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Just two years after launching a trading link between 
Shanghai and Hong Kong, the Chinese and Hong 
Kong authorities have launched another. Built upon 
the successes and lessons of the Shanghai-Hong 
Kong Stock Connect, the new link allows Hong Kong 
investors to trade more than 800 A-shares listed 
on the Shenzhen Stock Exchange. The combined 
market cap of the Shanghai, Shenzhen and Hong 
Kong exchanges is more than US$10.6 trillion, which 
when taken together, represents the second largest 
stock market in the world after the US.

Whereas Shanghai-listed A-shares are dominated 
by banks and state-owned enterprises, Shenzhen’s 
companies offer investors the chance to capture 

more of China’s macroeconomic pivot from hard 
assets to consumer spending. Shenzhen’s A-shares 
feature a healthy concentratio n of the consumer 
electronics, pharmaceutical and internet companies 
that are expected to be at the vanguard of the next 
phase of Chinese GDP growth. 

International investors have long eyed the potential 
alpha in the Shenzhen-listed companies, which 
despite high PE ratios and more pronounced 
volatility, offer more potential price appreciation. 
By comparison, Shanghai-listed stocks tend to 
offer far greater stability, but expectations for 
earnings growth is more muted than for 
Shenzhen-listed names.

REUTERS/Bobby Yip 

SHENZHEN-HONG KONG CONNECT
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Much has been learned and borrowed from the launch of the link between Shanghai and Hong Kong, 
but there are three notable differences with the launch of the Shenzhen-Hong Kong Stock Connect.

What’s different?

1. 881 Shenzhen A-shares accessible to international investors

2. 100 Hong Kong small-cap stocks now also accessible to eligible mainland investors

3. The aggregate northbound and southbound quotas have been removed, concurrent with the 
announcement of the Shenzhen link in August 2016

TRADING SHENZHEN CONNECT

Mainland authorities actively court institutional 
investors to help support their markets with new 
capital inflows. New sectors and an ability to more 
actively trade the Chinese domestic market is likely 
to encourage international investors to increase 
their scale of engagement in the northbound trade. 

Thus far, southbound trading has been limited to 

institutional investors and retail traders meeting 
minimum capital requirements. Crucially for 
mainland investors, the closed loop model means 
the Connect program does not offer a way to move 
capital offshore. In addition, 100 small-cap Hong 
Kong-listed stocks have now been added to the list 
of firms mainland investors can trade.

From a strategic perspective, further integration 
with international markets is the Shenzhen Stock 
Exchange’s aim and objective, according to Liu 
Fuzhong, Director of the exchange’s International 
Department. “The aim is not simply to introduce 
more capital into the Chinese market or the 
Shenzhen market, nor is it simply providing the 
opportunity for Chinese investors to invest in 
Hong Kong’s other markets,” Liu explains. “Rather, 
international participation has been very low 
in terms of market capitalization, but foreign 
institutional investors’ contributions are significant 
in terms of improving corporate governance, and 
investor structure as well as bringing in new trading 
practices and attitudes, which I think are more 
important,” Liu adds.

Meanwhile, for the Hong Kong Exchange, the 
stock connect programs revitalize the city’s claim 
as the access point to China. While the flow of 
physical trade between Hong Kong and China 
is already distributed throughout the mainland, 
from a financial perspective the connections with 
Shanghai and Shenzhen create a seamless pipe 
for international capital to access China’s massive 
secondary market and tap the country’s long-term 
economic growth.

“Since the first H-share IPO in 1993, the Hong Kong 
Exchange has remained China’s offshore capital 
raising center,” explained Romnesh Lamba, Co-Head 
of Market Development at HKEX. “Apart from a few 
quota schemes, China’s domestic stock markets were 
inaccessible to international investors before the 
Connect project,” he added.

Both bourses agree that success will not be 
measured in initial volumes. “We are not concerned 
about volume in the first six months after the launch 
of the program; we have a longer-term vision,” Liu 
said. “We want to provide good service and good 
infrastructure for when investors choose to use the 
Shenzhen-Hong Kong Stock Connect.”

