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A review of 2020 
To say that 2020 was an eventful year for China would be an understatement. Having endured an onslaught of 
political sanctions from the US through 2019 and beyond, China was hit early in the year by the COVID-19 outbreak. 
This initially seemed similar to the 2003 SARS pandemic, but turned out to be much more severe. Seemingly in 
denial at the beginning, China’s government finally acknowledged the outbreak and rallied the nation to contain 
the virus. China’s lockdown was far more draconian than measures imposed by most other governments, but it 
allowed the country to contain the virus far more effectively than the rest of the world. By the middle of the year, 
China appeared to have completely bounced back from the pandemic with its economy in recovery, and it could be 
the only major economy to register positive growth in 2020.  

Despite the pandemic, markets in China were resilient and we believe that they will continue to reach new highs in 
2021. Structural factors that drove the Chinese markets in 2019 and 2020 remain intact and strong leadership 
enabled the Chinese markets to be among the best performing (if not the best performing) markets in the world.  In 
addition to the structural factors that we have highlighted repeatedly over the past few years, such as import 
substitution trends, high value-added manufacturing and deep penetration and consumption of e-commerce, new 
structural factors have started to emerge that stoke our optimism towards the Chinese markets.   

Outlook for 2021: New structural factors 
New structural factors that have emerged from the pandemic include intensifying nationalism and patriotism in 
China. These trends were already emerging in 2018 when China was perceived to have been bullied by the Trump 
administration. But the pandemic took the nationalistic and patriotic fervour to another level, as the Chinese were 
impressed to see their economy recovering far faster relative to other major economies, with Western nations, long 
revered in China, struggling to contain the pandemic.  

This has led to pride in everything Chinese. Belief is growing that China’s products and brands are no longer inferior 
to those of other major developed economies, with only a few exceptions. Chinese brands are gaining significant 
market share in literally all market segments. We believe that this trend has significant momentum and Chinese 
brands, which had dominated only the domestic markets in decades past, will gain a higher profile in international 
markets. This trend is no longer just being enjoyed by visible consumer brands but is also extending to industrial 
goods, traditionally dominated by north Asian, European and US brands. These industrial sectors are still trading at a 
significant discount to the market and have long-term appreciation potential.  

China’s manufacturing prowess 
In our outlook for 2020, we repeatedly emphasised that China’s manufacturing prowess deserves more attention 
despite the obsession with its transformation from an export-oriented to a consumer-based economy. China’s 
manufacturing muscle did indeed shine through the pandemic and is seen as major contributing factor to the 

2021 China Equity 
Outlook: 
Optimistic prospects 



2021 China Equity Outlook 

For sophisticated investors only • en.nikkoam.com 2 

country’s solid performance in 2020. Such strength was in display when manufacturers across the country rallied 
under the government’s guidance and went into full production of personal protective equipment (PPE) needed to 
fight the pandemic. The manufacturers’ ability to flexibly adjust their production apparatus to meet immediate 
demand contributed significantly to China’s recovery. The manufacturing sector subsequently made a significant 
contribution to a surge in exports, as China became the default source of much-need goods for the rest of the world 
stuck in lockdowns.  The manufacturing sector has been penalised strongly in the last decade as investors took the 
view that China’s exports have peaked, but we believe that it is will come back strongly in 2021.   

Five-year plan 
One of the reasons that China emerged stronger from the pandemic is that the government can mobilise the nation 
into concerted action. At least within China (international reaction to China’s handling of the pandemic has been 
mixed), the markets were impressed with the country’s ability to absorb extreme pain and bounce back strongly. 

Domestically, confidence in the government has never been stronger. It is almost impossible not to scour through 
the government’s much quoted “dual circulation” initiative and the 14th five-year plan when trying to determine 
the direction of the stock market. Dual circulation could be President Xi Jinping’s most talked about initiative since 
the Belt and Road and it could have huge implications for the Chinese economy and equity market. The initiative 
revolves around developing China’s giant-scale consumer demand and potential domestic demand to sustain 
economic growth while drawing in foreign investment and trade in order to integrate the country into the 
international economy.  

