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How to Approach a More 
Accessible Chinese Equity 
Market 

EQUITIES

BARINGS INSIGHTS

As China continues to open up its capital markets to international investors and its 

representation in the global equity opportunity set expands, there is no doubt that 

investors are on the cusp of an exciting chapter for Chinese equities. Historically a closed 

asset class, China A-shares have become more accessible to global investors as the 

Chinese government introduced a number of measures to encourage foreign participation. 

Barings’ Head of Hong Kong China Equities, William Fong, and Client Portfolio Manager,  

Andrew Lee, explain more about the asset class, and how investors should approach it. 
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Introduction

Home to some of the world’s largest and fastest-growing companies, the Chinese equity 

market has expanded exponentially in recent years. With onshore China A-shares being 

incrementally added to global indexes, together with the Chinese companies listed in the 

offshore stock exchanges, Chinese equities now hold a much more significant representation 

within the global equity opportunity set. In this paper, we explore the different ways to access 

China’s onshore and offshore equity markets, our investment view on the asset class and the 

strategies Barings currently offer to specifically tap into the growth opportunities embedded 

within the second-largest equity market in the world.

What’s the Difference Between China A and H-Shares? 

China A-shares are onshore-listed Chinese equities, trading in renminbi (CNY) on the Shanghai Stock 

Exchange and Shenzhen Stock Exchange. Historically, they have been inaccessible to all investors 

outside of mainland China. China H-shares are publicly traded Chinese companies listed offshore, 

on the Hong Kong Stock Exchange, which is open for trading to all investors. 

FIGURE 1:  The Different Methods of Accessing China A-Shares

SOURCE:  HKEx, China Securities Regulatory Commission, State Administration of Foreign Exchange, MSCI, Barings. As of February 2019.
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Investment 
Scope in 
A-Shares

• All stocks listed in Shanghai and Shenzhen
• Primary market activities such as IPO, additional shares issuance 

and seasoned equity offerings

• Constituents of SSE 180 Index 
and SSE 380 Index

• Any listed A- with dual listed 
H-share (except shares not 
traded in RMB or under risk alert)

• Secondary market and rights 
issues, not IPOs

• Currently 579 stocks eligible 
for buy/sell

• Constituents of SZSE 
Component Index and Small/
Mid Cap Innovation Index with 
market cap ≥ RMB 6bn

• Any listed A- with dual listed 
H-share (except shares not 
traded in RMB or under risk alert)

• Secondary market and rights 
issues, but not IPOs

• Currently 740 stocks eligible 
for buy/sell

Eligible 
Institutional 
Investors

Qualified foreign institutional investors pre-approved by CSRC  
and SAFE

All Hong Kong and Overseas investors (including hedge funds) can 
trade through Northbound link

Investment 
Quota

Base quota linked to AUM size; additional quota subject to SAFE (State 
Administration of Foreign Exchange) approval. Quota is not transferrable

Subject to northbound daily 
quota of RMB 52bn

Subject to northbound daily 
quota of RMB 52bn

Transaction 
Currencies

USD and other foreign currencies RMB RMB RMB

Capital 
Mobility

• Rules of 3-month lock-up 
period and 20% repatriation 
limit of investment principal and 
profits were removed in June 
2018 (although SAFE could still 
impose temporary restriction 
on QFII repatriation if needed)

• Quota could be retracted 
partially or wholly by SAFE 
if unused after 1 year since 
approval granted

• 3-month lock-up period for 
non-open-end funds was 
removed in June 2018

• No repatriation limit
• Quota could be retracted 

partially or wholly by SAFE 
if unused after 1 year since 
approval granted

• Less constrained capital mobility but still subject to daily quota limit
• Trading only available on days where both markets are open and 

banking services are available on the corresponding settlement days
• Stock coverage on smaller caps is still less comprehensive
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Things began to change in 2002 when China A-shares first became available to foreign investors 

through the inauguration of the Qualified Foreign Institution Investor (QFII) program, which 

allowed investment into the onshore market via a quota system. 

The Renminbi Qualified Foreign Institution Investor (RQFII) program was subsequently 

established in 2011, representing a gradual loosening of China’s capital controls and departure 

from its predecessor. The RQFII relaxed the existing restrictions on areas including currency 

settlement, capital lock-up period and repatriation, and it also introduced permissible asset 

classes and expanded investor eligibility. That being said, investment rules for both programs 

were incrementally relaxed and harmonized over time, making it a lot less restrictive for foreign 

investors to participate.

