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China 
A spotlight on standalone allocation 

By Michael Walsh, Investment Specialist, Investment Solutions 

In a world where China increasingly propels the global 
economy, investors could now consider a standalone 
allocation to Chinese assets, like they do for regions such as 
the US, Japan, Europe and the UK. This is because: 

– Adding a forecast 33% of global growth in 20191, China is 
taking the lead in the global economy and its equity and 
bond markets are some of the largest on earth; 

– Restrictions on investor access to China opportunities are 
becoming a thing of the past after the launch of Stock and 
Bond Connects; 

– China equities and fxed income offer diversifcation 
benefts, and market volatility can mean opportunities for 
active investment strategies to exploit; 

– As China leads the world in many areas of new technology 
and innovation, a standalone allocation offers investors 
greater potential to participate in China's growth story. 

Forward-looking investors are beginning to refect on whether 
it is time to take a new approach to markets for Chinese 
assets. We believe the evidence is growing in favour of 
making a standalone China allocation. 

China has steadily reduced market barriers over the last several 
years through programs connecting its formerly closed equity 
and bond markets to global investors, such as Stock Connect 
and Bond Connect. 

The success of this effort was recently underscored when key 
equity and bond indices increased their weightings of Chinese 
securities, which in turn will further increase already strong 
fows of foreign investment into Chinese assets.  

Exhibit 1: Overseas Investors' Onshore Holdings in China, Fixed Income & Equities (RMB  Trillions) Jan 2016-Sep 2019 
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Source: People's Bank of China, October 2019 
1 IMF, Visual Capitalist, March 15, 2019.  Note: GDP estimates are made on a PPP basis and represent a share of additional global growth in 2019. 



 

On 28th February 2019, the equity index provider MSCI 
announced it would quadruple the weighting of onshore 
Chinese companies in its fagship emerging markets index by 
November 2019, bringing the weight of onshore and offshore 
Chinese stocks to almost a third of the total emerging market 
exposure. 

The widely followed Bloomberg Barclays Global Aggregate 
index began a gradual process of adding China onshore 
bonds from April 1st 2019, – a change which we believe will 
be followed by other index providers in due course, further 

propelling the China onshore market past Japan as the second 
largest bond market in the world. 

To some extent these changes are merely indices playing 
‘catch up’ with a clear theme we at UBS Asset Management 
have been exploring with our clients for a number of years. 

That is, the scale and variety of the opportunities offered by 
Chinese investments is compelling to investors looking for 
both market and active returns across asset types. 

Exhibit 2: Bond markets by size (USD Trillions) 
November 2018 
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Exhibit 3: Stock markets by size (USD Trillions) 
December 2018 
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As China takes the lead... 
The breadth of these opportunities is perhaps less surprising 
when we consider the scale of the role played by China today, 
both across the global economy as well as within sectors 
which are likely to be at the centre of future economic efforts. 

While China is expected to drive 33% of global growth in 
2019, and overtake the US as the largest global economy by 
20302, this rise to economic leadership has a range of different 
dimensions for investors. The direct impact of developments in 
the ongoing trade negotiations between the country and the 
US on investor sentiment can itself be taken as emblematic of 
the key role of China as a trading nation. 

Such investments are often looking to capitalise on China’s 
leadership position in new economy areas such as cashless 
payments, smartphone usage and online data utilisation. 
When these developments are twinned with the rebalancing 
of domestic growth towards consumer demand and away 
from exports and fxed asset investment, it creates exciting 
possibilities for a wide range of product and service providers. 

Looking further afeld, China is increasingly seeking to improve 
infrastructure with other emerging markets in particular, both 
in terms of physical links and through trade agreements. 

While the widely publicised Belt and Road initiative has 
grabbed most attention, China had concluded 17 global free 
trade agreements by Q2 2019, negotiated another 14 and 
targeted nine further deals. 

Investments have tended to focus on areas expected to 
experience high population and income growth, with 
corporate fows concentrated on areas where the middle class 
is expected to expand by almost 3 billion people by 20303. 

A standalone approach becomes a 
matter of course 
Many of the factors identifed above are not unique to China, of 
course. However, we increasingly see an argument for starting 
to consider investments in China on a standalone basis, rather 
than as part of a wider emerging markets allocation, when 
setting asset allocation at an overall portfolio level. 

