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When the Chinese stock market began trading in the 1990s all of the listed shares represented state-owned 

enterprises (SOEs). Although non-SOEs have grown over the years to represent just around half of mainland 

market cap, state-owned firms still make up a large part of the Chinese equity market, and dominate strategic 

industries like Finance, Energy, Construction, and Utilities. These government-sponsored entities often follow a 

mandate to fulfill the Chinese Communist Party’s political and social objectives, rather than pursuing the typical 

Western commitment to enhancing shareholder value. Yet, up until the Global Financial Crisis of 2008, SOEs 

managed to post better stock market performance than their Chinese private listed counterparts.
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Exhibit 1. State ownership in the Chinese equity market through the years
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State Ownership in China,
a Different Shareholder Focus 
The speed of Chinese economic growth over the past three decades has been phenomenal with little signs of 

slowing down. Within 10 years the world’s No. 2 economy is expected to be the largest economy in the world. While 

the Chinese economy has eclipsed other global superpowers, China is still considered a less-developed emerging 

market with a mix of state-owned enterprises (SOEs) and private listed companies. This split between SOEs and 

non-SOEs creates a challenging dynamic for investors seeking to profit from China’s economic expansion.



Capital access drives over-investment
If capital drives economic expansion, then SOEs are in the driver’s seat. The largest banks—most of which are 

also state-owned—tend to provide non-financial SOEs with easy access to loans at below-market interest rates. 

For private companies in China, by contrast, funding for growth projects is much harder to come by. Good for 

SOEs? Not necessarily.

As it turns out, easy access to loans seems to have resulted in SOEs allocating their large pool of funds to 

projects with great social value but questionable economic merits. While non-SOEs wisely scaled back their 

borrowing during the global economic contraction, SOEs maintained high levels of debt and appear to have 

“over-invested” in stimulus-oriented projects. This may have benefited the economy but did little to help share-

holders in state-owned companies, leading to SOEs posting weaker stock returns than non-SOEs over most of 

the post-2008 period.
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Exhibit 2. Proportion of market cap accounted for by SOEs, by industry (as of Dec. 31, 2017)

Exhibit 3. Evidence of over-investment by state-owned firms
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That’s history, what about today?
So, will future performance of SOEs follow the strong pre-2008 returns, or better match the weaker results in the 

post-crisis period? With continuing liberalization of China’s economy and another series of major SOE reforms 

underway, that may be hard to predict. Given that state-owned firms represent over half of China’s stock market 

capitalization, on the other hand, one thing is certain: SOEs are collectively too big to ignore. Rather than ask 

what the future holds for SOEs or whether they belong in a China equity portfolio to begin with, perhaps it makes 

more sense to take state-ownership as a given and ask how one might best select from among state-owned com-

panies marching to different profit motives and investment policies than China’s private listed firms.

Quant strategies for investing in SOEs
At Rayliant, we apply factor-based investment strategies to emerging markets like China. An important part of 

our research process is to acknowledge structural differences that make these markets interesting—like the 

distinction between SOEs and non-SOEs—and to adjust our approach accordingly. We base our strategies on 

quantitative research, as well as insights from fundamental investors with knowledge of local markets. This 

localized approach allows us to effectively combine the discipline and breadth of traditional quant strategies 

with region-specific adjustments aimed at reducing risk and enhancing returns, and to adjust rapidly as markets 

evolve and conditions change.

In the case of state-owned firms in China, our research shows that it is important to separately evaluate SOEs 

and non-SOEs on some factors to maintain sound apples-to-apples comparisons, an approach we refer to as 

SOE neutrality. This is particularly critical when applying a factor such as Value, where perpetually discounted 

SOEs would naturally dominate, even if they turn out to be cheap-for-a-reason value traps. Given the attractive 

growth opportunities in China, but the propensity of SOEs to over-invest, we have also found that an SOE over-in-

vestment factor can be an effective means of identifying SOEs with responsible investment policies—potential 

diamonds in the rough, unfairly underpriced with the rest of the state-owned sector.
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As it turns out, easy access to loans seems to have resulted in SOEs allocating their large pool of funds to 

projects with great social value but questionable economic merits. While non-SOEs wisely scaled back their 

borrowing during the global economic contraction, SOEs maintained high levels of debt and appear to have 

