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Headlines 

▪ China's economic growth will be dazzling again in 2021 

▪ Domestic demand will be strong and foreign trade will reach a new historical high 

▪ Chinese equities will outperform global indices, while the yuan will appreciate 

▪ Investors, who have long been underweight Chinese equities, will seek to increase their exposure 

 

Chart of the Week 

"Let's not ignore Chinese equities!" 

 

    

Macroeconomic Analysis 

"The global growth engine is accelerating" 

The global economic recovery will soon be supported by the production and distribution of vaccines and also by China's 

incredible dynamism. The initial epicentre of the pandemic in 2019, the Asian giant was the first to recover in 2020. It 

also managed to avoid a second wave of the epidemic thanks to lockdown measures, strict movement control and the 

widespread wearing of masks. Thus, even without a vaccine, growth rebounded early, dynamically and uninterruptedly. 
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China has long been neglected by equity investors, 

but they are now looking to increase their exposure 

to this very lucrative market. 
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China's dazzling lead over the rest of the world in economic recovery will persist into 2021. Its Gross Domestic Product 

(GDP) is expected to grow by 8.3%, after 2.0% last year (see charts 2 and 3). 

 

Charts 2 & 3 - Economic growth in China and leading indicators 
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In comparison, in the United States and the Euro Area the economy will rebound by 4.9% and 3.3% respectively after 

contracting by -2.9% and -6.3% in 2020. As a result, China's weight in world GDP will increase from 16% to 18% between 

2019 and 2021, while the shares of the United States and the Euro Area will remain stable at 24% and 15%. At this rate, 

the United States will be dethroned from its position as world leader in 2028. 

 

Chart 4 - China's retail and car sales  Chart 5 - China's foreign trade 
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While China has managed the covid-19 pandemic better than the major developed countries, this should not hide 

structural economic outperformance, which existed before the crisis. In 2021, China's growth will continue to be 

Source: Bloomberg, Atlantic Financial Group Source: Bloomberg, Atlantic Financial Group 

Source: Bloomberg, Atlantic Financial Group Source: Bloomberg, Atlantic Financial Group 
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supported by the development of new infrastructure, especially in the fields of 5G, data centres and Internet of Things 

(IoT), and also by increased domestic demand, especially household spending. As incomes rise, Chinese consumption 

patterns are shifting towards higher quality, more complex and therefore more expensive, goods and services. As an 

example, retail sales and car sales have increased by 5% and 13% in the last twelve months (see chart 4), a very respectable 

performance given the circumstances. 

 

Internationally, China is taking advantage of the competitiveness of its companies to increase its exports. They have 

jumped by 21% in one year, generating a record trade surplus of 75 billion dollars in November alone (see chart 5). This 

is partly explained by slower production in many countries due to the second wave of the pandemic. For example, the 

Asian giant exports masks, gowns, gloves and antigenic tests. Sales of Chinese medical equipment abroad have jumped 

by 42% in one year. Sales of electronic products have been supported by the spread of homeworking.  

 

The Chinese commercial dynamic is not ready to be stopped and will continue to support its growth. In November, Beijing 

signed a historic trade agreement with 14 Asian countries, representing 30% of the world's population. Called RCEP for 

Regional Comprehensive Economic Partnership, this partnership creates the world's largest free trade zone. In December 

and after seven years of negotiations, China also managed to find common ground with the European Union for a 

comprehensive investment agreement (see chart 6). If it is definitively approved, this text will offer China easier access to 

the European market, especially the energy market. Through these two major agreements, China gains an economic 

advantage but also an important diplomatic victory. At a time when American pressure is strong, Beijing is proving that it is 

not isolated and is confirming its leadership. 

 

Chart 6 - Investment between China and UEG  Chart 7 - Inflation in China 
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The Chinese consumer price index has recently moved into negative territory. This had not happened since 2009 (see 

chart 7). At that time, deflation was due to the economic crisis. Eleven years later, this decline is due to a temporary 

exogenous phenomenon: the 12.5% fall in food prices. In 2019, with the swine fever epidemic that had decimated half of 

the Chinese livestock population, pork prices had doubled. As this meat is highly prized in China, its price has a strong 
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influence on the overall consumer price index. Today, the normalisation of prices is leading to a period of technical but 

unsustainable deflation. Inflation will therefore soon be back, this time without excess. 

