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Introduction
Investors who venture into the Chinese stock universe face an alphabet soup of seemingly random letters. There are A-shares,
H-shares and S-chips to name just a few (see Chart 1).
These letters represent various attempts to develop the equity market in a country where people traded the first shares as long ago
as the 1860s. But something resembling a modern stock market, the Shenzhen Stock Exchange, didn’t start operations until
December 1 1990.1 Shenzhen beat Shanghai as the first exchange of the modern era by some three weeks.2
The Hong Kong Stock Exchange, a forerunner to the city’s current bourse, began operations in 1914 but developed under British
colonial rule.3 Investors view Hong Kong as a separate and distinct market.
Chart 1: Alphabet soup of Chinese equities
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Note: These securities have been used for illustrative purposes only to demonstrate the investment management style, not as an indication of performance and should not be considered as a
solicitation or recommendation of these securities. Source: Aberdeen Standard Investments, 31 March 20.

Where can you find Chinese stocks?

By far the biggest component of this investment universe are the
approximately 3,900 A-shares listed in mainland China4 – renminbidenominated securities that are traded on the Shanghai and
Shenzhen exchanges (see Chart 2). A-shares have a market
capitalisation of almost US$8 trillion (see Chart 3).5

There are more than 300 Chinese companies listed in the US.
Most are there via the American Depository Receipt (ADR)
instrument. However, several high-profile companies, such as
e-commerce and e-payments behemoth Alibaba Group,
agriculture technology platform Pinduoduo and e-commerce
platform JD.com, have their primary listing there.

There are equities that are listed in Hong Kong – H-shares
(mainland-incorporated firms that are traded in Hong Kong dollars)
and Red chips (Chinese companies that are incorporated outside
China, do most of their business on the mainland and are Chinese
government-controlled).

In the past, many innovative Chinese companies (such as the
internet firms) chose to list offshore due to restrictive listing
requirements in the domestic market. However, those restrictions
have started to ease with the launch of the innovation-focused Star
market (see Latest developments).

In addition to the A-shares listed on mainland bourses, there are
also a handful of onshore US dollar and Hong Kong dollardenominated securities. These are known as B-shares and they are
very different from the shares of Chinese companies that are listed
on US stock exchanges and traded in US dollars.

Last, but not least, there are S-chips – shares of Chinese companies
that are incorporated outside the mainland, listed in Singapore and
traded in Singapore dollars.

Shenzhen Stock Exchange website [accessed 5 January 2021].
Shanghai Stock Exchange website [accessed 5 January 2021].
3
Hong Kong Exchanges and Clearing website [accessed 5 January 2021].
4
Aberdeen Standard Investments, 31 October 2020.
5
Aberdeen Standard Investments, 31 October 2020.
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Chart 2: Number of listed companies by market

Chart 3: Market capitalisation of listed companies by market
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Mainland vs Hong Kong market dynamics

Local retail investors account for some 86% of trading volumes in
the A-share market6 (see Chart 4). Retail investors in China, like
their counterparts elsewhere, tend to be on the hunt for quick
capital gains. They have few investment convictions other than
chasing the latest ‘hot’ tip.
This helps explain the popularity in recent years of smaller
high-growth companies in the mainland, or onshore, market.
This is also why most Chinese companies do not see paying
dividends as a big priority. For example, A-shares tend to be
low-yielding and dividend cuts are common.
A-shares can be prone to bouts of shifting sentiment driven
by retail speculation and sustained by momentum trading.
Analyst coverage can be patchy. This is a good thing for active
managers – investors who can do their own company research
and have a better chance of staying ahead of the market.
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For many foreign investors operating offshore, the most practical
way to invest in Chinese companies is to do so via Hong Kong.
Even though things are changing on the mainland, on the whole,
Hong Kong’s legal and regulatory environments continue to offer
better investor protection.
In fact, Hong Kong could provide a glimpse of what onshore
markets could look like in the years to come – a better balance
of retail and institutional investors, with greater foreign
investor participation.
Institutional investors account for some 65% of trading volumes in
the H-share market in Hong Kong (see Chart 4). This is a legacy
of a time, not so long ago, when Hong Kong was the only way
for foreign investors to invest in the more attractive
Chinese companies.
What’s more, it’s a reflection of the types of businesses investors
will find when they look offshore, as opposed to those businesses
that are listed in Shanghai and Shenzhen.