The first pillar of the dual circulation strategy has been reflected in the markets with consumer stocks trading at 
premium valuations. These stocks will likely remain elevated well into the next decade as the government explores 
more regulations to encourage consumption. Within the second pillar, we think the most important aspect with 
investment implications is the plan to open up the capital markets further. This would be a significant development 
as foreign access to Chinese capital and financial markets could open up opportunities in areas such as wealth 
management, pension investing, insurance investing and even in simple traditional banking products. In the longer 
run, this could also mean full internationalisation of China’s capital markets, although the chances of that 
happening in the short term appear limited.  

The 14th five-year plan, which established goals well into 2035, also provides good insight into the government’s 
thinking. Two objectives that could have significant implications for the markets are anti-monopoly practices and 
specific renewable energy targets. Since 2018, we have repeatedly discussed the weaponisation of corporates in 
China—describing a situation in which the government is more lenient with private sector regulations as they need 
the private sector investments to tackle US sanctions. Between 2013 and 2017, during a period of very strong 
markets and growth in China, the government had taken a tougher stance towards the corporate sector. That 
changed between 2018 and 2020 as the government became locked in a trade conflict with the US and needed the 
private sector to be on its side. Some cracks have appeared in this cosy relationship, although we believe that a 
return to the 2016–2017 period is unlikely. The anti-monopoly law is the first sign that the government is 
uncomfortable about giving too much authority and autonomy to the private sector, but we are hopeful that the 
government will be selective and that the private sector can still thrive.  

The renewable energy targets set by China are far more interesting than many of the rehashed goals we have seen 
in previous five-year plans. The targets for renewables could have far-reaching implications, potentially creating a 
gigantic renewable industry encompassing electric vehicles (EV); EV components and automation; solar 
manufacturing and utilities; offshore and onshore wind sectors; and ESG investing. 

Remaining challenges  
China is not without its challenges though. Chief among them is the continued sanctions and restrictions that the 
US is placing on China’s government and its corporations. The outgoing Trump administration will no longer be a 
threat. However, it could be difficult for Joe Biden, the next US president, to reverse the extensive executive orders 
signed by Donald Trump in the last few months of his presidency, as doing so could make Biden appear too pro-
China. Restrictions on technology imports, removal of Chinese companies from indices, delisting of Chinese 
corporations from US stock markets and sanctions on individuals are some the prominent measures imposed by the 
US.  
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We, however, take a more optimistic view of these restrictions and sanctions. We believe these measures will only 
prompt Chinese corporations and the government to be more self-sustaining and independent of the US economy. 
We are also comforted by the fact that increasingly China is becoming a more important investment destination,  
having enjoyed record inflows from foreign investors in 2020. We believe this trend will continue despite passive 
outflows due to the removal of corporations from indices and a delay by MSCI to further increase its weighting of 
China’s markets. China has handled everything that the US has thrown at them. For example, more Chinese 
companies are returning home to list in Hong Kong and Shanghai; Beijing has placed reciprocal (but in comparison 
relatively mild) sanctions on certain US corporations and individuals; and it has penetrated new markets in Asia, 
aggressively finding an alternative supply chain source. We believe that China will emerge stronger in the coming 
years and that its relative dependence on the US economy will diminish over time.  

Two other risks (or challenges) worth highlighting in China are the credit defaults that have gained media attention 
and geopolitical risks arising from tensions with Taiwan and India (the list could also include Vietnam, North Korea 
and South Korea; Hong Kong is also a potential flashpoint).  

We see some positive aspects regarding credit defaults. Investors are now more aware of the risks and will no longer 
blindly invest in government-linked companies. The government has spent more than four years educating 
investors that government-linked companies are not eligible for implicit guarantees and the message finally 
appears to be getting across. Looking through the numbers, the defaults and refinancing needs still seem relatively 
manageable relative to the size of the capital market. In our view, the Chinese government is capable maintaining 
control. 

Geopolitical developments are much more unpredictable. Our base case is that many of the regional frictions 
involving China have been limited to posturing, as Beijing would not want to willingly trade its prosperity for 
conflict. China’s regional relations, however, need to be observed vigilantly as geopolitical risks can flare up with 
little warning. 

Summary   
We are optimistic in our outlook for China’s economy and equity markets. However, the last several years have 
shown that alpha can only be generated through active investing as index biases towards China’s financials, 
cyclicals and the internet sector mean that market performance will be uneven.  

China’s internet sector, dominated by Tencent and Alibaba, might face challenges going into 2021. Financials still 
have their challenges while cyclicals remain mired in low returns. As we highlighted earlier, we have much to be 
positive about sectors related to renewables, semiconductors, the cloud, artificial intelligence, big data, EVs, 
automation and consumers.  