 

China's economic future looks promising in the short and long term, but there are several points to watch out for: 

 

▪ While China seemed to have eradicated the pandemic as early as the spring, the country has just recorded new 

cases of covid-19 in Shijiazhuang. With the approach of the great Chinese New Year migration on 12 February, this 

situation is worrying the authorities. All the inhabitants of the area at risk have therefore been tested. The festivities 

usually result in a particularly large population movement, when hundreds of millions of workers leave the big cities 

to return to their families. From a political point of view, these new cases of covid-19 come at the worst possible 

moment: a World Health Organization (WHO) team is seeking to travel to China to investigate the origin of the 

virus.  

 

▪ The Chinese Tech titans are regularly under pressure. The government believes they have become too big, too 

famous and too prone to criticise the regime in public. In early November, Alibaba's charismatic boss, Jack Ma, had 

to postpone the stock market listing of the financial arm of his empire, Ant Group, after receiving a warning from the 

government. At the end of December, the authorities announced the opening of an investigation against Alibaba on 

suspicion of monopolistic practices. Ant Group, for its part, was placed under the supervision of a government task 

force, with instructions to review its activities downwards. Jack Ma has not appeared in public for more than two 

months. His disappearance is cause for concern. The government seems to want to remind people that the party 

remains the supreme authority to which everyone must pledge allegiance and that the companies affiliated to the 

state must remain the foundation of the economy. Beijing is also seeking to regulate companies that have become 

"too big to fail". Alibaba and Tencent, for example, have a duopoly on mobile payments: Alipay has a 55% market 

share, followed by WeChat Pay at 40%. These two giants also dominate loans and online wealth management and are 

trying to establish themselves in the insurance sector. They penalise state banks, which find it difficult to compete 

with the online ecosystems they have created. 

 

▪ Some listed companies may be barred to US investors because they are considered by Washington to be owned or 

controlled by the Chinese military. This eventuality has led several stock market operators, such as FTSE Russell and 

MSCI, to remove a dozen Chinese companies from their benchmark indices. 

 

▪ China is facing a household debt situation that has been greatly exacerbated by the roll-out of online lending. This 

phenomenon comes on top of historically high levels of corporate debt and a public debt that now exceeds 60% of 

GDP, compared with only 34% in 2012 (see chart 8). Eventually, these private and public debt ratios could become a 

source of financial instability for the country. 

 

▪ Beijing continues to covet Taiwan. While mainland China has never controlled this island state, the communist regime 

considers it a rebel province. While Beijing had historically hoped for a political rapprochement with Taiwan, in 

January 2019 Xi Jinping for the first time publicly envisaged the use of force to achieve reunification. The United States 

and the main Western countries are on alert and are following the situation closely because, in recent months, Taiwan 

has recorded several dozen incursions into its air and sea space by Chinese aircraft.  
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Chart 8 - Chinese public debt  Chart 9 - Yuan exchange rate 
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On the foreign exchange market, the Chinese currency is at its highest level since June 2018 against the US dollar (see 

chart 9). That was the time that the trade hostilities launched by the United States against China began. While the rise of 

the Chinese currency is the result of the Chinese economic and financial situation, it is also due to the generalised 

depreciation of the dollar. We have recently developed this theme and remain confident in the yuan's ability to appreciate 

to trend.  

 

In a context where China wants to refocus its economy on its domestic demand, Beijing looks favourably on a strong 

yuan. Its imports paid in dollars, of petroleum products in particular, automatically become cheaper. What’s more, as the 

Chinese authorities continue to partially control their exchange rate, the yuan appreciates less quickly against the dollar 

than other major currencies, such as the euro, the yen, or the Swiss franc, for example. All other things being equal, China 

is maintaining and even increasing its competitiveness against its trading partners (excluding the United States). It would 

not be surprising if the exchange rate of the yuan reached 6.10 yuan to the dollar this year. 

 

 

    

Stock Market Analysis  

"It's not too late to take an interest in Chinese equities" 

After years of underperformance, China shares performed better than the MSCI world in 2020 (see chart 10 & appendix 

1) driven by strong inflows from foreign investors. Although allocation to China by global emerging markets fund 

managers remains underweight, record levels of funds raised from primary and secondary share offers highlight the 

growing interest from global and local investors for Chinese companies. Stock exchanges in greater China – including Hong 

Kong, Shanghai and Shenzhen and USD ADRs – have raised a combined $ 132.3bn through hundreds of new corporate 

listings (see chart 11). SMIC ($7.6bn raised), JD Health ($3.5 bn) and Lufax ($2.4 bn) have been some of the largest Chinese 

IPO this year. Almost half of the 2020 IPOs have taken place in mainland China, driven by fears of a worsening relationship 

with the US and a more hostile regulatory environment toward Chinese ADRs. 

