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Investing in China: 
Finding opportunities and managing risks 

The Chinese economy is large, growing and full of opportunities for investors. But these opportunities come on 
the backdrop of risks like U.S.-China trade tensions, high-levels of debt and volatility. In this expert roundtable ser-
ies on China, investors share their views on where to fnd opportunities in this massive new market. This discussion 
provides essential information for Canadian plan sponsors looking to invest in China. 
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Where do you see the biggest opportunities when it comes to 
investing in China? 

E x p e r t  Pa n e l  1 

Andy Rothman China is the world’s best consumer story. You’ve 
got very strong retail sales growth and a very large retail base. 
Ten years ago, retail sales in China converted to dollars was equal 
to about a quarter of retail spending in the United States. Last 
year, it was 90 per cent. Within a few years this is going to be a 
larger volume of consumer spending than in the United States. 
And it’s not based on Chinese consumers maxing out their cred-
it cards. It’s based on strong income growth. Over the last ten 
years, real household income in China rose 123 per cent versus 
14 per cent in Canada. And while household debt is rising, most 
of it, I think, is very safe because it’s in mortgages where people 
are putting at least 30 per cent cash down, so I think this is a very 
sustainable consumer story. 

 Jason Stefanelli Plan sponsors should be prepared for an en-
vironment of lower returns from equities and bonds, as well 
as the possibility that equity and bond returns may even see 
increased correlation. So, this is where diversifcation really 
comes into play. Plan sponsors in Canada, when they look at the 
late-cycle dynamics, feel that if central banks around the world 
are able to reduce monetary stimulus effectively, emerging mar-
kets and China specifcally are likely to beneft from a combina-
tion of early-cycle dynamics, cheaper currencies, strong growth 
and relatively low valuation.

 Tiffany Hsiao  Asia is very early-cycle and, 
particularly in China, there’s a strong struc-
tural story behind the shift from a manufac-
turing and asset-heavy-based economy to 
now a consumer and services-driven econ-
omy. So, in that context, we really believe it’s 
the smaller companies that will do very well. 

…if central banks 
around the world are 
able to reduce monetary 
stimulus effectively, 
emerging markets and China 
specifcally are likely to 
beneft from a combination 
of early-cycle dynamics, 
cheaper currencies, strong 
growth and relatively low 
valuation. Jason Stefanelli, William Blair 

E x p e r t  Pa n e l  2 

Catherine Yeung An area we are looking at is that many of 
the state-owned enterprises are now being encouraged to 
increase their quick cash fow yield as well as their dividend 
yield—really to reward minority shareholders. So investors, 
instead of just looking for growth, will start looking at the 
income side of the equation as well. 

Within the onshore fxed income market we 
have not yet invested in the corporate bond market and we’ve 
been focused on the rates side of the market, Chinese govern-
ment bonds and policy bank bonds. Both of these act as the 
safe-haven, or defensive sector within the Chinese fnancial 
system. We also have done analysis of how Chinese govern-
ment bonds perform within a global bond portfolio and the 
results are encouraging.

 Brad Gibson 

 John Lin  The Chinese A-share market is the second largest 
market in the world by market cap, even after the year-to-date 
fall. It’s very big, very broad and super deep in liquidity. You’ve 
got over 3,000 companies listed there, and the richness of the 
market means that no matter what’s happening there are al-
ways going to be good companies you can fnd. Hundreds of 
small to mid-size companies are going to be overlooked or 
forgotten, particularly by international investors who are not 
familiar with this market. 
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Within China, in which sectors are you seeing the most promise and why? 

E x p e r t  Pa n e l  1 

 Tiffany Hsiao China needs to be self-suffcient in these three 
industries [semiconductors, software and biotech] because 
these are really at the core of the continued functioning of the 
new Chinese economy. 

Everything is now run off the internet and what’s behind 
the internet are these semiconductors. So semiconductors 
really are the new oil in China’s new economy. And if China 
does not have self-suffciency in this very critical resource 
then it could cripple its growth. 

