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moment, driven by secular trends, policy support and 

evolving global dynamics. The key investment themes of the 

region are technological innovation, sectoral transformation, 

consumer opportunity and market structure. 
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Technology as a National Priority

AI ,  SEMICONDUC TORS & LOCALIZ ATION 

China’s unwavering commitment to technological advancement remains at the heart 

of its forward-looking investment agenda. Artificial intelligence (AI) is poised to become 

a transformative force, driving productivity gains in an economy where the workforce 

has already peaked and is now shrinking. Amid this backdrop, government industrial 

policy continues to prioritize foundational sectors, including semiconductors, foundries, 

memory and analogue components. In turn, Chinese equity markets are increasingly 

benefiting from this trend, with a diverse pipeline of technology IPOs enhancing the 

breadth and depth of investment opportunities.

China’s domestic AI models are rapidly narrowing the gap with their U.S. counterparts, 

achieving near-parity in a range of practical applications, from language processing 

to image and video analysis. This progress is mirrored in the local ecosystem’s surge 

in innovation, driven by both large-scale and specialist developers working across 

verticals such as voice, video and image recognition. The localization of technology—

reducing reliance on foreign suppliers and cultivating indigenous platforms—has 

become a strategic imperative, further supporting sustainable, long-term growth.

Figure 1: �China’s AI Models are Reaching Parity with the U.S.

Figure 2: China’s Localization Efforts are an Important Driver of Growth and Innovation

Source: Jefferies. As of November 2025. 

Source: Gartner, WSTS, SIA, Company Data, Morgan Stanley research. As of November 2025. 
E = estimates.
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Strategic Sectors & Fiscal Support

MANUFAC TURING UPGR ADES, AUTOMATION, ENERGY &  
THE NEW ECONOMY

Beyond technology, China’s policy agenda is channeling fiscal and regulatory support 

into a constellation of strategic sectors. Manufacturing upgrades are accelerating, 

fueled by automation, industrial artificial intelligence and the anticipated commercial 

launch of humanoid robots in 2026. Mining automation and autonomous driving are 

also expected to deliver productivity improvements, with domestic hardware and 

software firms well-positioned to capture incremental value. 

Within pharmaceuticals and biotechnology, China’s expertise is now becoming 

increasingly recognized on the international stage as a strong and reliable outsourcing 

partner. This comes at a time when many of the largest and most well-recognized 

global pharma companies are looking to adjust their cost base in response to 

downward pressure on drug pricing and upcoming patent expirations. In addition, 

China is building a global reputation in product innovation which will generate large 

revenue streams for locally listed companies over the coming years. Recent in-licensing 

deals with major global pharmaceutical companies confirms the significant progress 

made by Chinese companies in this field.

Figure 3: Over Half of Global ESS (Energy Storage System) Battery Demand is Expected to 

Come From China 

Source: China Securities, Barings. As of November 2025. E= estimates. 
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The energy transition also plays a central role, as the policy focus turns to energy 

storage solutions (ESS), advanced batteries and system integration. The value chain 

for electrification—from battery materials to component manufacturing—offers a 

broad set of compelling opportunities for investors. Complementary sectors such as 

advanced materials, agricultural machinery and gas engines, are also emerging as areas 

of new economic growth. While government incentives for consumer and equipment 

upgrades may moderate from previous highs, winners are likely to consolidate market 

share, and bottom-up opportunities remain abundant.
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Property Market, Governmental Support & Consumer Confidence

PROPERT Y HE ADWIND BEGINNING TO E ASE

Since the peak of the sector in the third quarter of 2021, transaction volumes, 

investment and new housing starts have fallen by 55%, 41% and 72% respectively. 

These developments are estimated to have weighed on GDP growth by 

approximately 0.9%, and potentially more than 1.2% when considering broader 

effects on consumption and construction. The fall in property values has 

understandably impacted household balance sheets, pulling consumer confidence 

lower, which can be observed in household savings rates which now sit near 

record highs. Nonetheless, government initiatives to steady the market have helped 

cushion against steeper declines, and stabilization efforts are beginning to bear fruit, 

laying the groundwork for a more sustainable property sector and a reduced drag 

on economic activity.

