 2018 
instantly increased the exposure of portfolios linked to the benchmark. A-share exposure 
will continue to expand to as much as 3.3% by late 2019 from less than 1% today as more 
companies are added into the index,10 which could drive an estimated US$60 billion to $89 
billion in foreign fund flows into China’s onshore stock market.11

While index inclusion by MSCI and others has significant flow implications, A-shares 
remain an underrepresented opportunity. Even at full inclusion, A-shares are estimated to 
account for only 16% of the MSCI Emerging Market Index.12

Attractive valuations and returns
Aside from size and depth, the onshore market offers stronger and more persistent returns 
than major markets. Valuations remain attractive in terms of price to earnings growth – 
making Chinese equities a compelling addition to global portfolios.

10�MSCI,�as�of�28�February�2019.�The�weight�of�China�A-shares�in�other�MSCI�indexes�are�estimated�to�
increase to: 10.4% in the MSCI China Index, 4% in the MSCI AC Asia ex Japan Index, and 0.4% in the 
MSCI ACWI Index.

11UBS,�as�of�19�February�2019;�Reuters�1�March�2019.
12MSCI, as of 28 February 2019.

Valuations Are Attractive
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generally cannot invest in an index. For illustrative purposes only. We are not soliciting or 
recommending any action based on this material. 
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Low correlations
A-shares also exhibit relatively lower correlations compared with other major equity 
markets, including EM, making them potentially effective diversifiers in a global portfolio. 

Average Cross-Sectional Dispersion Over 5 Years
A-Shares Provide a Wide Dispersion of Returns
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4%
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MSCI China A
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CSI 300 FTSE 250 Nikkei 225 HSCEI S&P 500 FTSE 100

*MSCI China A International Index was launched in October 2014, thus the coverage period is from 31 
October 2014 to 31 December 2018. Source: Bloomberg, as of 31 December 2018. Benchmarks are used 
for purposes of comparison, and the comparison should not be understood to mean there would 
necessarily be a correlation between the Strategy’s performance and any benchmark cited herein. An 
investor generally cannot invest in an index. All investments involve risks, including loss of principal. 
Past performance is not indicative of future results. For illustrative purposes only. We are not 
soliciting or recommending any action based on this material. 

A-Shares Have Relatively Low Correlation with Major Markets

Source:�Bloomberg,�as�of�31�December�2018;�Correlations�are�calculated�using�weekly�return�in�local�
currency between CSI 300 index and MSCI regional indices from Jan 2014 to December 2018. For 
illustrative purposes only. All investments involve risks, including loss of principal. We are not soliciting 
or�recommending�any�action�based�on�this�material.�Diversification�does�not�ensure�against�market�loss.�

  CSI 
300 

H- 
Shares HK Asia ex 

Japan Japan US EU EM World Avg.

CSI 
300 0.66 0.45 0.48 0.27 0.30 0.29 0.41 0.33 0.40 

H- 
Shares 0.66 0.78 0.87 0.54 0.50 0.55 0.82 0.61 0.67 

HK 0.45 0.78 0.87 0.51 0.47 0.52 0.78 0.58 0.62 

Asia ex 
Japan 0.48 0.87 0.87 0.57 0.61 0.64 0.96 0.73 0.71 

Japan 0.27 0.54 0.51 0.57 0.59 0.69 0.52 0.68 0.55 

US 0.30 0.50 0.47 0.61 0.59 0.75 0.63 0.96 0.60 

EU 0.29 0.55 0.52 0.64 0.69 0.75 0.66 0.83 0.62 

EM 0.41 0.82 0.78 0.96 0.52 0.63 0.66 0.75 0.69 

World 0.33 0.61 0.58 0.73 0.68 0.96 0.83 0.75 0.68 
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Investing with Chinese characteristics
While A-shares offer compelling benefits, the market remains highly inefficient and 
idiosyncratic. International investors will find vastly different structural and behavioral 
paradigms at work in China than in most other markets. 

Retail investor dominance 
An enthusiastic army of retail investors is responsible for over 80% of total trading volume 
in A-shares.13 But what is a boon for liquidity can be a bane for market stability; retail 
investors rely on price momentum, speculation, and headlines rather than fundamentals 
when making investment decisions and their herd behavior can trigger sudden market 
movements. Trading activities by large Chinese state-owned institutional investors (the  
so-called “national team”) can also leave a major footprint on the market.

Trading restrictions
While trading suspensions are a common market-stabilization feature globally, they have 
been a cause of investor concern in China because of their frequency and duration. For 
example, on 9 July 2015 the Chinese stock market crashed and volatility reached 60%,14 
with trading of over half of all China A-shares suspended at one point. Trading suspensions 
can be voluntary or mandatory and can take place for reasons such as company 
restructuring, change of ownership, or unusual price movements. However, since the peak 
in 2015, the number of suspensions has dramatically fallen by over 90% by February 2019.15 
Even during the market selloff in the fourth quarter of 2018, suspensions continued their 
downward trend. Moreover, stricter rules were implemented in November 2018, which 
included fewer allowable reasons for suspension, greater disclosure, as well as reducing 
the maximum suspension duration from three months to not more than 25 trading days.16

State ownership of listed companies
State-owned enterprises (SOEs) play an outsize role in the Chinese equity market. In 
terms of capitalization, they dominate highly regulated sectors such as financial, energy, 
industrial, and utilities. Regulations and policies, therefore, have a significant influence on 
the business and financial prospects of these companies. 

13CEIC,�UBS-S,�as�of�31�December�2018.�
14 UBS,�Why�and�How�to�Invest�in�China’s�A-Share�Market�–�From�a�Quantitative�Perspective,�14�May�

2018. 
15MSCI, as of 28 February 2019, based on full China A-shares universe of over 3,000 securities. 
16Shanghai Stock Exchange, November 2018.
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Corporate governance and shareholder rights
Unlike the activist role institutional shareholders play in most developed markets, 
engagements with Chinese companies remain difficult and their outcomes limited. In a 
recent survey of China-listed companies, a majority of respondents see either a weak or no 
link between good corporate governance and good company performance.17

Since these anomalies have implications on returns, investors need to consider their 
investment approach carefully to effectively navigate this market.

Turning anomalies into alpha 
Benchmark allocations tend to offer a shallow and undifferentiated approach to a market 
whose workings are decidedly different than most other markets in the world. For the 
active investor, anomalies represent exploitable opportunities to generate alpha. 

Investors can access a variety of strategies to do so. The majority of fund assets under 
management (AUM) in the China onshore market are managed using a fundamental, 
research-driven approach that evaluates companies based on their business model, 
competitive advantages, management and other characteristics. An emerging portion 
of the AUM is managed using a quantitative approach which follows a data-driven, 
systematic process targeting specific stock attributes. 

When considering a strategy, investors need to clearly define their investment objectives, 
risk/return targets, time horizons, and the role that Chinese equities will play in their 
portfolio. Regardless of the approach, we believe onshore expertise will be indispensable, 
allowing investors to gain a solid footing and take advantage of the most compelling 
opportunities. With our strong onshore research presence and international platform, 
PineBridge can offer investors a unique perspective of and access to the high-alpha 
potential of China A-shares.

17�Asian Corporate Governance Association China Corporate Governance Report 2018, https://www.
acga-asia.org/specialist-research.php
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