And in the area of software, because the economy has tran-
sitioned to a services economy, your people are your asset. You 
need a lot of software to enhance the productivity of these ser-
vices industries and to properly document all the intellectual 
property that’s been generated. 

And fnally, on biotech, you need indigenous innovation 
and scientists to create drugs that are a ft for the more preva-
lent disease types in China. 

 Jason Stefanelli What could be interesting to Canadian invest-
ors is this notion of beta diversity. There’s not a lot of profound 
representation in the Canadian equity market in healthcare, tech 
and consumer discretionary, so these global sectors in China rep-
resent an opportunity where there’s less representation at home. 

Semiconductors really are the new oil in China’s new 

E x p e r t  Pa n e l  2 

 John Lin  We think things like materials in the upstream in-
dustrial part of the economy are still very interesting today. 

And of course the consumer space. I don’t mean just looking 
at companies listed in Hong Kong or at American depository 
receipts (ADRs), because, quite frankly, everybody knows those 
Alibabas of the world. But if you look beyond the surface there are 
a rich set of medium-sized enterprises listed in the A-share mar-
ket, from chicken farming companies to leasing companies that 
deal with aircrafts, that are going to be enjoying this continued 
growth of Chinese middle-class consumers going forward. 

 Catherine Yeung The consumption story really is key from 
our perspective. So, while the demand side is really visible, what 
we’ve been really focusing on over the past couple of years is the 
supply side. We think that there’s going to be a change in mind-
set when it comes to investing in China, both from a domestic 
mainland investor’s point of view as well as a foreign investor’s 
point of view. By that I mean in years to come, people aren’t 
going to look at China just for Alibaba or that consumer theme, 
but instead look at the total return aspect. 

Specifcally in the consumer space, and tech to a degree, in 
the current environment of market falls and a lot of stocks be-
ing sold off indiscriminately, we’ve been looking and searching 
for fallen angels—those names whose earnings visibility is still 
there, but whose share prices have dramatically decreased. 

economy. And if China does not have self-suffciency in this very critical resource then it could cripple its growth. 
Tiffany Hsiao, Matthews Asia 

Turning to equities, MSCI has added China A-shares to its Emerging 
Markets Index. What opportunities and what risks does this pose for 
investors? 

E x p e r t  Pa n e l  1 

 Vivian Lin Thurston  This is the frst time that such a large asset 
class with very high liquidity has become widely available to 
global investors. From a plan sponsor and investor perspective, 
you can’t ignore this market because it’s so big. It is also a high-
ly ineffcient market with a low correlation with most other 
equity markets in the world. This presents a large opportunity 
for active management as well as offers diversifcation beneft 
for global investors. Last but not least, the China A-share 

E x p e r t  Pa n e l  2 

 Brad Gibson  The volatility of the markets is quite high in 
China and that does need to be addressed.  Given this sort of 
command and control economy, investors are now very accus-
tomed to investing by what policy makers are doing. We’ve 
seen this over the last ten years, as market participants have 
lurched from one market to another depending on what policy 
makers are doing. So, when the equity market was falling in 
2015, they boosted the corporate bond market so all of 
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market provides unique and attractive exposure to the struc-
turally growing sectors of China such as consumer, healthcare 
and technology, with both breadth and depth. 

From a risk perspective, the China A-share market has a 
few things I think the global investment community should be 
aware of. First, it has a trading suspension going on. During 
the recent crash in 2015 the trading suspension was as high as 
30 per cent of the whole market. Now we have about 2.3 per 
cent of total China A-share companies suspended, so the ratio 
has come down tremendously. 

The second risk is that it’s a very heavily retail-driven mar-
ket. So you get very high volatility from time to time, but this 
also contributes to ineffciency and very low correlation versus 
most other equity markets in the world. 