Source: Bloomberg, Atlantic Financial Group Source: Bloomberg, Atlantic Financial Group 
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In 2020, the best performing sectors were information technology, health, and consumer staples and discretionary 

products. The weakest sectors were energy, real estate and financials. The Chinese government is shifting its GDP growth 

target from production and industrial exports to consumption and the service sector, i.e. growth that is less dependent 

on the global economy. For example, Chinese retail sales have surpassed those of the United States, approaching $6 billion 

in China compared to $5.5 billion in the United States. 

 

Chart 10 - CSI 300 & MSCI World performance Chart 11 - Equity financing in China ($ billions) 

  

 

Several favourable arguments allow us to foresee a positive evolution for Chinese equities in 2021:  

 

▪ The dynamic economic growth of the Middle Kingdom (see previous article) sets the framework for profit growth for 

Chinese companies. Their access to global demand and their price competitiveness accentuate this trend. 

 

▪ With the arrival of the new US administration, trade negotiations between the US and China could improve. Although 

tariffs will not disappear, a relaxation in trade relations between the two giants should support sales by Chinese 

companies.  

 

▪ China's weighting in the emerging indices continues to increase. Foreign investors, whose allocation to Chinese 

equities is regularly too low, are therefore inclined to increase their exposure to this market, which has become a key 

market. This capital flow will be very positive.  

 

▪ As in other emerging countries, Chinese indices are dominated by the finance sector. However, the IT, consumer, 

health, industrial and materials sectors are well represented. This sectoral balance is a major advantage in terms of 

diversification. This is notably the case for the CSI 300 and the MSCI China A Onshore (see appendix 1). The "new 

economy" sectors, such as e-commerce, online gaming, digitisation, cloud computing, or artificial intelligence, account 

for 50% of these indices, exposing them to China's structural shift from a manufacturing to a consumer-oriented 

economy.  
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▪ Chinese indices are trading at a discount of -25% to -50% compared to the main developed country indices (see 

chart 13), in line with the historical average of the last ten years. The MSCI China for example is trading at 18x forward 

looking earnings per share (EPS) compared to 23x for the S&P 500, which represents a discount of -25%. Amazon, for 

example, is trading at 81x forward EPS versus only 20x for Alibaba.  

 

▪ Chinese equities outperform international indices when the Chinese currency, the CNY, appreciates. We expect the 

dollar to weaken and the yuan to appreciate. 

 

Chart 12 - Annual sectoral performance (%)  Chart 13 - Valuation of the main indices (PER) 

  

 

▪ Looking at the sectors, IT stocks should continue to perform well, as they did in 2020 (see chart 12), although mega-

capitalisations could remain under the scrutiny of the Chinese government and US regulators. Sectors related to 

consumer spending will also continue to show strong underlying growth, driven by a population of 1.4 billion 

consumers and rising disposable income. 

 

Conclusion:  

By managing to curb the cases of covid-19 in its territory and keeping control of world trade, China has managed to 

generate positive growth in 2020. This trend is expected to gain momentum in 2021, supported by the global economic 

recovery and Chinese domestic demand. Chinese stocks will take advantage of this situation to outperform international 

indices, while the appreciation of the yuan will generate an additional positive effect. Investors' historical underweight 

allocation in this market will be discussed and reduced, generating additional demand for Chinese equities, especially in 

sectors such as consumer and technology. 
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Appendix 1 - The Chinese Equity Market 

China is a complex market with several types of shares and several listing places. The chart below gives an 

overview: 

 

Source: UBS 

 

The main indices covering A shares are: 

▪ MSCI China A Onshore: the index includes large and mid-caps listed on the Shanghai and Shenzhen stock 

exchanges. The index aims to cover 85% of the investable A-share universe. 

▪ FTSE China A50: the index comprises the 50 largest listed companies in mainland China. 

▪ CSI 300: the index lists the 300 largest A shares listed on the Shanghai or Shenzhen stock exchanges. It has 

two sub-indices: the CSI 100 index (the top 100) and the CSI 200 index (from 101st to 300th). 