Figure 4: Estimated Impact of Property Investment on GDP Growth (YOY%)

Source: National Bureau of Statistics, Haver, Barings. As of October 31, 2025.
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Consumer Sector Opportunities

EXPERIENCE-DRIVEN BUSINESSES,  IP ADVANTAGES & EVOLVING 
CONSUMP TION PAT TERNS

China is continuing to encourage a shift in economic growth toward consumption 

by harnessing the nations vast savings pools to boost domestic demand and 

shift away from its traditional sole pillars of investment and exports. Interestingly, 

this also comes at a time when the broader consumer landscape is evolving in 

China, with experience-led segments standing out as structural beneficiaries. 

Businesses focused on travel, leisure, sports and gaming are better insulated 

from macroeconomic volatility, offering attractive long-term earnings growth. 

Companies with robust intellectual property (IP) portfolios are also poised to benefit 

as Chinese society reaches higher levels of wealth, making cultural and creative 

consumption a key theme. 
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Market Environment

RECENT TRENDS: LIQUIDIT Y,  FLOWS & IPOS

Regulatory changes have encouraged insurance companies and pension funds to allocate more to 

onshore A-shares, while southbound flows—mainland capital invested into Hong Kong equities via 

Stock Connect—reached record highs in 2025. This influx not only boosts liquidity but also narrows the 

discount between H-shares and their onshore counterparts. Mainland investors’ greater willingness to 

assign higher valuations is a structural tailwind to the Hong Kong market, reflected in a shrinking A–H 

premium and supporting overall market valuations.

Figure 5: Cumulative Southbound Net Flows Per Year (HKD B)

Figure 6: Hong Kong IPO Application Submissions

Source: Bloomberg, Barings. As of November 30, 2025. 

Source: HKEx, KPMG analysis. As of September 30, 2025. Included listing by introduction and excluded SPAC or De-SPAC deals.
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Hong Kong’s IPO market rebounded strongly in 2025, more than doubling fundraising volumes from the 

previous year. This resurgence was driven by streamlined listing processes, improved liquidity and a wave 

of high-quality, large-cap offerings in technology, materials, consumer and health care sectors. As a result, 

Hong Kong has reinforced its status as a premier fundraising hub for Chinese corporates, broadening the 

opportunity set for offshore investors. Looking ahead, IPO activity is expected to remain robust in 2026.

“Hong Kong’s IPO market rebounded strongly in 2025,  
more than doubling fundraising volumes from the previous year.”
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Valuation & Earnings & Capital Flows

REL ATIVE AT TR AC TIVENESS REMAINS

Valuation remains a compelling draw for Chinese equities. Despite a notable re-rating 

in 2025, with the MSCI China’s forward price-to-earnings (PE) ratio climbing to 13.1x, 

the market still trades at a substantial discount—over 35% relative to developed market 

peers and below other emerging markets. Chinese equities are under-owned both 

domestically and globally, providing ample scope for increased allocation should 

earnings visibility and investor confidence continue to improve. With strong capital 

inflows, policy support and attractive valuations, the asset class still provides a wealth 

of opportunity as we move into 2026.

Figure 7: Chinese Equities Continue to Trade at a Discount Relative to Global Equities

Source: Refinitiv, Barings. As of November 30, 2025. Chinese equities based on MSCI China, Global based on MSCI AC World.
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Risks

•	 Geopolitical Risks: U.S.-China relations have stabilized with trade tensions 

easing and the prospect of comprehensive arrangements ahead of key political 

milestones. Japan-China tensions appear set to persist, likely resulting in a 

diplomatic stalemate and subdued cross-border activity. In Europe, trade frictions 

are intensifying as Chinese exports gain competitiveness through currency 

depreciation, prompting fresh protectionist measures. Nevertheless, Chinese 

manufacturers are adapting by investing directly in the E.U. and leveraging their 

cost advantages.

