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Summary 

 China’s Nasdaq-style STAR 
board is seen as a test bed for a 
less-regulated market as it 
allows pre-profit companies to 
raise funds through IPOs   

 The new board has scrapped 
the cap on valuation and the 
price moves over the first five 
trading days, thus giving IPO 
hopefuls and sponsors more 
power to set the offer price 

 Looking ahead, the success of 
the STAR Market will depend on 
its ability to bring in big 
technology listings 

 

Hot topic: A STAR-studded debut in Shanghai 

China’s newest trading venue, dubbed the STAR Market, made a stellar debut earlier in July, 

raising USD5.4 billion with its first batch of listings. However, concerns around speculative 

trading and volatility took hold after the initial enthusiasm died down.  

Otherwise known as the Shanghai Stock Exchange Science and Technology Innovation Board 

and styled to be the Nasdaq of China, the STAR Market was formally opened for business on 

July 22. Backed by strong political endorsement, the new board is seen as a test bed for spurring 

innovation and as a new source of growth in the wake of escalating trade tensions and the 

technology race involving China.  

Chinese authorities hope the new board will help the pre-profit tech companies raise capital 

more swiftly than traditional funding routes, since many of these pre-profit or loss-making 

startups don’t fit the listing requirements of the main boards in Shanghai or Shenzhen, nor are 

they eligible for bank loans given their short track records. Equity listings in China are entirely 

overseen by regulators who control the pace of fundraising. In the event of market weakness, 

the regulators might completely shut down the IPO route for months until the market recovers. 

Figure 1: Breakdown of the first batch of 25 companies listed on 
STAR by market cap 

 
Source: Wind, Shanghai Stock Exchange, data as of July 2019 
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Companies with weighted voting rights will also be accepted, allowing Shanghai to compete 

better with Hong Kong and New York, which already allow a small group of company executives 

to own a majority control over voting rights.  

On the other hand, China hopes the success of the new board will encourage more capital-

seeking startups to list at home rather than overseas. High-tech manufacturing, biotechnology, 

big data and cloud computing are considered to be the preferred industries to list in the new 

board. 

Making of a STAR 

In terms of key highlights, the new board removes the valuation threshold and a 44% cap on 

debut that is applicable to other boards in China. IPO hopefuls can sell their shares above the 

price-to-earnings ratio of 23 times for the first time, a key step towards a pricing mechanism 

based entirely on investor demand. 

If the new pricing mechanism proves to be a success, the regulators could gradually apply it to 

other boards, allowing valuations to be rerated. And the high threshold for participation in the 

new board could create a better price discovery environment for institutional investors, who 

focus on earnings quality and industry research. Currently the new board only allows investors 

with no less than RMB500,000 (USD72,540) of daily asset value and at least two years of trading 

experience. 

The first batch of 25 companies – ranging from healthcare companies to chip makers – in the 

STAR board soared significantly on their market debut, even after pricing their shares at lofty 

valuations. Based on market cap, 40% of the 25 companies are classified as IT firms, followed 

by a 36% in industrials and 16% in materials. Healthcare companies account for 8%. The 

average valuation of the first batch of 25 companies was at a price-earnings (PE) ratio of 53x 

and 36x based on their last year’s and 2019 forecast earnings, respectively. That compares with 

a PE ratio of 11x to 14x for the benchmark CSI 300 Index of the country’s largest companies. 

Compared with the existing 44% limit on other boards, the STAR board has no cap on daily 

limits for the first five days of trading in new shares. The best performer finished up 400% on 

the first day of trading, after rising as much as 520%. The weakest performer rallied over 80% 

on the first day. Trading in the STAR market hit a feverish pitch, with RMB48.5 billion worth of 

shares exchanged hands on the first day, representing 14% of the total market turnover. More 

than 140 technology and science companies have signed up to list their shares on the new 

trading venue run by the Shanghai Stock Exchange, aiming to raise a total of RMB128.8 billion 

(USD18.7 billion). 

Will the STAR keep rising? 

The initial enthusiasm has propelled companies listed in Hong Kong and mainland to consider 

spinning off part of their business on the newly-minted board, with about nine companies 

announcing similar plans. But there are already concerns over continued investor appetite amid 

high valuations and volatility in the new market. In the longer run, the success of the STAR 

Market would depend on its ability to lure big technology listings (many are listed in the US and 

Hong Kong), either through a secondary or primary listing, since those companies are well 

known among foreign and domestic investors and are already heavily traded. 