One key measurement of success is what percentage 
of international flow goes through the Stock 
Connects versus the quota systems (R/QFII), 
suggested Kevin Rideout, Head of Client and 
Marketing Services for HKEX. “We see connect 
assets growing in terms of assets under custody for 
A-shares and is already comparable to that of QFII,” 
Rideout added. HKEX’s main priorities are providing 
a mutual market platform that continues to be 
stable and reliable and does not have any regulatory 
issues Lamba said.
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In its 2016 A-Shares Index Inclusion Roadmap, MSCI laid out fi ve key concerns to be met on the way 
to adding Chinese A-shares to its Emerging Markets Index.

MSCI’s Remaining Concerns

1. Quota allocation process

2. Capital mobility restrictions

3. Benefi cial ownership of investments

4. Voluntary suspensions from trading

5. Anti-competitive clauses restricting the launch of fi nancial products linked to indices that 
include A-shares

TRADING SHENZHEN CONNECT

While investors on both sides of the border may cheer 
further trading connectivity, much of the impetus for 
the new trading link lies elsewhere. As a step toward 
the internationalization of the RMB, Beijing has long 
sought to have the China’s A-shares included in major 
stock indices. Beginning with MSCI’s annual market 
classifi cation review in 2014, each year Beijing has 
sought to remove the remaining hurdles to inclusion
of Chinese stocks in MSCI’s Emerging Markets Index.

While the tens of billions estimated to fl ow into the 
country’s domestic market would make most emerging 
market investors’ eyes water, the effect will be minimal 
in China’s US$7 trillion stock market. MSCI inclusion 
represents a step in a broader plan to liberalize and 
professionalize China’s capital markets. This process
is simultaneous with China’s attempts to boost the
use of the RMB outside of China and increasing the 
range of RMB-denominated investable assets may
also provide a further boost.

REMOVING BARRIERS TO MSCI INCLUSION

Thomson Reuters Eikon: Shenzhen-Hong Kong Connect app
Investors can access China company information, market data, pricing and more using Thomson Reuters pricing and
reference data, and real-time data.



6

RETAIL

Multiple factors are likely to attract institutional and 
local Hong Kong investors, with each group seeking 
slightly different goals. Local Hong Kong investors 
are looking for opportunities to capture part of the 
mainland’s growth story after the International 
Monetary Fund cut its forecast for Hong Kong GDP 
growth in 2017 from 2.8% to 2.4%. The potential of 
higher stock prices, as well as any future changes in 
the exchange rate between the RMB and the US 
dollar, continue to attract Hong Kong’s active retail 
market today. 

Responsible for approximately HK$5 billion in 
turnover in Hong Kong stocks, local retail investors 
trade roughly one-fifth of the local cash market. 
Any increased preference for trading mainland versus 
HongKong-listed companies is likely to have limited 
relative impact on the A-share market, but it may 
affect Hong Kong-listed companies if retail investors 
sell Hong Kong stocks to buy mainland companies. 
However, it is more likely that any reduction in local 
retail participation in Hong Kong will be offset by 
increased participation from mainland investors.

INSTITUTIONAL

Institutional investors are seeking to profit from the 
rebalancing of their portfolios to exposure to the 
Chinese economy away from the old growth pillars of 
heavy industry and manufacturing, given many of the 
leading Chinese technology, consumer and healthcare 
companies are listed in Shenzhen. As China continues 
to push for outbound foreign direct investment (FDI) 
through acquisitions as well as through overseas 
expansion, the leading firms in these sectors are 
widely expected to outperform more traditional 
sectors such as financials, property developers 
and heavy manufacturers. 

Long-only fund houses are likely to pursue buying 
Shenzhen names as possible hedges given the 
volatile macroeconomic conditions globally. Domestic 
companies listed on the mainland can be a hedge for 
fund houses to balance their portfolios as Shenzhen 
has limited correlation to international markets. 

Shenzhen may attract institutional investors as 
a relatively unique asset class that has shown an 
ability to grow despite global downturns, while still 
capturing the upside of a global market recovery.