On the economic front, China still has significant structural drivers such as urbanisation, HuKou reforms, domestic 
demand generation from pension reforms, saving-spending balance strategy, higher value-added manufacturing 
and import substitution trends. China could potentially enter a blue-sky scenario in 2021 as the low base in the first 
half of 2020 will make comparison easier while momentum could be prolonged into the second half of 2021 as 
COVID-19 vaccines may help international economies recover. We are optimistic on China in 2021.  
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Important information: This document is prepared by Nikko Asset Management Co., Ltd. and/or its affiliates (Nikko AM) and is for 
distribution only under such circumstances as may be permitted by applicable laws. This document does not constitute personal 
investment advice or a personal recommendation and it does not consider in any way the objectives, financial situation or needs of any 
recipients. All recipients are recommended to consult with their independent tax, financial and legal advisers prior to any investment.  

This document is for information purposes only and is not intended to be an offer, or a solicitation of an offer, to buy or sell any investments 
or participate in any trading strategy. Moreover, the information in this document will not affect Nikko AM’s investment strategy in any way. 
The information and opinions in this document have been derived from or reached from sources believed in good faith to be reliable but 
have not been independently verified. Nikko AM makes no guarantee, representation or warranty, express or implied, and accepts no 
responsibility or liability for the accuracy or completeness of this document. No reliance should be placed on any assumptions, forecasts, 
projections, estimates or prospects contained within this document. This document should not be regarded by recipients as a substitute 
for the exercise of their own judgment. Opinions stated in this document may change without notice.  

In any investment, past performance is neither an indication nor guarantee of future performance and a loss of capital may occur. 
Estimates of future performance are based on assumptions that may not be realised. Investors should be able to withstand the loss of 
any principal investment. The mention of individual securities, sectors, regions or countries within this document does not imply a 
recommendation to buy or sell.  

Nikko AM accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or any part of this document, 
provided that nothing herein excludes or restricts any liability of Nikko AM under applicable regulatory rules or requirements.  

All information contained in this document is solely for the attention and use of the intended recipients. Any use beyond that intended by 
Nikko AM is strictly prohibited.  

Japan: The information contained in this document pertaining specifically to the investment products is not directed at persons in Japan 
nor is it intended for distribution to persons in Japan.  Registration Number: Director of the Kanto Local Finance Bureau (Financial 
Instruments firms) No. 368 Member Associations: The Investment Trusts Association, Japan/Japan Investment Advisers Association. 

United Kingdom and rest of Europe: This document is communicated by Nikko Asset Management Europe Ltd, which is authorised 
and regulated in the United Kingdom by the Financial Conduct Authority (the FCA) (FRN 122084).  This document constitutes a financial 
promotion for the purposes of the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the FCA in the United 
Kingdom, and is directed at professional clients as defined in the FCA Handbook of Rules and Guidance. 

United States: This document may not be duplicated, quoted, discussed or otherwise shared without prior consent. Any offering or 
distribution of a Fund in the United States may only be conducted via a licensed and registered broker-dealer or a duly qualified entity. 
Nikko Asset Management Americas, Inc. is a United States Registered Investment Adviser. 

Singapore: This document is for information to institutional investors as defined in the Securities and Futures Act (Chapter 289), and 
intermediaries only. Nikko Asset Management Asia Limited (Co. Reg. No. 198202562H) is regulated by the Monetary Authority of 
Singapore. 

Hong Kong: This document is for information to professional investors as defined in the Securities and Futures Ordinance, and 
intermediaries only. The contents of this document have not been reviewed by the Securities and Futures Commission or any regulatory 
authority in Hong Kong.  Nikko Asset Management Hong Kong Limited is a licensed corporation in Hong Kong. 

Australia: This document is issued in Australia by Nikko AM Limited (ABN 99 003 376 252, AFSL 237563). It is for the use of wholesale 
clients, researchers, licensed financial advisers and their authorised representatives only. 

New Zealand: This document is issued in New Zealand by Nikko Asset Management New Zealand Limited (Company No. 606057, 
FSP22562). It is for the use of wholesale clients, researchers, licensed financial advisers and their authorised representatives only. 

