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CHINA A-SHARES: OPPORTUNITY IN THE YEAR OF THE PIG
MARCH 2019
•• The A-shares market is continuing to liberalize–a trend likely to intensify in 2019
•• A tactical opportunity exists at current valuation levels
•• China will play an increasingly important role in strategic asset allocations

T

2018 DRAWDOWN: CURRENT OPPORTUNITY?

he Year of the Dog, 2018, was an extraordinary
year for China. It marked the 40th anniversary of
the country’s transformative economic reforms
and witnessed the initial inclusion of China A-shares
into commonly used global benchmarks.1,2 2018 also
saw one of the deepest equity market drawdowns in the
country’s history. As the Chinese lunisolar calendar turns
to the Year of the Pig, we see immediate and longer-term
opportunities in China A-shares materializing.

China A-shares rallied in early 2018, but negative
sentiment developed late in the first quarter, and a
protracted drawdown ensued. Figure 1 shows that 2018
was the deepest calendar-year drawdown in China
A-shares history.

FIGURE 1: CHINA A-SHARES: CALENDAR YEAR PERFORMANCE 2004-2018
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China A-shares comprise China’s onshore equity market. The terms ‘A-shares’ and ‘onshore’ are fungible.
For more on this event see Acadian’s overview Welcome to the EM Index.
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2018 also saw the China A-shares market open further
to foreign investors. The Hong Kong Stock Connect
program’s northbound turnover increased, and MSCI
included A-shares in several of its benchmarks. The MSCI
event, best characterized as modest in magnitude but
monumental in significance, was effectively overshadowed
by international trade frictions and bursts of geopolitical

tensions that verged on brinkmanship. While global
equity investors were not entirely discouraged by these
circumstances, as evidenced by an increase in non-Chinese
ownership of onshore stocks (figure 2B), they were
undoubtedly unsettling and helped to drive multiples to
historic lows.

FIGURES 2A & 2B: CHINA ONSHORE, FOREIGN INVESTOR ACTIVITY
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FIGURES 3A & 3B: VALUATIONS
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Despite this backdrop, we see positive indicators,
including stable profit margins and operating cash
flows as well as resilient consumption and exports.
Compression of the trailing P/E multiple was therefore
not entirely attributable to a contemporaneous erosion of
fundamentals. In short, we believe last year’s drawdown
was an overreaction which unduly and broadly penalized
the entire A-shares market and, that current valuation
levels, offer an attractive entry point. Figures 3A and 3B
underscore this point from both an onshore and countryrelative perspective.

CHINA’S INCREASING IMPORTANCE
The increased weight of China onshore companies in
widely used investment benchmarks increases China’s
relevance with respect to strategic asset allocations. In
that context, there are two significant events coming
in 2019: 1) FTSE will for the first time include A-shares
in its emerging markets benchmark, joining MSCI. 2) In
addition, MSCI is quadrupling the weight of A-shares in
its widely utilized Emerging Markets Index.3
MSCI is forecasting that A-shares will eventually
comprise approximately 15% of the entire index with
China commanding a full 40%.4 South Korea, which has
the second largest weight in the MSCI Emerging Markets
index, comprises just 13.9%, followed by Taiwan and India
at 10.6% and 8.4%, respectively.5
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Copyright MSCI 2019. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI.
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A-shares, H-shares, other non-Chinese listed securities.
As of January 31, 2019.
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Global investors often divide developed equity
markets into U.S. and ex-U.S. categories based on the size,
diversity, and vibrance of the U.S. economy. We believe
the same concept will eventually apply naturally to China;
i.e., separating emerging market allocations into China
and ex-China components.

OPPORTUNITY FOR INCREASED EFFICIENCY
Relative to the offshore equity market, A-shares offer
broader and deeper representation of the entire Chinese
economy. The offshore market, which is half the size of
the onshore market as measured by market capitalization,
is concentrated largely in financial and information
technology sectors; the result is a perpetual underweight
in consumer-driven segments of the world’s most
populous country. China A-shares’ wider opportunity
set, coupled with its exposure to the full economy and
persistently lower levels of systematic risk to both
developed and emerging equity markets (Figure 5), may
offer global investors the increasingly rare opportunity to
improve the efficiency of their public equity strategic asset
allocations.
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FIGURE 4: MSCI EMERGING MARKETS INDEX
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FIGURE 5: MSCI CHINA A-ONSHORE INDEX CORRESPONDING BETAS
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Betas are average of rolling 3-year beta based on monthly returns from 2001 to 2018. Source: MSCI, Acadian analysis. Copyright MSCI 2019. All Rights
Reserved. Unpublished. Proprietary to MSCI. For illustrative purposes only. It is not possible to invest directly in any index.