Foreign access to the onshore market was greatly enhanced with the launch of the Shanghai-Hong 

Kong Stock Connect in November 2014, followed by the implementation of the Shenzhen-Hong 

Kong Stock Connect in December 2016. This introduced cross-boundary investment channels 

which connected the different exchanges and ultimately enabled investors in each market to trade 

shares listed in the other market using their local brokers and clearing houses. The establishment 

of the Stock Connect program eventually became a significant milestone on the path to having 

A-shares being included in MSCI indices in 2018.

Approval by China’s State Administration of Foreign Exchange (SAFE) will be required for QFII/RQFII 

application, and the final quota allotted will be linked to the asset size or investment requirement 

of licensed investors. While no approval process is required for Stock Connect, it carries a daily 

investment quota for both northbound (investing into onshore China) and southbound (investing 

into Hong Kong) trading. 

FIGURE 2:  Hong Kong China Equity Markets Overview 

SOURCE: HKEx. As of February 22, 2019.
*GEM = Growth Enterprise Market.

Hong Kong Exchange Shanghai Stock Exchange Shenzhen Stock Exchange

Main Board GEM* A-Share B-Share A-Share B-Share

No. of Listed 
Companies

1,938 
H-Shares: 244

387 
H-Shares: 24

1,455 51 2,133 48

Total Market 
Capitalization 
(bn)

HKD 33,194 HKD 167 RMB 30,432 RMB 86 RMB 19,467 RMB 61

Average P/E 
Ratio

11.56x 26.29x 14.11x 11.34x 23.67x 6.48x

Total Market 
Turnover

HKD 109,325 mn RMB 265,024 mn RMB 358,274 mn
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Barings’ Investment View on Chinese Equities

Despite recent volatility on the macro front following trade tensions between China and the U.S., in addition 

to concern surrounding near-term domestic growth momentum, we remain constructive on Chinese 

equities over the long-term, driven by:

• Positive and resilient earnings momentum: Profit margins of Chinese companies have shown 

improvement after China’s continued efforts to address overcapacity and inventory destocking, while 

producer price inflation increasing toward positive territory has generated pricing power and improved 

top-line growth. This should help drive a positive and sustainable earnings growth recovery over the 

long-term as these factors are largely non-cyclical in nature.

• Attractive valuations: Both onshore and offshore Chinese equities remain attractively valued both 

relative to their global peers and their respective historical levels, in our view.

• Abundant policy ammunition to support growth: China’s monetary policy has become more 

accommodative, evidenced by the multiple cuts to banks’ reserve requirement ratio, freeing up more 

capital for lending, while proactive fiscal policies such as the step-up in infrastructure investment and 

implementation of personal income tax reform should also bolster the long-term growth outlook.

• Domestic factors become more dominant growth drivers: Domestic consumption has increasingly 

become a significant contributor to China’s real GDP growth. Favorable demographics, with the 

expansion of Chinese millennials supporting consumption, and the country’s dedication to catching up 

on innovation/technology translate into sustainable growth catalysts.

From a bottom-up fundamental perspective, we are positive on companies that are well positioned to be the 

potential beneficiaries of continuing urbanization and consumption upgrades. As income growth continues 

alongside increasing demand for higher quality goods and services in China, we remain constructive on 

leading domestic consumption plays with strong brand and pricing power, as well as companies that manage 

to capture market share and benefit from industry consolidation.

FIGURE 3:  China Has More Millennials Than the Working Population of the U.S. and Western 
Europe Combined (Population size in 2014, mn)

SOURCE:  NBS, CEIC, Euromonitor, Goldman Sachs Global Investment Research. As of May 2016.
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FIGURE 4:  10-Year Correlation Among Different Markets and Asset Classes

SOURCE: Bloomberg. As of December 31, 2018.
Note: China A-Share Equity = MSCI China A Onshore Index; Asia ex. Japan Equity = MSCI AC Asia ex Japan Index; U.S. 
Equity = S&P 500 Index; Global Equity = MSCI World Index; EM Equity = MSCI Emerging Markets Index; Global High 
Yield = BoAML Global High Yield Index; Global IG = Bloomberg Barclays Global-Aggregate Total Return Index; EM HY 
= Bloomberg Barclays Emerging Markets High Yield Total Return Index; EM IG = Bloomberg Barclays Emerging Markets 
Investment Grade Total Return Index.