Figure 2: Volume of A-share IPOs 

 

Source: Wind, HSBC Global Asset Management, data as of July 2019 
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 MSCI China and the onshore benchmark CSI 300 Index were broadly higher during the 

month as the prospect of further easing by central banks globally provided support. As of 

July 25, the former and latter rose 1.8% and 1.3% (USD terms), respectively 

 The latest poll shows investors expect a 25 basis point cut in the federal funds rate to 

2.00-2.25% in late July, reflecting concerns about the impact of the trade tensions and 

weak inflation outlook in the US, which will release its second quarter GDP on Friday 

(July 26) 

 On the other hand, the monthly gains in Chinese stocks came on news that the US and 

China negotiators will meet face-to-face in Shanghai, starting on July 30, for the first time 

since the leaders of the two countries agreed to revive talks to end their year-long trade 

tensions. 

 Over key macro data, China’s upbeat retail sales and factory output numbers pointed to 

some stablization, with the second quarter GDP data meeting expectations. Retail sales 

for June surged 9.8% in annual terms, up from May’s 8.6%, while industrial output 

expanded 6.3% in June from a year earlier, rebounding from a multi-year trough in May 

 June inflation data was in line with market expectations with the Consumer Price Index 

unchanged at 2.7% year-on-year driven by food inflation (8.3% year-on-year) and the 

Producer Price Index moderated to 0% year-on-year. 

 In terms of policy, the People’s Bank of China has introduced a list of 11 policies to open 

up its financial markets. The new policies include ending the foreign ownership limit of 

insurance companies by 2020, a year earlier than scheduled, and allowing more foreign 

participation in its interbank bond market 

 Among the 11 sectors included in MSCI China in July, healthcare and information tech 

led the gainers, delivering 7.1% and 5%, respectively. Conversely, materials and property 

fell 2.6% and 1.9%, reflecting concerns over economic slowdown and lingering credit 

crunch among small property developers 

 Valuations for onshore and offshore equities remain undemanding. MSCI China and CSI 
300 are trading at 11.1x and 11.6x, with 2019 earnings per share growth of 12% and 17% 

 

Onshore stocks extend rally 

1-year cumulative return Forward price to earnings ratio (x)  

  

Source: Bloomberg, HSBC Global Asset Management, as of July 25, 2019. Total return in local currency terms. 

Investment involves risks. Past performance is not indicative of future performance
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by a dovish monetary 
policy outlook and renewed 
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Sector Views 

Consumer 
Discretionary  

 We are overweight the consumer discretionary sector. In particular, we like the education space as it is 
relatively less sensitive to macro headwinds. On the other hand, we like home appliances as they may 
benefit from potential supportive government policies 

Consumer 
Staples 

 We are overweight the consumer staples sector. Rising household income underpins the trends of 
premiumization and supports margin expansion capability of selected strong staple brand names. Pickup in 
inflation also bodes well for consumer staples plays 

Healthcare 
 We are highly selective on healthcare names and only favour those with strong R&D capabilities and 

innovative drugs 

Communication 
Services 

 We only like telecommunications companies that may benefit from the ongoing 5G development. We are 
conscious that competition between major telecom players remains intense 

Financials   

 We are underweight on Chinese banks as the current monetary environment put pressure on their 
profitability. On a brighter note, we are overweight on insurance companies as premium sales have started 
to bottom out. We like leading foreign insurers in particular as they are expected to benefit from the 
continued opening up of the insurance market in China 

Property  We are underweight this sector as government intends to control property prices 

Industrials  We are underweight this sector as we do not see any near-term catalysts 

Materials 
 We are underweight on this sector despite demand-supply dynamics being healthy as there are no  

near-term catalysts 

Information 
Technology 

 We are underweight this sector as industries such as technology hardware could be impacted by the 
ongoing US-China trade conflicts 

Energy 
 We are underweight on energy as oil prices are expected to trade within a narrow range as global demand 

and supply stabilize 

Utilities  We are underweight utilities as we see limited catalysts in this sector 

 