Chart 4: Retail vs institutional trading volumes
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Onshore vs offshore opportunities

Insulated from the world

Online gaming giant, Tencent, is listed in Hong Kong; Alibaba has a
primary listing in New York with a secondary one in Hong Kong.

A review of the 15-year relationship between the MSCI China A
Onshore index and six other indicies shows the lowest correlation
with the US S&P 500 Index (see Chart 6).

The onshore and offshore markets can host different types of
businesses. For example, internet firms that have become investor
favourites during the global pandemic of 2020/21 tend to be
listed offshore.

In addition to the internet sector, offshore markets provide unique
investment opportunities in sectors such as education, gaming and
telecoms. For example, private education investment
opportunities such as OneSmart International Education Group
are, for now, only available in the offshore markets.
In Hong Kong, investors will also find the Hong Kong dollar-denominated shares of China’s state-controlled telecoms giants (e.g.
China Mobile), the state-backed banks (e.g. Bank of China), the big
energy companies (e.g. PetroChina) and the government-owned
insurers (e.g. China Life).
There may be some overlap between the offshore and onshore
markets. For example, Bank of China, PetroChina and China Life
also have A-shares that are traded in Shanghai. Overall, there are
about 110 companies that are dual-listed in both A- and H-share
markets. That means investors can seek to profit from minor
differences in the two share prices of the same company.
The domestic A-share market is where there are many unique
home grown firms, in industries not accessible via offshore
markets, that are well placed to take advantage of rising affluence.
One example is Shanghai-listed Kweichow Moutai Co. which
produces expensive baijiu, a fiery spirit highly prized by wealthy
consumers. Demand for domestic and international travel means
listed airports (e.g. Shanghai International Airport Co.) and duty
free retailers (e.g. China Tourism Group Duty Free Corp) are
popular with investors.
However, in practice, both onshore and offshore markets offer
access to opportunities arising from greater wealth and better
living standards in China. The Chinese consumer is moving rapidly
towards premium, or higher value, goods and services.
Chart 5: Onshore vs offshore sectors
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The reasons? Foreign investors play such a small role in this market
that A-shares aren’t so susceptible to capital flight when global
stocks are volatile.
Growing numbers of Chinese companies that depend on domestic
demand aren’t as affected by global economic and interest rate
cycles. Government-linked firms also support the A-share market
during periods of weak investor sentiment.
What’s more, the retail-driven nature of the local equity market
means that trading can be affected more by sentiment, and less by
the fundamental quality of companies.
Despite the launch of new trading platforms such as Stock Connect
(see Market access), domestic investors still face limitations on
access to offshore investments. China’s closed capital account
– restrictions on the movement of money in and out of the country
– means most domestic investors are more focused on the
onshore markets.
Chart 6: China A - lower correlation with global markets
15-Year Correlation, based on monthly data, US$ unhedged indices
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Past performance is not a guide to future results.
The MSCI China All Shares Index – which tracks A-shares, B-shares,
H-shares, Red chips and foreign listings – also has a fairly low
correlation with other indices, especially the S&P 500 (See Chart 7).
That said, its correlation with global indices is generally higher than
that between the MSCI China A Onshore index and major equity
benchmarks around the world.
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Equities on mainland Chinese stock exchanges exhibit a low
correlation with other big equity markets. In other words, A-shares
provide a great opportunity to diversify portfolio risk and
potentially enhance returns.
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Offshore Chinese equities, which make up more than 50% of the
MSCI China All Shares Index, are part of international capital
markets, such as Hong Kong and New York.
These securities tend to move more in tandem with other shares
that trade outside mainland China. What’s more, the broader
investment universe is also exposed to international currency
fluctuations via the US dollar, the currency of global finance
and trade.
Chart 7: China All Shares - lower correlation with global markets
15-Year Correlation, based on monthly data, US$ unhedged indices

Source: Aberdeen Standard Investments 30 September 2020.
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Past performance is not a guide to future results.
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Market access

Currency stability

Everything changed with the Stock Connect programme, which
launched in 2014 and has been evolving ever since. These days,
any investor with a brokerage account in Hong Kong can invest in
the top 1,500 companies listed in Shenzhen and Shanghai.