One major hurdle for Shenzhen-listed companies 
looking for international investors is the quality 
of third-party information and analysis available. 
“Investors receive fragmented information about 
Shenzhen-listed companies and about the Chinese 
capital markets in general. We understand there are 
home biases, but for those international investors who 
are interested in Chinese companies, they do not get 
enough information,” Shenzhen’s Liu commented.

The Shenzhen Stock Exchange has invested heavily 
in the last year in an online investor relations portal, 
called Easy IR, to address this. By aggregating static 
data from all listed companies, the new portal allows 
investors to ask questions, in English, of management 
at Shenzhen-listed companies.

While the need for investor education continues, 
technology may offer Shenzhen-listed stocks a chance 
to facilitate that education process. As in most markets, 
investors tend to congregate around only those stocks 
which they are already familiar with and which are most 
liquid.  However, quantitative funds and robo-advisors 
are designed to avoid the human mind’s predilection for 
familiarity, instead focusing on mathematical analyses 
of data, explains Adam Garrett, Thomson Reuters’ 
Enterprise Market Development Manager for Asia. 
Provided strategists can access the right quality of data 
and the models can be accurately attuned to the Chinese 
market, this may help smooth the familiarization process 
to investors. While relatively high transaction costs may 
put off high-frequency traders, there are lower frequency 
algorithms that do not rely on speed and are therefore 
less sensitive to trading costs;  those types of funds, 
provided they have access to the right historical price 
data to be backtested and properly developed, are more 
likely to be early entrants into Shenzhen through the 
Stock Connect program, Garrett says.

BUSINESS OPPORTUNITIES: NORTHBOUND

TRADING SHENZHEN CONNECT
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Another interested party should be Chinese quantitative 
funds. The addition of new Hong Kong small cap stocks 
will give further opportunity for groups whose investment 
calculations are strongly based on market correlations. 
Mainland investors will now have access to Hong Kong’s 
small-cap stocks - those with a market cap from HK$5 
billion. This is in stark contrast to where previously the 
Shanghai-Hong Kong program only included Hong Kong’s 
large and mid-cap stocks, as well as those that had a 
corresponding A-share trading in China. At that time the 
Shanghai-Hong Kong Connect was initially expected to 
reduce the spread between A-share and H-share listed 
companies, but the spread still has yet to budge. Will this 
be different in the case of the Shenzhen-Hong Kong 
Stock Connect?

According to the Hong Kong Exchange’s 2014/2015 
Cash Market Transaction Survey, released in February 
2016, mainland investors’ percentage of total market 
turnover grew from 5% in the 2013/2014 survey to 9%. 

Mainland investors currently account for 21.9% of all 
overseas investors, according to the same survey.

Chinese insurance companies are playing an increasing 
role in southbound trading and that number is likely to 
increase further. In a September 8 research note, UBS 
estimated that nearly 55% of mainland investment 
in Hong Kong stocks come from Chinese insurance 
companies. Chinese insurance companies’ asset 
management arms have steadily grown the assets 
they manage in recent years. In its last half-year results, 
Ping An Asset Management reported external assets 
under management were $40.8 billion, which is 153% 
higher than at the end of June 2014. Similarly, Taiping 
Insurance Group’s asset management unit saw its 
third-party assets under management rise by 30% 
over the same period.

While much of the impetus of the stock connect program 
is to give Chinese investment houses access to new 
tradable instruments, this is part of a larger push from 
the Chinese government to diversify Chinese households’ 
cumulative wealth of more than US$20 trillion away from 
over-exposure to cash and real estate asset classes only. 

REUTERS/ Jason Lee

BUSINESS OPPORTUNITIES: SOUTHBOUND
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Beyond investment nous, capturing value from the 

increased trading opportunities arising from the

Shenzhen-Hong Kong link requires robust preparation 

for both trading fi rms’ front and back offi ces. Owing 

to the relatively time-sensitive nature of the original 

Shanghai-Hong Kong Stock Connect’s rollout, many 

investors and brokers focused on solving connectivity 

issues to ensure they were ready to trade on Day One. 