Third, there’s a pledge risk that is very prevalent. But the 
government has been actively working with all the brokerage 
companies and banks to ensure that there aren’t a lot of blowups. 

And at a fundamental level, the biggest risk I think is pol-
itical—it’s the U.S.-China relations—and we don’t know how 
that will play out in the end. 

a sudden money left the equity market to the corporate bond 
market and then when the corporate bond market was looking 
a bit too hot they clamped down on that and money left and 
went into the property market. 

I think this very policy-driven behaviour of onshore investors 
over time will reduce and I think initiatives to encourage a long-
term pension-based savings culture will go some way to allevi-
ating that short term, domestic policy-led investment style. For 
an offshore investor looking into China, it is diffcult to get their 
heads around because it’s a very reactive style of investment. 
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Focusing on China’s small cap markets—can you please give an overview 
of what’s been happening in this space and where you see it going? 

E x p e r t  Pa n e l  2 
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E x p e r t  Pa n e l  1 

 Tiffany Hsiao Chinese small caps have been among the least 
leveraged small caps around the world, yet they have generated 
the highest return on assets. China is a very special case where 
the smaller companies historically have had absolutely no chan-
nels to acquire capital as the banks didn’t lend to private com-
panies and there was a lack of capital stock in the private sector. 
These businesses grew up in an environment where they needed 
to pick structurally growing sectors and be very smart about their 
working capital management. They’ve retained that DNA to this 
day by operating in a very capital effcient manner. Given the 
worry about debt in China, I think you’re much better insulated 
by being overweight in smaller companies. 

 John Lin An interesting phenomenon that we’ve noticed in-
vesting in both sides of China is that in the A-share space, small 
caps trade at a premium. Anywhere else in the world in major 
equity markets it’s the reverse, small caps tend to be cheaper. So 
why doesn’t that work in the A-share space? Retail investors are 
almost 90 per cent of the market and many of the institutional 
managers, or the portfolio managers, are incentivized on such 
a short-term basis. Investors are in it to make a quick buck— 
so they’re focusing on small-cap stocks because quite frankly 
the large-cap stocks don’t move that quickly. There’s actually a 
very interesting set up for investors who do their homework to 
perform in the A-share market because it’s so retail dominated, 
so if you just understand and dig a little deeper beneath the 
surface, there’s a lot of performance to be had if you just have a 
little bit of stomach to endure the volatility. 

…if you just understand and dig a 
little deeper beneath the surface, there’s 
a lot of performance to be had if you just 
have a little bit of stomach to endure 
the volatility. John Lin, AllianceBernstein 
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There is a looming trade war between the U.S. and China; how are you 
seeing this play out in the markets? And where do you think discussions 
on trade between the U.S. and China are heading? 

E x p e r t  Pa n e l  1 

Andy Rothman The big debate in the U.S. right now is wheth-
er or not engagement between the two largest economies in 
the world has been productive for the United States. There are 
some people who are arguing that over the last few decades 
engagement between the two countries hasn’t worked. I think 
that’s a terribly misguided assessment. We’ve brought China 
into the global infrastructure and they’ve been playing by our 
rules in our systems and it’s worked really well for us. Since 
China joined the World Trade Organization, U.S. exports to 
China are up almost 600 per cent whereas U.S. exports to the 
rest of the world are up 100 per cent. It’s become the most im-
portant export market for U.S. agriculture. It’s also produced a 
lot of great results in China. 

So the reason I’m going through this is—the evidence 
is clear that engagement has worked, and is the best way to 
achieve more progress on the remaining challenges in U.S.-
China relations. 

Note: After the meeting at the G20 in Argentina between 
the American and Chinese presidents, Rothman added to 
this response in a statement saying: 

I’m optimistic that the positive language from both Trump 
and Xi, after their G20 dinner, suggests that they agree on 
engagement, and I think the prospects for real progress on 
substantive issues with China are now better than at any point 
in the Trump administration. 