In fact, the US$/CNY exchange rate has traded within a range of
about US$1 to 6 -7 yuan for the past 10 years (see Chart 9). This
reflects the authorities’ management of the currency (maintaining
currency stability is an explicit goal of the People’s Bank of China,
the central bank).

Investing in stocks listed on mainland Chinese bourses used
to be a pain for foreign investors. It was a process that involved
permits, restrictions and red tape. It was not something for the
faint hearted.

The yuan (CNY) or renminbi, China’s currency, behaves differently
to many other emerging market currencies in that volatility has
been relatively subdued for many years.

Those 1,500 companies give investor access to most of the onshore
market capitalisation of the Chinese equity universe. Investors
who also hold the Qualified Foreign Institutional Investor (QFII)
and Renminbi Qualified Foreign Institutional Investor (RQFII)
licences can buy any stock listed on the two mainland exchanges.
Stock Connect has changed the way people invest in Shanghai,
Shenzhen and Hong Kong. In the same way that investors outside
mainland China can more easily invest in companies listed in
Shanghai and Shenzhen, mainland investors also have better
access to stocks that are listed in Hong Kong. These so-called
‘northbound’ and ‘southbound’ capital flows have grown steadily
since 2014 (see Chart 8).
Investing in mainland Chinese stocks that are listed on Hong Kong
and overseas exchanges, is governed by local listing rules and the
financial market regulations of each of those jurisdictions.

While many emerging market currencies have suffered during
times of upheaval or crisis, the onshore yuan (there is a separate
offshore currency rate) has been far more resilient.
As the world dipped into a pandemic-induced recession last year,
the CNY actually strengthened. Even though investors must
contend with currency fluctuations, China’s currency risks appear
to be far more balanced.

“Everything changed with the
Stock Connect programme,
which launched in 2014 and
has been evolving ever since.”

Chart 8: Stock Connect investment flows
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Past performance is not a guide to future results.
Chart 9: China’s currency - range bound, subdued volatility
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Past performance is not a guide to future results.
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Latest developments:
Rising Star
The Star market, China’s answer to Nasdaq,
was launched in July 2019. This tech-heavy
second board offers Chinese companies a
new way to raise money, especially when
raising funds would otherwise be difficult
(e.g. when a start-up can’t show a record
of profitability).
The universe of Star companies has grown
from the 25 names at launch to more
200 today. This number is likely to grow
even further given the pipeline of more than
300 companies that are seeking registration
and listing.
High-tech industries represented by these
listed companies include: software, high-end
medical equipment, semiconductors and the
internet-of-things. Market capitalisation has
quickly grown to more than US$300 billion7.
This number will likely become much higher in
the years to come.

A national focus on the environment also
explains why environmental disclosures by
companies are relatively robust. Chinese
firms, especially the larger ones, are very
conscious of their carbon footprint.

Grade A
On June 1 2018, A-shares were included in a
number of mainstream MSCI indices for the
first time, including MSCI China, MSCI Asia
ex-Japan and the MSCI Emerging Markets
Index. It was a big deal because it took years
for these securities to make the grade.

Many of these companies opt for a secondary
listing in Hong Kong. Larger companies – defined as those with a market capitalisation of
at least HK$40 billion (US$5.2 billion), or a
market capitalisation of more than HK$10
billion and revenues greater than HK$1 billion
– have typically taken this route.

MSCI inclusion showed just how far China
had progressed in its capital market reforms
– specifically on internationalising the
renminbi and linking its stock exchanges
with bourses in the rest of the world.

This trend will only accelerate. Many smaller
companies listed in the US via ADRs would
also list in Hong Kong, if the city’s bourse was
to change its minimum listings requirements.
Otherwise, smaller firms could consider
alternatives that include the Star market.

Aberdeen Standard Investments, 27 January 2021.
BBC, Climate change: China aims for ‘carbon neutrality by 2060’, M. McGrath, 22 September 2020.
9
Sanford C. Bernstein, Bernstein Hydrogen: Making money in fuel cells - lessons from solar, wind and
batteries, October 2020.
8

That’s why there are onshore investment
opportunities in areas such as energy
consumption, waste disposal, land
development, carbon emissions, renewable
energy and clean technology.

‘Coming home’
China’s companies are ‘coming home’. Even
before US-China relations deteriorated to the
point where Chinese companies no longer
feel welcome on US bourses, policymakers in
Beijing began urging overseas-listed firms to
heed the call of the motherland.