•	 Weak Consumer Demand: Domestic consumption remains subdued despite 

policy efforts. While retail sales have posted year-on-year gains, momentum 

looking ahead remains key. 

•	 Property Market Drag: The property sector’s downturn since 2021 has weighed 

on GDP growth and household balance sheets. While price declines are slowing, 

further downside could pose risk. Policy interventions have, however, focused on 

mitigating this risk.

•	 Fiscal Constraints: Fiscal policy is expected to be supportive however scope 

is limited by high levels of local government debt. While central authorities are 

extending credit support to local governments, a large-scale stimulus (“policy 

bazooka”) appears unlikely.
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Conclusion

The Hong Kong and China stock markets offer a landscape rich with stock picking 

opportunities. China’s steadfast prioritization of technology—notably in artificial 

intelligence, semiconductors and localization—places the nation firmly as a global 

leader in innovation-driven growth. Simultaneously, strategic government support 

for manufacturing upgrades, automation, energy transition and new economy 

sectors is broadening the investment opportunity set. 

The property market, once a significant drag, is showing early signs of stabilization 

due to effective government interventions, laying the groundwork for a more 

resilient real estate sector and a gradual recovery in consumer confidence. This 

shift is further bolstered by the evolving consumer landscape, where experience-

driven businesses are offering new and exciting ways to consumers to spend 

their time and money. Market reforms, robust capital flows and a vibrant IPO 

environment in Hong Kong are enhancing liquidity and attracting a broader 

spectrum of investors, both domestic and international. Valuations also remain 

compelling, with Chinese equities trading at a meaningful discount compared to 

global peers, offering an attractive entry point for long term investors.

“Valuation remains a compelling draw for Chinese 
equities. Despite a notable re-rating in 2025...  

the market still trades at a substantial discount—
over 35% relative to developed market peers and 

below other emerging markets.”
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IMPORTANT INFORMATION

Forecasts in this document reflect Barings’ market views as of the preparation date and may change without notice. 

Projections are not guarantees of future performance. Investments involve risk, including potential loss of principal. 

The value of investments and any income may fluctuate and are not guaranteed by Barings or any other party. PAST 

PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. Examples, portfolio compositions, and investment 

results shown are for illustrative purposes only and do not predict future outcomes. Actual investments may differ 

significantly in size, composition and risk. No assurance is given that any investment will be profitable or avoid 

losses. Currency exchange rate fluctuations may impact investment value. Prospective investors should consult the 

offering documents for detailed information and specific risk factors related to any Fund/Strategy mentioned.  

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase 

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any 

consideration of the investment objectives, financial situation or particular needs of anyone who may receive it. 

This document is not, and must not be treated as, investment advice, an investment recommendation, investment 

research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or 

particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made 

in good faith in relation to the facts known at the time of preparation and are subject to change without notice. 

Individual portfolio management teams may hold different views than the views expressed herein and may make 

different investment decisions for different clients. Parts of this document may be based on information received 

from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in 

this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy, 

completeness or adequacy of the information.  

Any service, security, investment or product outlined in this document may not be suitable for a prospective 

investor or available in their jurisdiction.  

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and 

its global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Australia Pty Ltd, Barings Japan Limited, 

Baring Asset Management Limited, Baring International Investment Limited, Baring Fund Managers Limited, Baring 

International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) 

Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea Limited, and Barings 

Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each, individually, an 

“Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of some others and 

may be paid a fee for doing so.

Copyright and Trademark 

Copyright © 2026 Barings. Information in this document may be used for your own personal use, but may not be 

altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark 

Office and in other countries around the world. All rights are reserved. 

*As of December 31, 2025
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LEARN MORE AT BARINGS.COM

Barings is a $481+ billion* global asset management firm that partners with institutional, insurance, and 

intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary 

of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public 

and private markets in fixed income, real assets and capital solutions.  