Nevertheless, many found themselves having to play 

catch-up to ensure their back offi ce systems were ready 

in time. Also, the legal hurdles related to settlement and 

benefi cial ownership have now been largely resolved 

in the two years since the Shanghai link’s launch, and 

are being prudently replicated with the structure of the 

Shenzhen link.

Major brokers have been investing in building up local 

A-share research capabilities, so the depth of coverage 

is developing quickly. In addition, new research from 

local Chinese brokers may offer further valuable insights 

for those trading fi rms who have access to it. For most 

international fund houses, working with partners who 

can aggregate local research will be an essential step

in building the broader investment process.

Assessing investments for political risk is another 

important informational component fund houses will 

need to take into account. Politically sensitive businesses, 

companies run by politically important persons or 

companies that have done business with sanctioned 

entities have to be fi ltered across the investable universe 

of new Shenzhen stocks to ensure full compliance with 

local and home market regulators. Beyond the regulatory 

due diligence, many funds also have internal ethical 

standards related to the environment and corporate 

governance which they need to ensure they adhere to.

SHENZHEN-HONG KONG CONNECTTRADING SHENZHEN CONNECT

BUSINESS CHALLENGES: BACK OFFICE AND 
INFRASTRUCTURE FOR NEW CONTENT FLOWS

Trading volumes on Shenzhen Connect as shown on Thomson Reuters Eikon
Daily quota balance as shown on Thomson Reuters Eikon
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Before any new launch, trading desks must test 

their feeds to ensure they have covered all possible 

eventualities in terms of the type of data they are 

receiving. One simple example is the additional fi elds 

regarding trading eligibility. Trading desks must also be 

sure their systems can handle intraday changes in fi eld 

values to avoid placing orders in the market that should 

not be executed or might possibly result in them taking 

a position in a stock that is suspended or rendered 

ineligible before the order can be successfully canceled.

These complexities are not lost on the Shenzhen 

exchange. “The question we often get is how we 

provide data feeds to data vendors,” Liu explains. 

“Investors often prefer bundled data from major 

fi nancial information providers, so we are working with 

such vendors to fi gure out the most effi cient means of 

providing our data feeds to provide the most robust 

information services possible for international investors,” 

he adds. 

Structuring the data is another of the challenges 

investment managers must tackle in China. While 

the Shenzhen exchange is investing in systems and 

education to increase international investors’ access to 

company fi nancial and performance data, much of the 

data is unstructured. Some quantitative houses may 

have the expertise to structure the data themselves, but 

for other investors, assistance may be required to make 

sense of the unstructured data. Data visualization can 

also play a signifi cant role for investors looking to make 

more sense of their newly expanded investable universe.

SHENZHEN-HONG KONG CONNECTTRADING SHENZHEN CONNECT

BUSINESS CHALLENGES: DATA TESTING
AND MODELING

China Business Information
China market information in English, via Thomson Reuters Eikon
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For the largest firms, and especially for executing 

brokers, the proprietary systems developed for the 

Shanghai link will be expanded and repurposed to 

cover the additional Shenzhen A-shares. This process 

will require new content, data and analytics to be 

built, but it is primarily a business decision to onboard 

an additional venue in order to achieve improved 

investment returns or to offer an additional valued 

service to clients.

However, smaller fi rms may struggle to pass additional 

operational and technological costs on to their clients, 

and without a deep enough balance sheet to absorb the 

costs, they may need outside help. Whether through 

managed services provided via secure cloud interfaces or 

through deployed services developed by third-parties but 

operated on the client’s premises, the options available 

to international investors and brokers today are more 

robust and mature than they were at the launch of the 

Shanghai-Hong Kong trading link two years earlier.

A retail brokerage wants to leverage their existing technology, built on the Thomson Reuters 

Enterprise Platform (TREP), to integrate, aggregate and distribute data for the Shanghai-

Hong Kong Stock Connect. The client requires their own fund data to be integrated alongside 

Thomson Reuters and other third-party data feeds, but they lack the resources to complete the 

system integration work themselves. Using a deployed service model, Thomson Reuters is able 

to provide a fi nal solution which combines Thomson Reuters data, news and risk information, 

and their proprietary fund data that continues to leverage on their deployed TREP in Hong 

Kong to service retail customers in Asia, Europe and the US. 