E x p e r t  Pa n e l  2

 Catherine Yeung  There are about fve areas that need to be 
tackled between the U.S. and China: low-hurdle issues as well 
as high-hurdle issues. Low-hurdle from our perspective would 
be the trade imbalance, intellectual property rights, the open-
ing of markets and higher hurdles would be the Made in China 
2025 strategy, and state-owned enterprises subsidies, particu-
larly evaluating the subsidies state-owned enterprises current-
ly receive and beneft from. We would argue that, in terms of 
valuations, the risk has been priced into the Chinese markets.

 John Lin Thus far, China has refrained from engaging in the 
sense they haven’t stopped Starbucks from selling coffee in 
Shanghai and, if we were to really get into a trade confict, those 
businesses would be hurt too. I’m not sure the U.S. market is 
properly pricing in the risk. 

 Catherine Yeung I absolutely agree. We only have to look back at 
how the Chinese government was a little bit upset with the South 
Korean government and as a result, you didn’t see Chinese tour-
ists going into Korea and Korean imports were banned. So, from 
a trade perspective I completely agree. If we do see the worst-case 
scenario playing out, it will be the global consumer that’s impact-
ed the most and we run the risk of infation. 

If we do see the worst-case scenario playing out, it 
will be the global consumer that’s impacted the most and 
we run the risk of infation. Catherine Yeung, Fidelity 

Obviously, there are high levels of debt in China. Do you think there’s 
a debt problem, and can you provide an overview of the situation? 

E x p e r t  Pa n e l  1 

 Andy Rothman There is a signifcant debt issue in China. But I 
don’t think it represents a systemic risk because the debt problem 
in China is the result of the Chinese government instructing Chi-
nese government-controlled banks to lend money to Chinese gov-
ernment-controlled companies to build government-directed 

E x p e r t  Pa n e l  2 

 Brad Gibson  China embarked on a deleveraging cycle so that 
level of debt to GDP has at least stabilized. But I think it would 
be wrong to suggest that China has managed to delever. It’s 
hard to ignore debt buildup, which has supported growth lev-
els north of six per cent and we do think that does have 
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public infrastructure. So, there is no private participation, no 
equivalent of a Bear Stearns or a Lehman Brothers. What this 
means is while the problem is signifcant, since it is state compan-
ies that owe money to state banks, the government really is able to 
control how this is resolved and over what time frame. And that’s 
why I think the systemic risk is very low. 
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 Vivian Lin Thurston  The downside risk is probably more 
manageable than Western countries think, given that there an impact on policy effectiveness and the desire of businesses 
are probably limited systemic risks. The government is fully 
aware its debt level is too high and not sustainable. It has done 
something recently, which is deleveraging, and that was par-
tially the reason that we have seen the slow-down of China’s 
economy in recent times. 

to take on more debt. I think it’s gotten to a stage now where 
attempts to reduce the level of debt are very diffcult and that 
is being exacerbated because of some external pressures, which 
have forced them to stop this deleveraging process and focus 
more on the shorter-term, propping up stability. 

Beyond China’s borders, do you see China’s growth leading to other 
opportunities for investment in Emerging Asia. If so, how? If not, why not? 

E x p e r t  Pa n e l  2

 John Lin  Slightly shorter-term on just a simple ‘China’s loss is 
whose gain?’, all you need to do is look at the best performing 
stocks in Taiwan year-to-date and many are in textile and low-
end tech hardware companies. So on the very initial reaction, 
and certainly as investors’ expectations go, some of the order 
will immediately be shifted to places where you don’t have tar-
iffs and you have a good amount of substitute ability.