▪ CSI 500: The index reflects the overall performance of small and mid-cap A-shares listed on the Shanghai 

and Shenzhen stock exchanges. It is thus made up of the 500 largest remaining A-shares after excluding the 

components of the CSI 300 index.  

 

There are significant differences in terms of sector weighting between these four main indices. For example, 

large-cap indices, such as the FTSE China A50, are heavily weighted towards the financial and consumer staples 

sectors. Conversely, the MSCI China A Onshore or the CSI 300 represent the Chinese stock market in a more 

balanced way. Financials and consumer staples have less weight, to the benefit of information technology, 

industrials or materials: 
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 Sector weighting   Weight of the Top-10 positions 
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Returns on Financial Assets 

Total return performance by asset class 

  

Markets Performances

(local currencies)
Last Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 663.6         80.37 2.7% 4.8% 2.7% 16.8% 27.3%
USA (S&P 500) 3,825         70.27 1.9% 3.4% 1.9% 18.4% 31.5%

USA (Dow Jones) 31,098       68.32 1.7% 3.2% 1.7% 9.7% 25.3%

USA (Nasdaq) 13,202       71.33 2.5% 5.0% 2.5% 45.1% 36.7%

Euro Area (DJ EuroStoxx) 408.9         69.65 2.9% 4.2% 2.9% 0.8% 27.3%

UK (FTSE 100) 6,873         71.11 6.4% 5.0% 6.4% -11.4% 17.2%

Switzerland (SMI) 10,798       67.64 0.9% 3.9% 0.9% 4.3% 30.2%

Japan (Nikkei) 28,139       73.80 2.5% 6.4% 2.5% 18.2% 20.7%

Emerging (MSCI) 1,354         81.94 4.8% 8.0% 4.8% 18.5% 18.8%

Brasil (IBOVESPA) 125,077      79.80 5.1% 9.9% 5.1% 2.9% 31.6%

Russia (MOEX) 3,449         78.35 5.1% 9.3% 5.1% 14.8% 38.4%

India (SENSEX) 49,134       75.31 1.9% 7.0% 2.2% 17.2% 15.7%

China (CSI) 5,441         79.09 5.5% 9.7% 5.5% 29.9% 39.2%

Energy (MSCI World) 156.3         72.80 8.2% 5.4% 8.2% -27.7% 13.9%

Com. Serv. (MSCI World) 101.80       68.47 1.2% 2.0% 1.2% 24.2% 25.1%

Materials (MSCI World) 350.3         86.32 6.5% 9.3% 6.5% 21.5% 20.8%

Info. Tech. (MSCI World) 463.4         69.95 2.0% 5.6% 2.0% 46.1% 47.5%

Utilities (MSCI World) 155.1         68.42 2.1% 4.6% 2.1% 4.8% 22.3%

Financials (MSCI World) 128.8         79.01 4.1% 6.4% 4.1% -3.2% 24.1%

Cons. Staples (MSCI World) 267.9         63.76 0.0% 1.9% 0.0% 8.8% 22.4%

Health Care (MSCI World) 326.7         79.56 2.6% 4.1% 2.6% 15.4% 23.3%

Cons. Discret. (MSCI World) 392.0         74.68 3.4% 6.2% 3.4% 37.0% 28.2%

Industrials (MSCI World) 298.0         76.29 2.9% 4.1% 2.9% 11.8% 27.2%

Bonds (FTSE)
USA (7-10 Yr) 1.10% 27.50 -1.5% -1.4% -1.5% 9.3% 7.4%

Euro Area (7-10 Yr) -0.26% 50.22 -0.1% -0.2% -0.1% 4.5% 6.7%

Germany (7-10 Yr) -0.53% 43.04 -0.3% -0.6% -0.3% 3.0% 3.0%

UK (7-10 Yr) 0.29% 44.93 -0.7% -0.3% -0.7% 5.4% 4.8%

Switzerland (7-10 Yr) -0.49% 53.03 0.1% 0.1% 0.1% 0.4% 2.0%

Japan (5-10 Yr) 0.04% 37.21 -0.1% -0.1% -0.1% -0.1% 0.0%

Emerging (5-10 Yr) 3.97% 45.86 -1.0% 0.1% -1.0% 5.2% 13.3%

USA (IG Corp.) 1.88% 37.80 -1.3% -0.8% -1.5% 9.9% 14.5%

Euro Area (IG Corp.) 0.22% 63.33 0.0% -0.1% 0.2% 2.8% 6.2%

Emerging (IG Corp.) 3.72% 53.42 -0.6% 0.1% -0.5% 8.1% 13.1%

USA (HY Corp.) 4.16% 87.74 0.2% 1.1% 0.2% 7.1% 14.3%

Euro Area (HY Corp.) 3.11% 87.36 0.4% 0.8% 0.6% 2.3% 11.3%

Emerging (HY Corp.) 5.95% 69.44 -0.5% 1.0% -0.4% 4.3% 11.5%

World (Convertibles) 444.9         87.89 3.9% 7.2% 3.9% 38.8% 17.3%

USA (Convertibles) 602.5         83.08 4.7% 8.0% 4.7% 54.5% 22.8%

Euro Area (Convertibles) 4,148         70.02 0.8% 2.5% 0.8% 6.1% 7.6%

Switzerland (Convertibles) 186.9         66.25 0.1% 0.1% 0.1% 0.5% 2.4%