Case Study

TRADING SHENZHEN CONNECT

BUSINESS CHALLENGES: IN-HOUSE vs  
MANAGED OR DEPLOYED SERVICES

Three Crucial Reasons To Leverage the Full Potential of 
Thomson Reuters Enterprise Platform 3.0

Visit discoverelektron.financial.thomsonreuters.com

For more information, contact your representative or visit us online. 
© 2015 Thomson Reuters. S023256 06/15. 
Thomson Reuters and the Kinesis logo are trademarks of Thomson Reuters.
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The Shanghai and Shenzhen Stock Connect programs 

with Hong Kong create a common market of sorts. The 

combined weight of these exchanges, coupled with the 

gradual harmonization of trading rules, over time will 

create a very liquid, and therefore attractive, market for 

investors. While not all of MSCI’s criteria for A-share 

inclusion have been met today, the expectation is one 

day they will be.

If and when A-shares are included in MSCI’s Emerging 

Markets Index, their eventual weighting is likely to settle 

in the low to mid teens. All signals point to a gradual 

introduction with initial weighting mooted to be around 

one percent of the index. Capital flows anticipated from 

such a small weighting will not be the tidal wave some 

have suggested, but there will be knock-on effects. 

MSCI inclusion, more than anything else, such as Irish 

UCITS funds approval, will provide a catalytic change 

to both volume and flow in the Connect programs, 

Lamba suggested. 

A-share inclusion is seen in Beijing, and by many 

investment managers, as a sign of greater acceptance of 

China into the world of developed international financial 

markets. Regardless, and prestige aside, if China 

continues to achieve its GDP growth targets, A-shares 

are likely to draw continued substantive investment from 

investors seeking economic growth in liquid instruments.

Much will depend, however, on the next steps the 

authorities in China and Hong Kong will take after the 

Shenzhen-Hong Kong Stock Connect. Charles Li, CEO 

of the Hong Kong Exchange, is quoted as saying he is 

open to other possible connect programs for initial public 

offerings, commodities and bonds; and China’s Premier Li 

Keqiang announcing plans to introduce a bond connect 

program by end 2017. 

Shenzhen has more of its stocks included in the new 

Connect program than Hong Kong, but the 400 from 

the latter accounts for more than 80% of its market cap, 

Lamba noted. “HKEX would like to extend beyond single 

shares to products listed on each other’s exchanges, such 

as mainland ETFs and listed bonds”, he added.

Such a connect would deepen liquidity in China’s nascent 

bond markets if international institutional investors more 

actively traded mainland issuances. More than that, the 

bond connect program may help China realize one of 

its trickier goals, which is to remove the moral hazard of 

over-leverage. All too often, when large Chinese firms have 

racked up debts they cannot pay, the central government, 

either directly or through financial entities it controls 

or creates, has bought the debt at above market rates, 

rescuing indebted corporations without requiring them 

to undergo costly defaults. This has created what some 

consider a lack of accountability for Chinese corporate 

management, and the discipline of international investors 

may provide the backstop China needs and has been 

looking for.

“The most important thing is that international practices 

will be adopted in China and then international investors 

will be more comfortable in working with the Chinese,” Liu 

suggested. “The overall strategy is to make the Chinese 

capital market more responsible, more internationally 

aligned, and more integrated into the broader global 

capital markets.”

Whatever further connect programs lie in store for greater 

China, the mold has already been shaped by the launch of 

the Shanghai-Hong Kong Stock Connect, and the further 

success of the Shenzhen-Hong Kong link will only give 

greater confidence that both China and the international 

community will continue to benefit from such programs 

including Bond Connect.

TRADING SHENZHEN CONNECT

PROSPECTS: WHAT HAPPENS AFTER 
MSCI A-SHARE INCLUSION?

PROSPECTS: BOND CONNECT IS THE 
NEXT STEP
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