The characteristics of the Chinese economy can be seen as 
different in a number of key ways to other countries classifed 
as emerging markets, both in Asia and beyond: 

– China’s scale as the most populous country in the world4, 
the second largest destination for foreign direct investment5 

and the world’s largest trading nation3; 

– The pace of historic and prospective economic growth and 
the range of policies enacted to refocus the economy with a 
target of 6.0-6.5% p.a. for domestic growth restated at the 
National People’s Congress in March 2019; 

– A leadership position in new industries such as robotics, 
electric cars, drones and photovoltaic technology, which is 
increasingly refected in the make-up of the Chinese 
stock market. 

Because China's growth is hard to ignore 
The chart below shows the changing pace of growth in a 
number of global economies. In the most recent period, since 
the global fnancial crisis, such growth has become more 
differentiated in terms of both the overall level and rate 
of change. 

Exhibit 4: Average GDP Growth by Country (YoY-%) 
2010-2018 
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Parallels can start to be seen with the differentiated growth 
rates and drivers of large regional economies in the developed 
world. Investors often focus on different regional blocs e.g. 
North America, Europe, UK, Japan, Asia Pacifc and so forth 
when investing in developed markets, particularly in traditional 
assets such as equities and bonds. 

As these same investors start to increasingly differentiate 
between major emerging markets, it is likely that a similar 
approach will emerge. 

Returning to the forecasts of global growth for 2019 quoted 
earlier, it might seem a little strange to treat China and India 
as part of a homogenous block spanning the entire globe, 
while regarding the US, which is expected to contribute a 
similar amount to India and half as much to China to this 
growth, as a completely standalone allocation! 

And the opportunities are too great 
In addition, the full range of investment opportunities in China 
are becoming available to a wider range of investors through 
changes such as further global index inclusion, expansion of 
the Stock Connect daily quota and reduction in the number of 
industries closed to foreign investment. 

As Chinese securities increasingly form part of widely-followed 
indices and hence investor portfolios, there is likely to be 
greater investor awareness of and comfort with holding such 
securities, and a move beyond broad exposures to something 
more targeted. Again, this would be following a pathway 
which is well-trodden for many developed markets. 

Chinese assets: a good diversifer 
For investors looking to better understand the role Chinese 
assets can play in their wider portfolios, there has been strong 
diversifcation benefts from such holdings historically. 

This topic is discussed in more detail in the October 2018 issue 
of Investment Insights published by UBS Asset Management, 
but below we show the rolling three-year correlation of daily 
returns for the MSCI China A share index in local currency 
with the equivalent indices for the MSCI Emerging Markets 
index, as well as regional variants. 

Even when considering the correlation of the A share market 
with the EM Asia index, correlations have been around 0.5 for 
much of the period, suggesting some differences in drivers of 
volatility seen historically. Correlations with other emerging 
markets regions have been much lower, again offering 
support for a more granular approach to these exposures 

Exhibit 5: MSCI China A, Three Year Correlation of Returns with Regional MSCI Benchmarks 
Dec 2007-Dec 2019 
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Exhibit 6: Correlation of MSCI China ex-A-Shares & MSCI China A-Shares Indices with Global Benchmarks 
February 2002-December 2019 (USD) 
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Looking further afeld, and over a longer time period, China A 
shares have low correlation with a much more geographically 
diverse range of markets, thus offering further support to our 
belief that China equities offer strong diversifcation benefts. 

Active management can make the 
difference in China 
Chinese equities have also seen considerable volatility historically, 
even compared to emerging market benchmarks – often seen as 
at the riskier end of the spectrum of public equity markets. 

While this can be a mixed blessing for investors, both higher 
levels of overall and cross sectional volatility can create an 

attractive playing feld for active management. Skilful investors 
have more scope to position for sharp changes in market 
thinking and to be rewarded if these positions are proved to 
be correct.  

In a market with a very high proportion of retail ownership by 
international standards, a focus on fundamental, industry and 
company research and taking advantage of unconventional 
sources of information can be rewarded. 

Looking to identify industry leaders that will beneft as China 
transitions towards a consumer based, services led economy 
can help to uncover investment opportunities. 