China 
A-Share 
Equity

Asia ex. 
Japan 
Equity

U.S. 
Equity

Global 
Equity EM Equity

Global 
HY Global IG EM HY EM IG

China A-Share Equity -- 0.52 0.34 0.36 0.49 0.36 0.10 0.29 0.25

Asia ex. Japan Equity 0.52 -- 0.75 0.82 0.98 0.79 0.51 0.70 0.66

U.S. Equity 0.34 0.75 -- 0.97 0.76 0.67 0.34 0.52 0.46

Global Equity 0.36 0.82 0.97 -- 0.84 0.77 0.44 0.63 0.54

EM Equity 0.49 0.98 0.76 0.84 -- 0.81 0.55 0.75 0.69

Global HY 0.36 0.79 0.67 0.77 0.81 -- 0.50 0.83 0.73

Global IG 0.10 0.51 0.34 0.44 0.55 0.50 -- 0.53 0.71

EM HY 0.29 0.70 0.52 0.63 0.75 0.83 0.53 -- 0.81

EM IG 0.25 0.66 0.46 0.54 0.69 0.73 0.71 0.81 --

Focusing in particular on China A-shares, we hold a more constructive outlook 

for the asset class as improved liquidity and pro-growth policy direction provide 

support. The strong growth of China’s domestic equity market, both in terms of 

market capitalization and breadth of listed companies, provides a ripe hunting 

ground for investors that are looking for fundamentally sound investment 

opportunities. We think that investors should not only keep a closer eye on China 

A-shares, but also position ahead and participate for the following three key reasons:

1. Lower correlation with global equity markets and other asset classes:  

Due to the idiosyncratic nature of the China A-share market, it has 

historically been, and continues to exhibit, a lower correlation with other 

markets and thus provides investors portfolio diversification benefits.

2. Further China A-share inclusion in global indexes: There are currently more 

than 200 China A-share large-cap names in the MSCI Emerging Markets 

Index following the decision for MSCI to include A-shares in its global indices 

for the first time in June 2018. As proposals for quadrupling the weighting 

of Chinese mainland shares (by increasing the inclusion factor from 5% to 

20%), and expanding the inclusion universe to mid-caps and ChiNext stocks 

by November 2019 were approved on March 1, we believe that the trend 

of A-shares accounting for an incrementally bigger representation in the 

investible universe for global investors remains intact, and will serve as a 

structural catalyst for the onshore equity market as a whole.
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FIGURE 5:  China A-Shares Weighting as a Percentage of MSCI Indexes

SOURCE: MSCI, FactSet, Goldman Sachs Global Investment Research. As of March 1, 2019. 
*IF = Inclusion Factor.
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FIGURE 6:  Risk-reward for Barings China A-Share Composite (5 Years)

SOURCE: Source: Barings, MSCI. As of 31 January 2019. Risk-return performance of Composite results are 
calculated using a time-weighted total-rate-of-return formula, gross of fees.
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3. Market inefficiency means active investing, and NOT passive/beta-focus, is key to alpha generation: 

High domestic retail investor participation and a low level of active sell-side coverage contribute to the 

inefficiency of the China A-share market, making bottom-up stock selection an optimal strategy for 

alpha generation, in our view. While over the past 5 years the China A-share market as measured by the 

MSCI China A Onshore index ended roughly flat, the Barings China A-Share Fund registered an absolute 

annualized gain of 13% in U.S. dollar terms (net of fees) at a lower level of volatility compared to the 

market (as of 31 January 2019). We believe this supports our view that an active, bottom-up investment 

process is fundamental in exploiting the inefficiencies in this relatively under-researched market.
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Barings’ Hong Kong China Equity Strategy Offerings

Barings has been managing dedicated Chinese equity portfolios for more than 35 years, and is at the forefront of investing 

in China A-Shares as access to this market continues to evolve. We have investment experience and operational capability 

to access onshore equity market via QFII, RQFII and Stock Connect. Barings is one of the front runners in offering access to 

the Chinese equity markets through its suite of Chinese equity strategies.