Source: Bloomberg, HSBC Global Asset Management, as of July 2019 
For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time. 
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 Following Bloomberg Barclay’s April inclusion of onshore Chinese bonds, a major index 

provider has put the onshore Chinese bonds on its watch list of bonds that could 

potentially join its benchmark, while another index provider also discussed adding 

onshore Chinese bonds to its benchmark. If these discussions come to fruition, it will 

provide a bigger boost to the country’s efforts to promote its USD13 trillion debt market 

 Onshore Chinese bonds advanced 0.59% as of July 25, as the macro condition remains 

favourable for bullish rates exposure. Offshore Chinese bonds added 0.5% in July, the 

seventh consecutive monthly gain. In the offshore dollar market, Chinese credits edged 

up 0.4%, delivering a 7.8% increase on a year-to-date basis, in part thanks to dovish tone 

by the US Federal Reserve (Fed). Currently, investors are factoring in a 20% chance of a 

50 basis point cut in the Fed rate in late July, with the rest backing a 25 basis point cut 

scenario 

 Overall liquidity conditions in China remain stable. On one hand, the objective to lower 

small and medium enterprise (SME) funding costs require liquidity conditions to remain 

largely stable, but policymakers are reluctant to loosen liquidity conditions further, 

probably due to concerns over leverage and risk control. The overall lending to SMEs 

expanded 9.6% year-on-year in the first quarter of 2019, up slightly from 8.9% the prior 

quarter 

 China’s total social financing (TSF), a broad measure of credit and liquidity in the 

economy, was RMB213.26 trillion in the six months to June, up 10.6% from a year 

earlier. The June TSF rose to RMB2.26 trillion up from RMB1.95 trillion in May, as Beijing 

maintained ample liquidity in the financial system to buffer the slowing economy. On July 

15, the People’s Bank of China lent RMB200 billion to financial institutions via its one-

year medium-term lending facility (MLF), with the interest rate unchanged at 3.3%. A 

batch of MLF loan with a value of RMB188.5 billion matured on that day 

 The renminbi edged up against the dollar, reversing from the weakness seen earlier this 

year. In July, spot rates appreciated about 0.1% against the dollar to 6.8723, temporarily 

easing worries that the Chinese currency would break 7. On a year-to-date basis, the 

value of the Chinese currency remains largely flat, while the Dollar Index appreciated 

1.7%  

 Going forward, we’re constructive on long-dated assets, as the central banks globally are 
mulling a new round of easing and stimulus. In such environment, high beta names 
should prevail in the near term 

 

Chinese bond yields moderate amid signs of global easing 

1-year cumulative return %          bps 

  

Source: Bloomberg, Markit data as of July 25, 2019. Total return in local currency terms.  
For illustrative purposes only and does not constitute any investment recommendation in the above mentioned asset classes, indices or currencies. The views 
and opinions expressed herein are subject to change at any time.   
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Chinese bonds edged up 
higher as the world’s 
central banks continue to 
adopt increasingly dovish 
outlook 
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Data watch 

Indicator 

Data 

as of Actual Consensus Prior Analysis 

Industrial 

production (IP) 

(yoy) 

Jun 6.3% 5.2% 5.0% Q2 GDP growth slowed to 6.2% yoy from 6.4% in Q1, led by weakness 

in the manufacturing sector. Softer domestic consumption and 

investment more than offset a sizeable positive contribution from net 

exports. However, June industrial activity and domestic demand 

indicators broadly showed a recovery towards end of Q2, despite 

persistent external headwinds. The higher IP growth saw broad-based 

gains across major industries. This could reflect the effects of sustained 

policy support and some temporary factors. That said, it is uncertain 

whether the recovery could be sustainable, with the risk of a short-lived 

rebound as we saw back in March. We expect pro-growth macro 

policies to continue, to defend a near-term growth floor (i.e. ~6%) to 

ensure employment and social stability.  

Fixed Asset 

Investment (FAI)  

(ytd, yoy) 

Jun 5.8% 5.5% 5.6% In line with a mild acceleration in credit growth, FAI growth picked up 

slightly. The higher infrastructure FAI growth largely reflected a low base 

effect. The effect of the government’s latest infrastructure push, i.e. 

front-loading the issuance of local government special bonds (LGSBs) 

and expanding the use of the proceeds as equity capital for qualified 

projects is not yet evident in the June data. We expect the policy efforts 

to be gradually coming through. Government policies will likely remain 

supportive of investment to counter a cyclical slowdown, with a focus on 

infrastructure and renovation of aging urban residential communities. 