Exhibit 7: MSCI China A, MSCI EM and MSCI World, 60-day volatility of index returns p.a 
February 2005-December 2019 
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Turning to bonds, China now hosts a rapidly growing fxed 
income market, which is already the third largest in the 
world and closing in on Japan in second place. As the market 
continues to broaden beyond government and policy bank 
bonds, a number of regulatory changes has made it more 
attractive to overseas investors. 

The move by Bloomberg to include Chinese bonds in its 
fagship global indices is likely to see further strong infows 
from such investors, where holdings of onshore bonds have 
already tripled in just three years. 

Again, Chinese bonds can offer diversifcation benefts to a 
global fxed income portfolio, with low correlation to other 
large markets. With yields on offer on government, high 
quality credit and high yield markets all having fallen in recent 
months, yield-hungry investors may also be attracted by more 
tactical considerations. 

Chinese bonds have the highest nominal yields among the 10 
largest fxed income markets globally despite having delivered 
strong relative risk-adjusted returns in recent years. Real yields 
also look attractive, and the cost of hedging Chinese yuan 
exposure has also tended to fall – providing potential investors 
with an important risk mitigation tool. 

While bond market access and investment has improved 
dramatically, the market has not been through continuous 
credit quality scrutiny in the same way that developed market 
bonds have been. The development of onshore ratings 
will be of importance to build investor confdence with 
China's authorities making big steps to bring foreign ratings 
companies into the market. 

As fxed income market participants become more 
comfortable with investing in China, we believe that bottom-
up issue selection will be key, as idiosyncratic risks will be 
prevalent and that's where investors can beneft from having 
on-the-ground local presence and knowledge. 

Time to consider a standalone approach 
to capturing China's growth story? 
Taking all the discussed factors together, it is clear that the  
internationalization of China’s capital markets is continuing 
rapidly. 

The key for global investors then is how to most effectively 
capture China's ongoing growth story, and we believe that 
a standalone investment allocation can increasingly be an 
effective option for investors. 

In part that's because the size of the opportunity is just too 
big to ignore – China is the most signifcant driver of global 
growth and its onshore markets are rapidly surpassing other 
major global markets in terms of size. 

This pattern of growth is likely to differ from other markets, 
both in emerging and developed regions, in terms of its key 
drivers, the role China increasingly plays in key new economy 
industries and the focus on developing links with other 
emerging economies. 

More than that, China equities and fxed income asset 
classes offer investors diversifcation benefts compared to 
other widely-held portfolio allocations, as well as attractive 
opportunities for active management to add value.  

These factors mean that a standalone allocation to China 
offers exciting opportunities for investors, both within 
individual asset classes and from an overall portfolio allocation 
perspective. 

6 



 

For marketing and information purposes by UBS. For professional / 
qualifed / institutional clients and investors. 

This document does not replace portfolio and fund-specifc materials. 
Commentary is at a macro or strategy level and is not with reference to 
any registered or other mutual funds. 

Americas 
The views expressed are a general guide to the views of UBS Asset 
Management as of January 2020. The information contained herein 
should not be considered a recommendation to purchase or sell securities 
or any particular strategy or fund. Commentary is at a macro level and is 
not with reference to any investment strategy, product or fund offered 
by UBS Asset Management. The information contained herein does not 
constitute investment research, has not been prepared in line with the 
requirements of any jurisdiction designed to promote the independence 
of investment research and is not subject to any prohibition on dealing 
ahead of the dissemination of investment research. The information and 
opinions contained in this document have been compiled or arrived at 
based upon information obtained from sources believed to be reliable 
and in good faith. All such information and opinions are subject to 
change without notice. Care has been taken to ensure its accuracy but 
no responsibility is accepted for any errors or omissions herein. A number 
of the comments in this document are based on current expectations 
and are considered “forward-looking statements”. Actual future results, 
however, may prove to be different from expectations. The opinions 
expressed are a refection of UBS Asset Management’s best judgment at 
the time this document was compiled, and any obligation to update or 
alter forward-looking statements as a result of new information, future 
events or otherwise is disclaimed. Furthermore, these views are not 
intended to predict or guarantee the future performance of any individual 
security, asset class or market generally, nor are they intended to predict 
the future performance of any UBS Asset Management account, portfolio 
or fund. 