For example, Alibaba secured a secondary
listing in Hong Kong in November 2019.
A number of companies including NetEase
Inc., JD.com, New Oriental Education &
Technology Group Inc., Huazhu Hotels Group
Ltd. and GDS Holdings Ltd. have followed the
same path.

7

The Environment
In recent years, China has played a leading
role in tackling climate change. It has
committed to becoming ‘carbon neutral’ by
2060.8 The country already dominates the
supply chains that support many of the new
‘green’ industries.9

Currently MSCI has capped the inclusion
factor of A-shares at 20%, which means only
20% of the market capitalisation is
recognised. As it stands, A-shares are
still severely under-represented in
global indices.
For example, A-shares only make up some
5% of the MSCI Emerging Markets Index.
However, fully represented, they ought to
comprise around 25% of the benchmark
(see Chart 10). We expect it is only a matter
of time before MSCI announces a higher
inclusion factor for A-shares.
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Chart 10: Potential impact of China A on MSCI EM weighting
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Environment, social and governance (ESG)

Chinese firms tend to be associated with poor understanding of
ESG. Yes, corporates can be of mixed quality. But appreciation of
the value that ESG and engagement can bring is catching on.
Corporate governance is improving, albeit more slowly than
environmental awareness. For example, the China Securities
Regulatory Commission has strengthened protections for minority
shareholders. There has been a rise in dividend pay-out ratios at
some major companies and moves to diversify share ownership.
Hundreds of firms publish corporate social responsibility reports
(although the information disclosed isn’t consistent). We’ve also
found many companies more willing to engage with us on all
aspects of running a business including on social factors, such as
how they interact with employees and vendors.

“An asset class that was once
overlooked by the majority of
international investors has
finally become mainstream.”

10

 homson Reuters Practical Law, Employee share plans in China: regulatory overview, Feng,
T
Li, Zhu, He [accessed 11 Jan 21]

In response to our request for information, one personal financial
services group organised an investor day to give us access to
decision-makers and insights into its operations. Elsewhere,
employee stock ownership schemes that align the interests of
management with those of minority shareholders are becoming
more common. Some 52% of 337 Chinese companies that listed in
the US or Hong Kong between January 2016 and July 2019
operated equity incentive schemes, according to a PWC survey.10
A further 337 listed companies on domestic bourses announced
equity incentive plans in 2019, the data show.

Looking ahead

A lot has been going on in the world of Chinese equities in recent
years. As a result, an asset class that was once overlooked by the
majority of international investors has finally become mainstream.
China’s companies listed on the mainland and elsewhere have
become a viable and increasingly attractive way for foreign
investors to gain exposure to the rapid economic and social
changes that continue to transform the country (and the world).
China’s diverse equity markets are big and accessible. In some
instances they are also becoming more sophisticated. That’s not to
say there aren’t problems, but the best companies behave more
and more in ways that foreign investors have come to expect from
responsible corporate citizens.
This is just the start. In years to come, investing in China will be as
unremarkable to investors in New York, London or Frankfurt as
committing money into their own markets. Investors who choose
to ignore these developments, do so at their own risk.

Important information
For professional investors only. In Switzerland for Qualified Investors. In Australia for wholesale investors. Not for use by
retail investors.
The value of investments and the income from them can go down as well as up and investors may get back less than the amount
invested. Past performance is not a guide to future results.
Investing in China involves a greater risk of loss than investing in more developed markets due to, among other factors, greater
government intervention, tax, economic, foreign exchange, liquidity and regulatory risks.
Investing in China A shares involves special considerations and risks, including greater price volatility, a less developed regulatory and
legal framework, exchange rate risk/controls, settlement, tax, quota, liquidity and regulatory risks.
This content is available in the following countries/regions and issued by the respective entities detailed below:*
*

(entities as at 1 January 2021)