CONCLUSION
China’s broad and diverse onshore equity market,
the second largest in the world, made critical steps
toward gaining foreign investment in 2018. We expect
further progress in the year ahead as globally relevant
benchmarks increase their holdings. From both a tactical
and strategic perspective, we believe an allocation to
onshore Chinese equities offers global investors the

ability to improve their investment programs. This
attractive opportunity comes with a distinct set of risks;
nevertheless, we believe, that the Year of the Pig brings
opportunity for sophisticated investment strategies that
will extend into the years of the Rat (2020), Ox (2021),
Tiger (2022) and beyond.
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GENERAL LEGAL DISCLAIMER
Acadian provides this material as a general overview of the firm, our
processes and our investment capabilities. It has been provided for
informational purposes only. It does not constitute or form part of any offer
to issue or sell, or any solicitation of any offer to subscribe or to purchase,
shares, units or other interests in investments that may be referred to herein
and must not be construed as investment or financial product advice. Acadian
has not considered any reader’s financial situation, objective or needs in
providing the relevant information.
The value of investments may fall as well as rise and you may not get back
your original investment. Past performance is not necessarily a guide to
future performance or returns. Acadian has taken all reasonable care to
ensure that the information contained in this material is accurate at the time
of its distribution, no representation or warranty, express or implied, is made
as to the accuracy, reliability or completeness of such information.
This material contains privileged and confidential information and is intended
only for the recipient/s. Any distribution, reproduction or other use of this
presentation by recipients is strictly prohibited. If you are not the intended
recipient and this presentation has been sent or passed on to you in error,
please contact us immediately. Confidentiality and privilege are not lost by
this presentation having been sent or passed on to you in error.
Acadian’s quantitative investment process is supported by extensive
proprietary computer code. Acadian’s researchers, software developers,
and IT teams follow a structured design, development, testing, change
control, and review processes during the development of its systems and
the implementation within our investment process. These controls and
their effectiveness are subject to regular internal reviews, at least annual
independent review by our SOC1 auditor. However, despite these extensive
controls it is possible that errors may occur in coding and within the
investment process, as is the case with any complex software or data-driven
model, and no guarantee or warranty can be provided that any quantitative
investment model is completely free of errors. Any such errors could have a

negative impact on investment results. We have in place control systems and
processes which are intended to identify in a timely manner any such errors
which would have a material impact on the investment process.
Acadian Asset Management LLC has wholly owned affiliates located in
London, Singapore, Sydney, and Tokyo. Pursuant to the terms of service level
agreements with each affiliate, employees of Acadian Asset Management
LLC may provide certain services on behalf of each affiliate and employees
of each affiliate may provide certain administrative services, including
marketing and client service, on behalf of Acadian Asset Management LLC.
Acadian Asset Management LLC is registered as an investment adviser with
the U.S. Securities and Exchange Commission. Registration of an investment
adviser does not imply any level of skill or training.
Acadian Asset Management (Japan) is a Financial Instrument Operator
(Discretionary Investment Management Business). Register Number DirectorGeneral Kanto Local Financial Bureau (Kinsho) Number 2814. Member of
Japan Investment Advisers Association.
Acadian Asset Management (Singapore) Pte Ltd, (Registration Number:
199902125D) is licensed by the Monetary Authority of Singapore.
Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is
the holder of Australian financial services license number 291872 (“AFSL”).
Under the terms of its AFSL, Acadian Asset Management (Australia) Limited
is limited to providing the financial services under its license to wholesale
clients only. This marketing material is not to be provided to retail clients.
Acadian Asset Management (UK) Limited is authorized and regulated by
the Financial Conduct Authority (‘the FCA’) and is a limited liability company
incorporated in England and Wales with company number 05644066. Acadian
Asset Management (UK) Limited will only make this material available to
Professional Clients and Eligible Counterparties as defined by the FCA under
the Markets in Financial Instruments Directive.
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