Barings Hong Kong China Strategy  

(Equity: China: Core Composite)

• Large scale all-caps Hong Kong China strategy

• Flexible investment universe and capability to capture 

the China growth story in a holistic approach by 

investing primarily in offshore-listed Chinese and Hong 

Kong companies, as well as Taiwanese and multi-

national companies with significant exposure to China, 

with flexibility for limited exposure to the onshore 

Chinese equity market through Stock Connect

• Investment process tailored for asset class by a 

dedicated, large and experienced China equity team 

with 11 investment professionals based in Hong Kong, 

averaging 10 years of investment experience*

• Innovative methodology of integrating macro and 

dynamic ESG perspectives in valuation of equities and 

setting price targets

Barings China A-Share Strategy  

(Equity: China: A-Share Composite)

• Flexible investment universe and capability to capture 

the China growth story in a holistic approach by 

investing primarily in onshore Chinese equities, with 

flexibility for limited exposure to the offshore Chinese 

equity market 

• Investment process tailored for asset class by a 

dedicated, large and experienced China equity team 

with 11 investment professionals based in Hong Kong, 

averaging 10 years of investment experience*

• Innovative methodology of integrating macro and 

dynamic ESG perspectives in valuation of equities 

and setting price targets, which provides unparalleled 

edge for fundamental bottom-up analysis across the 

onshore Chinese equity market in which inefficiency is 

high and active sell-side coverage is low

*Barings, as of 31 December 2018.

FIGURE 7:  Composite Historic Performance Using 3-Year and 5-Year Annualized Returns1

SOURCE: Barings. As of January 31, 2019. 
1. Composite results are calculated using a time-weighted total-rate-of-return formula. The composite s are asset-weighted; 

relative performance for each product versus its respective index is shown gross of fees. In order from left to right, the 
performance comparators used for the Composites above are: MSCI China 10/40 Index, MSCI China A Onshore Index, 
MSCI China 10/40 Index, MSCI China A Onshore Index; reference to the performance comparator index is for comparative 
purposes only. 

PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE. AN INVESTMENT ENTAILS A RISK OF LOSS.
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject 

to change without notice, dependent upon many factors. Any prediction, projection or forecast is not necessarily 

indicative of the future or likely performance. Investment involves risk. The value of any investments and any income 

generated may go down as well as up and is not guaranteed by Barings or any other person. PAST PERFORMANCE IS 

NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples 

set forth in this document are provided for illustrative purposes only and are not indicative of any future investment 

results, future portfolio composition or investments. The composition, size of, and risks associated with an investment 

may differ substantially from any examples set forth in this document. No representation is made that an investment will 

be profitable or will not incur losses. Where appropriate, changes in the currency exchange rates may affect the value 

of investments. Prospective investors should read the offering documents, if applicable, for the details and specific risk 

factors of any Fund/Strategy discussed in this document.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its global 

affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings 

Japan Limited, Barings Real Estate Advisers Europe Finance LLP, BREAE AIFM LLP, Baring Asset Management Limited, 

Baring International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) 

Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland 

Sarl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC 

(each, individually, an “Affiliate”).

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale 

of any financial instrument or service in any jurisdiction. The material herein was prepared without any consideration of 

the investment objectives, financial situation or particular needs of anyone who may receive it. This document is not, and 

must not be treated as, investment advice, an investment recommendation, investment research, or a recommendation 

about the suitability or appropriateness of any security, commodity, investment, or particular investment strategy, and 

must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in 

good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual 

portfolio management teams may hold different views than the views expressed herein and may make different 

investment decisions for different clients. Parts of this document may be based on information received from sources we 

believe to be reliable. Although every effort is taken to ensure that the information contained in this document is accurate, 

Barings makes no representation or warranty, express or implied, regarding the accuracy, completeness or adequacy of 

the information. 

Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or 

available in their jurisdiction. 

Copyright in this document is owned by Barings. Information in this document may be used for your own personal use, 

but may not be altered, reproduced or distributed without Barings’ consent.

Barings is a $303+ billion* global financial services firm dedicated to meeting the evolving investment and 

capital needs of our clients and customers. Through active asset management and direct origination, we provide 

innovative solutions and access to differentiated opportunities across public and private capital markets.  

A subsidiary of MassMutual, Barings maintains a strong global presence with business and investment 

professionals located across North America, Europe and Asia Pacific.

*As of December 31, 2018
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