Kingdom of Bahrain: The document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. 
No offer to the public to purchase the Strategy will be made in the Kingdom of Bahrain and this document is intended to be read by the 
addressee only and must not be passed to, issued to, or shown to the public generally.  

Kuwait: This document is not for general circulation to the public in Kuwait. The Strategy has not been licensed for offering in Kuwait by 
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti government agency. The offering of the Strategy in Kuwait on the basis 
a private placement or public offering is, therefore, restricted in accordance with Decree Law No. 7 of 2010 and the bylaws thereto (as 
amended). No private or public offering of the Strategy is being made in Kuwait, and no agreement relating to the sale of the Strategy will 
be concluded in Kuwait. No marketing or solicitation or inducement activities are being used to offer or market the Strategy in Kuwait.  

Kingdom of Saudi Arabia: This document is communicated by Nikko Asset Management Europe Ltd (Nikko AME), which is authorised 
and regulated by the Financial Services and Markets Act 2000 (as amended) (FSMA) and the rules of the Financial Conduct Authority 
(the FCA) in the United Kingdom (the FCA Rules). This document should not be reproduced, redistributed, or sent directly or indirectly to 
any other party or published in full or in part for any purpose whatsoever without a prior written permission from Nikko AME. 

This document does not constitute investment advice or a personal recommendation and does not consider in any way the suitability or 
appropriateness of the subject matter for the individual circumstances of any recipient. In providing a person with this document, Nikko 
AME is not treating that person as a client for the purposes of the FCA Rules other than those relating to financial promotion and that 
person will not therefore benefit from any protections that would be available to such clients.  

Nikko AME and its associates and/or its or their officers, directors or employees may have or have had positions or material interests, 
may at any time make purchases and/or sales as principal or agent, may provide or have provided corporate finance services to issuers 
or may provide or have provided significant advice or investment services in any investments referred to in this document or in related 
investments. Relevant confidential information, if any, known within any company in the Nikko AM group or Sumitomo Mitsui Trust Holdings 
group and not available to Nikko AME because of regulations or internal procedure is not reflected in this document. The investments 
mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all types of investors.  

Oman: The information contained in this document nether constitutes a public offer of securities in the Sultanate of Oman as contemplated 
by the Commercial companies law of Oman (Royal decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98, nor does it 
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constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in the Sultanate of Oman as contemplated by Article 
139 of the Executive Regulations to the Capital Market law (issued by Decision No. 1/2009). This document is not intended to lead to the 
conclusion of any contract of whatsoever nature within the territory of the Sultanate of Oman.  

Qatar (excluding QFC): The Strategies are only being offered to a limited number of investors who are willing and able to conduct an 
independent investigation of the risks involved in an investment in such Strategies. The document does not constitute an offer to the public 
and should not be reproduced, redistributed, or sent directly or indirectly to any other party or published in full or in part for any purpose 
whatsoever without a prior written permission from Nikko Asset Management Europe Ltd (Nikko AME). No transaction will be concluded 
in your jurisdiction and any inquiries regarding the Strategies should be made to Nikko AME.  

United Arab Emirates (excluding DIFC):  This document and the information contained herein, do not constitute, and is not intended to 
constitute, a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The Strategy is only 
being offered to a limited number of investors in the UAE who are (a) willing and able to conduct an independent investigation of the risks 
involved in an investment in such Strategy, and (b) upon their specific request.  

The Strategy has not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities Authority 
or any other relevant licensing authorities or governmental agencies in the UAE. This document is for the use of the named addressee 
only and should not be given or shown to any other person (other than employees, agents or consultants in connection with the 
addressee's consideration thereof).  

No transaction will be concluded in the UAE and any inquiries regarding the Strategy should be made to Nikko Asset Management Europe 
Ltd. 

Republic of Korea: This document is being provided for general information purposes only, and shall not, and under no circumstances 
is, to be construed as, an offering of financial investment products or services.  Nikko AM is not making any representation with respect 
to the eligibility of any person to acquire any financial investment product or service.  The offering and sale of any financial investment 
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sold after such fund is registered under the private placement registration regime in accordance with the applicable regulations of the 
Republic of Korea, and the offering of such registered fund shall be conducted only through a locally licensed distributor. 

 


	A review of 2020
	Outlook for 2021: New structural factors
	China’s manufacturing prowess
	Five-year plan
	Remaining challenges
	Summary