Japan (Convertibles) 196.4         69.44 1.1% 1.2% 1.1% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 646.9         63.59 n.a. 3.0% n.a. 2.5% 9.3%

Distressed #N/A N/A 59.00 n.a. 6.9% n.a. 1.5% 1.4%

Event Driven #N/A N/A 63.23 n.a. 6.8% n.a. 3.1% 8.2%

Fixed Income #N/A N/A 67.44 n.a. 1.1% n.a. 2.2% 6.1%

Global Macro #N/A N/A 63.05 n.a. 2.5% n.a. 2.0% 10.4%

Long/Short #N/A N/A 64.27 n.a. 4.0% n.a. 3.6% 12.2%

CTA's #N/A N/A 47.18 n.a. 0.7% n.a. -3.2% 9.0%

Market Neutral #N/A N/A 51.60 n.a. -0.6% n.a. -0.1% 1.6%

Multi-Strategy #N/A N/A 63.01 n.a. 1.0% n.a. 1.4% 7.3%

Volatility
VIX 21.56         44.23 -5.2% 4.3% -5.2% 65.1% -45.8%

VSTOXX 20.53         43.77 -12.2% 0.0% -12.2% 67.5% -41.5%

Commodities
Commodities (CRB) 465.1         71.78 1.1% 7.1% 1.1% 9.4% 7.6%

Gold (Troy Ounce) 1,846         42.17 -5.0% 0.3% -2.8% 24.9% 18.3%

Oil (WTI, Barrel) 52.24         74.29 9.7% 14.6% 7.7% -20.5% 34.5%

Oil (Brent, Barrel) 54.60         67.47 9.1% 15.6% 9.2% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 90.360       48.72 0.5% -0.7% 0.5% -6.7% 0.2%

EUR 1.2180       50.23 -0.6% 0.6% -0.3% 9.7% -2.2%

JPY 104.17       42.35 -1.0% -0.1% -0.9% 5.3% 0.9%

GBP 1.3488       49.62 -0.6% 2.0% -1.3% 2.8% 3.9%

AUD 0.7701       60.75 0.5% 2.2% 0.1% 9.5% -0.4%

CAD 1.2763       53.74 0.1% 0.0% -0.3% 1.8% 5.0%

CHF 0.8887       49.37 -0.8% 0.2% -0.4% 9.8% 1.4%

CNY 6.4788       66.08 -0.3% 1.0% 0.7% 6.7% -1.2%

MXN 20.186       44.06 -1.1% -0.3% -1.3% -4.9% 3.8%

EM (Emerging Index) 1,721.4      61.20 0.1% 0.3% 0.1% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Performance (Negative \ Positive)
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an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is su itable or appropriate to individual 
circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own independent 
decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on the individual circumstances of each client and may be 
subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other inf ormation provided in the document or 
otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, obtain 
independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and analysis contained 
herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness, accuracy, or completeness of the information contained 
in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well as the prices, market valuations 
and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, and the investor may receive back less 
than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate into an investment assessment. In general, 
products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are higher in the case of derivative, structured, and 
private equity products; these are aimed solely at investors who are able to understand their nature and characteristics and to and bear their associated risks. On 
request, Atlantic will be pleased to provide investors with more detailed information concerning risks associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 
adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The li quidity of an investment is subject to 
supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting in price 
volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest that all of the 
opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts are expressly 
prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in this document for 
and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 
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