 Brad Gibson  In terms of bonds and currency markets, I’ll back 
up to the long term. Asia as a region is growing at around six 
per cent. That type of growth is the envy of any other part 
of the world. There may be other pockets of growth in Lat-
in America, for example, but there’s a lot more volatility with 

E x p e r t  Pa n e l  1 
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 Vivian Lin Thurston those markets. So, thinking about the long-term investment  I do think if you look at history, China 
implications, it does feel like Asia is under-represented in has been a very important driver of Emerging Asia’s overall 

economic growth, both from the supply chain side and from 
the demand side. In the near term, the U.S.-China trade war 
would potentially beneft some of the countries given that 
there could be potential multi-national companies moving 
their supply chain away from China to other countries or re-
gions and so they could be a benefciary of that relationship.

 Tiffany Hsiao  The trust between the U.S. and China, I think 
there is some permanent impairment in this process, so we’re 
defnitely seeing new supply chains forming in Southeast Asia 
as a backup and perhaps the more sustainable longer-term 
solution to these conficts that are unpredictable in nature. So, 
it will beneft some of these Southeast Asian countries that can 
easily follow China’s early playbook. 

equity or bond investments at current allocations. There may 
be some reshuffing of activity because of trade tensions, but 
let’s not forget the bigger picture that Asia as an investment 
destination is still underrepresented and growth is still going 
to support more investment over time. 

In the near term, the U.S.-China trade war would 
potentially beneft some of the countries given that 
there could be potential multi-national companies 
moving their supply chain away from China to 
other countries or regions and so they could be a 
benefciary of that relationship. 

Vivian Lin Thurston, William Blair 
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China Roundtable series sponsors 

AllianceBernstein 

AllianceBernstein is a leading investment-manage-
ment frm with nearly $530 billion in client assets 
under management*. We provide forward-looking 
perspective, independent research and investment 
discipline across all asset classes, leveraging our ex-
tensive global footprint—built over four decades. 
Our experts constantly share ideas and make con-
nections across disciplines, geographies, asset classes 
and sectors. These collective insights drive innova-
tion and lead to better outcomes. Every day, we work 
with clients to earn their trust, move their vision 
forward and help keep them Ahead of Tomorrow®. 
*AUM in $US as of October 31, 2018. 

Fidelity Canada Institutional 

Fidelity Canada Institutional serves a diversifed 
client base across all major asset classes, focusing 
on corporate and public defned beneft and defned 
contribution pension plans, endowments and founda-
tions, insurance companies, MEPPS and fnancial in-
stitutions. Built on over 50 years of serving the needs 
of institutional investors worldwide, we offer active 
and risk-controlled disciplines including; Canadian, 
U.S., international and global equity, fxed-income, 
asset allocation, real estate and custom solutions. 

William Blair 

Matthews Asia 

At Matthews Asia, we believe in the long-term 
growth of the region, concentrating our efforts and 
expertise within Asia since our founding in 1991. As 
an independent, privately owned frm, we are among 
the largest dedicated Asia investment specialists. For 
more than 25 years, we have applied our high convic-
tion, bottom-up, fundamental investment philosophy, 
with a focus on long-term investment performance, 
investing through a variety of market environments. 
Today, we offer a select range of strategies that pro-
vide exposure to the equity and bond markets of one 
of the world’s fastest-growing regions. Together, we 
partner with our clients to craft investment solutions 
best suited to their unique goals and tolerances, in-
vesting in the future of Asia. 

William Blair is committed to building enduring re-
lationships with our clients and providing expertise 
and solutions to meet their evolving needs. We work 
closely with private and public pension funds, insur-
ance companies, endowments, foundations, sover-
eign wealth funds, and sub-advisory investors. We 
are 100% active-employee-owned with broad-based 
ownership. Our investment teams are solely focused 
on active management and employ disciplined, ana-
lytical and fundamental research processes across 
a wide range of strategies, including global equity, 
emerging markets equity, U.S. small- and SMID-cap 
equity, fxed income, and multi-asset/absolute return. 
As of September 30, 2018, William Blair manages 
C$80.4 billion in assets. William Blair is headquar-
tered in Chicago with resources in London, Zurich, 
and Sydney. “William Blair” refers to William Blair 
Investment Management, LLC. 