EMEA 
The information and opinions contained in this document have been 
compiled or arrived at based upon information obtained from sources 
believed to be reliable and in good faith, but is not guaranteed as being 
accurate, nor is it a complete statement or summary of the securities, 
markets or developments referred to in the document. UBS AG and / 
or other members of the UBS Group may have a position in and may 
make a purchase and / or sale of any of the securities or other fnancial 
instruments mentioned in this document. 

Before investing in a product please read the latest prospectus carefully 
and thoroughly. Units of UBS funds mentioned herein may not be eligible 
for sale in all jurisdictions or to certain categories of investors and may 
not be offered, sold or delivered in the United States. The information 
mentioned herein is not intended to be construed as a solicitation or an 
offer to buy or sell any securities or related fnancial instruments. Past 
performance is not a reliable indicator of future results. The performance 
shown does not take account of any commissions and costs charged 
when subscribing to and redeeming units. Commissions and costs have a 
negative impact on performance. If the currency of a fnancial product or 
fnancial service is different from your reference currency, the return can 
increase or decrease as a result of currency fuctuations. This information 
pays no regard to the specifc or future investment objectives, fnancial or 
tax situation or particular needs of any specifc recipient. 

www.ubs.com/am-linkedin 

© UBS 2020. All rights reserved. 
www.ubs.com/am 
For professional / qualifed / institutional clients and investors. 

The details and opinions contained in this document are provided by 
UBS without any guarantee or warranty and are for the recipient’s 
personal use and information purposes only. This document may not be 
reproduced, redistributed or republished for any purpose without the 
written permission of UBS AG. 

This document contains statements that constitute “forward-looking 
statements”, including, but not limited to, statements relating to our 
future business development. While these forward-looking statements 
represent our judgments and future expectations concerning the 
development of our business, a number of risks, uncertainties and other 
important factors could cause actual developments and results to differ 
materially from our expectations. 

UK 
Issued in the UK by UBS Asset Management (UK) Ltd. Authorised and 
regulated by the Financial Conduct Authority. 

APAC 
This document and its contents have not been reviewed by, delivered to 
or registered with any regulatory or other relevant authority in APAC. 
This document is for informational purposes and should not be construed 
as an offer or invitation to the public, direct or indirect, to buy or sell 
securities. This document is intended for limited distribution and only 
to the extent permitted under applicable laws in your jurisdiction. No 
representations are made with respect to the eligibility of any recipients 
of this document to acquire interests in securities under the laws of your 
jurisdiction. 

Using, copying, redistributing or republishing any part of this document 
without prior written permission from UBS Asset Management is 
prohibited. Any statements made regarding investment performance 
objectives, risk and/or return targets shall not constitute a representation 
or warranty that such objectives or expectations will be achieved or 
risks are fully disclosed. The information and opinions contained in this 
document is based upon information obtained from sources believed 
to be reliable and in good faith but no responsibility is accepted for 
any misrepresentation, errors or omissions. All such information and 
opinions are subject to change without notice. A number of comments 
in this document are based on current expectations and are considered 
“forward-looking statements”. Actual future results may prove to be 
different from expectations and any unforeseen risk or event may arise 
in the future. The opinions expressed are a refection of UBS Asset 
Management’s judgment at the time this document is compiled and any 
obligation to update or alter forward-looking statements as a result of 
new information, future events, or otherwise is disclaimed. 

You are advised to exercise caution in relation to this document. The 
information in this document does not constitute advice and does not 
take into consideration your investment objectives, legal, fnancial or tax 
situation or particular needs in any other respect. Investors should be 
aware that past performance of investment is not necessarily indicative of 
future performance. Potential for proft is accompanied by possibility of 
loss. If you are in any doubt about any of the contents of this document, 
you should obtain independent professional advice. 

Australia 
This document is provided by UBS Asset Management (Australia) Ltd, ABN 
31 003 146 290 and AFS License No. 222605. 

Source for all data and charts (if not indicated otherwise): UBS Asset 
Management 

www.ubs.com/am
www.ubs.com/am-linkedin