Europe, Middle East and Africa
United Kingdom (UK): Aberdeen Asset Managers Limited, registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, AB10 1XL.
Standard Life Investments Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. Both companies are
authorised and regulated in the UK by the Financial Conduct Authority. Austria, Belgium, Cyprus, Denmark, Finland, France, Germany,
Gibraltar, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, Portugal and Sweden: Aberdeen Asset Managers Limited,
registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, AB10 1XL. Standard Life Investments Limited registered in Scotland
(SC123321) at 1 George Street, Edinburgh EH2 2LL. Both companies are authorised and regulated in the UK by the Financial Conduct
Authority. Switzerland: Aberdeen Standard Investments (Switzerland) AG. Registered in Switzerland (CHE-114.943.983) at Schweizergasse
14, 8001 Zürich. Abu Dhabi Global Market (“ADGM”): Aberdeen Asset Middle East Limited, 6th floor, Al Khatem Tower, Abu Dhabi Global
Market Square, Al Maryah Island, P.O. Box 764605, Abu Dhabi, United Arab Emirates. Regulated by the ADGM Financial Services
Regulatory Authority. For Professional Clients and Market Counterparties only. South Africa: Aberdeen Asset Managers Limited (“AAML”).
Registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, AB10 1XL. AAML holds a Category I financial services provider (FSP)
licence in terms of the Financial Advisory and Intermediary Services Act, 2002, (FAIS) under licence 43675.
Asia-Pacific
Australia and New Zealand: Aberdeen Standard Investments Australia Limited ABN 59 002 123 364, AFSL No. 240263. In New Zealand
to wholesale investors only as defined in the Financial Markets Conduct Act 2013 (New Zealand). Hong Kong: Aberdeen Standard
Investments (Hong Kong) Limited. This document has not been reviewed by the Securities and Futures Commission. Indonesia:
PT Aberdeen Standard Investments Indonesia, an investment manager license holder registered and supervised by the Indonesia
Financial Services Authority (OJK). Japan: Aberdeen Standard Investments (Japan) Limited Financial Instruments Firm: Kanto Local
Finance Bureau (Kinsho) No.320 Membership: Japan Investment Advisers Association, The Investment Trusts Association, Type II Financial
Instruments Firms Association, Japan Securities Dealers Association. Malaysia: Aberdeen Standard Investments (Malaysia) Sdn Bhd,
Company Number: 200501013266 (690313-D). This document has not been reviewed by the Securities Commission of Malaysia.
Taiwan: Aberdeen Standard Investments Taiwan Limited, which is operated independently, 8F, No.101, Songren Rd., Taipei City, Taiwan
Tel: +886 2 87224500. Thailand: Aberdeen Standard Asset Management (Thailand) Limited. Singapore: Aberdeen Standard Investments
(Asia) Limited, Registration Number 199105448E.
Americas
Brazil: Aberdeen Standard Investments is the marketing name in Brazil for Aberdeen do Brasil Gestão de Recursos Ltda. Aberdeen do
Brasil Gestão de Recursos Ltda. is an entity duly registered with the Comissão de Valores Mobiliários (CVM) as an investment manager.
Canada: Aberdeen Standard Investments (“ASI”) is the marketing name in Canada for Aberdeen Standard Investments (Canada) Limited,
Aberdeen Standard Investments Luxembourg S.A., Standard Life Investments Private Capital Ltd, SL Capital Partners LLP, Standard Life
Investments Limited, Aberdeen Standard Alternative Funds Limited, and Aberdeen Capital Management LLC. Aberdeen Standard
Investments (Canada) Limited, is registered as a Portfolio Manager and Exempt Market Dealer in all provinces and territories of Canada as
well as an Investment Fund Manager in the provinces of Ontario, Quebec, and Newfoundland and Labrador. United States: Aberdeen
Standard Investments is the marketing name for the following affiliated, registered investment advisers: Aberdeen Standard Investments
Inc., Aberdeen Asset Managers Ltd., Aberdeen Standard Investments Australia Ltd., Aberdeen Standard Investments (Asia) Ltd.,
Aberdeen Capital Management LLC, Aberdeen Standard Investments ETFs Advisors LLC and Aberdeen Standard Alternative
Funds Limited.
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be
used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to
constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be
relied on as such. Historical data and analysis, should not be taken as an indication or guarantee of any future performance analysis
forecast or prediction. The MSCI information is provided on an ‘as is’ basis and the user of this information assumes the entire risk of any
use made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating
any MSCI information (collectively, the ‘MSCI’ Parties) expressly disclaims all warranties (including without limitation, any warranties of
originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to
this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special,
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages msci.com.

Visit us online
aberdeenstandard.com
STA0121962140-001 | DH: GB-110321-144686-3