The pickup in manufacturing FAI growth could reflect the policy effects 

such as tax/fee cuts, but external trade uncertainties cloud the outlook. 

Industrial profit growth remains subdued, though a favourable base 

effect will likely lift the yoy profit growth in the second half of 2019. Low 

Producer Price Index (PPI) inflation indicating lack of producer pricing 

power, if it persists, could weigh on upstream industrial profits and 

capital expenditure. Real estate FAI and new housing starts continued 

to show resilience, but weak property sales and cooler land sales this 

year could put some downward pressure. The authorities are keen curb 

credit-fuelled property bubble risks, and have tightened financing for 

developers (e.g. trust loans and offshore bonds); mortgage rates appear 

to be bottoming out.  

Retail Sales  

(yoy) 

Jun 9.8% 8.5% 8.6% The stronger than expected retail sales data was driven by a 17.2% yoy 

rebound in auto sales, which partly reflected the boost from deeper 

discounts offered by dealers on old models amid destocking ahead of 

the switch to the new stricter emission standard in several provincial-

level regions from July 1. A recovery in auto sales looks underway. We 

expect consumption to remain relatively resilient, helped by tax cuts and 

durables stimulus measures, though concerns over labour market (esp. 

manufacturing) and income prospects given an uncertain near-term 

macro outlook, as well as rising household debt, could offset some 

stimulus effects. We expect more employment-supporting policies to be 

rolled out. 

Exports (USD) 

(yoy) 

Jun (1.3%) (1.4%) 1.1% The trade data continue to show sluggish external and domestic 

demand as well as weak imports for trade processing (related to supply-

chain activities), though on a seasonally adjusted sequential basis, the 

trend stalled but did not show much further weakness. Trade with the 

US remained the key drag and reflected the tariff impacts. The G20 

summit has resulted in a temporary truce between the US and China 

with no immediate tariff escalation and the resumption of trade 

negotiations. However, existing tariffs have not been reversed and there 

is still no clear path towards a comprehensive deal. The extended 

uncertainty may remain a near-term overhang. The government has 

announced more measures to aid exports (e.g. improving export tax 

rebate policies and lowering insurance fees). 

Imports (USD) 

(yoy) 

Jun (7.3%) (4.6%) (8.5%) 

Trade Balance 

(USD) 

Jun 51.0bn 45.0bn 41.7bn 
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CPI Inflation  

(yoy) 

Jun 2.7% 2.7% 2.7% Higher food prices (mainly pork and fruit) offset lower non-food inflation, 

keeping headline Consumer Price Index (CPI) inflation unchanged. Core 

CPI inflation was stable at 1.6%, with residential rent moderating further. 

The fall in PPI inflation was led by oil-related sectors and raw materials 

prices, amid weak global commodity (ex. iron ore) prices and tepid 

domestic demand; the base effect could tilt the yoy PPI inflation lower in 

the second half of the year. Overall, inflation is unlikely a major 

monetary policy constraint. 

PPI Inflation (yoy) Jun 0.0% 0.2% 0.6% 

Total Social 

Financing 

(TSF)(RMB) 

Jun 2,260bn 1,900bn 1,408bn June’s yoy TSF growth was mainly driven by the easing drag from  

off-balance sheet financing items and a rise in LGSB issuance. 

However, the overall trend shows that credit growth has been largely 

driven by bank loans, corporate bond issuance, and an expansion of the 

government balance sheet (though local government bond issuance 

may have passed its peak given the front-loading, barring a quota 

increase). We expect credit growth to rise modestly on policy efforts (to 

improve monetary policy transmission including an interest rate reform), 

but we do not expect a significant rebound in shadow banking growth 

and there are risks from deceleration of credit growth by small banks 

and non-bank financial institutions. 

New yuan loans 

(RMB) 

Jun 1,660bn 1,700bn 1,180bn 

 

 Indicates improved data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates worsened data on month-on-month/quarter-on-quarter/year-on-year basis 

 Indicates no change in data on month-on-month/quarter-on-quarter/year-on-year basis 

Source: Bloomberg, HSBC Global Asset Management, as of July 2019
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