“over-invested” in stimulus-oriented projects. This may have benefited the economy but did little to help share-

holders in state-owned companies, leading to SOEs posting weaker stock returns than non-SOEs over most of 

the post-2008 period.
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Disclaimer
Confidentiality. We prepared this research note 
just for you, so please don’t share it—especially 
with the public. Sharing this information puts third 
parties at risk because they lack the context to 
understand its contents. In addition, Rayliant 
works in a competitive industry. Because our 
approaches and insights are proprietary, we hope 
our friends and potential partners will treat this 
research note with the same care and confidential-
ity they would their own proprietary information.

Do Not Rely on Past Performance. This document 
may contain data relating to past performance of a 
certain investment strategy. The past performance 
of investments is not a guide to future 
performance and Rayliant does not make any 
promises regarding the future performance of any 
of its products. In addition, some past 
performance data may be on a gross-of-fee basis, 
without making allowance for trading costs, 
management fees, or other costs associated with 
asset management. Such data provides insight 
into a strategy’s or product’s past performance, 
but may not accurately reflect investor returns.

Do Not Rely on Simulated Performance. This 
document may contain data relating to simulated 
performance for a quantitative investment strategy 
or product. Past simulated performance is no 
guarantee of future performance and does not 
represent actual performance of an investment 
product based on a quantitatively calculated 
portfolio. Despite good faith efforts by Rayliant, 
simulated data may under-or over-compensate for 
the impact, if any, of certain market factors.  In 
addition, simulated data is subject to the fact that 
it is designed with the benefit of hindsight. As a 
result, while simulated data may be a helpful tool 
to understand a particular investment strategy or 
product, it should not be relied on for any specific 
purpose.

Risks of Quantitative Processes. Investors should 
be aware of the risks associated with data sources 
and quantitative processes used to create the 
content contained herein or the investment 
management process. Errors may exist in data 
acquired from third party vendors, the construction 
or coding of indices or model portfolios, and the 
construction of the spreadsheets, results or 
information provided. While Rayliant takes steps to 
eliminate or mitigate errors and to identify data 
and process errors so as to minimize the potential 

ed through registered or licensed entities and 
individuals permitted to do so within the respective 
jurisdiction and only in conjunction with the legally 
required disclosure documents and subject to the 
all legally required regulatory filings. Such affiliates 
may include (1) Henderson Rowe Limited, which is 
authorized and regulated by the Financial Conduct 
Authority No. 401809 (Registered in England and 
Wales No. 4379340), with its Registered office at 
1 London Street, Reading, Berkshire, RG1 4PN; (2) 
Rayliant Asset Management, a Hong Kong 
registered limited company licensed by the 
Securities and Futures Commission to conduct 
Type 4 and Type 9 regulated activities as it relates 
to Professional Investors; and Fusion Investment 
Group, LLC, a Delaware corporation and United 
State Registered Investment Adviser.

Limitation of Liability. Rayliant Global Advisors 
Limited, its affiliates, agents, and each of their 
respective officers, directors, employees, agents, 
representatives and licensors (collectively 
"Rayliant") shall not be liable to any third party for 
any loss or damage, direct, indirect or consequen-
tial, arising from or related to (i) any inaccuracy or 
incompleteness in, errors or omissions in the 
provided information or (ii) any decision made or 
action taken by any third party in reliance upon this 
information.  Rayliant does not make any 
warranties, express or implied, to anyone 
regarding the information, including, without 
limitation, any warranties with respect to the 
timeliness, sequence, accuracy, completeness, 
currentness, merchantability, quality or fitness for 
a particular purpose or any warranties as to the 
results to be obtained by any third-party in 
connection with the use of the information.  
Rayliant shall not be liable to anyone for loss of 
business revenues, lost profits or any indirect, 
consequential, special or similar damages 
whatsoever, whether in contract, tort or otherwise, 
even if advised of the possibility of such damages.
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impact of such errors, Rayliant cannot guarantee 
that such errors will not occur and use of this 
information is conditioned upon and evidence of 
the user's full release of Rayliant from any liability 
or responsibility for any damages that may result 
from the use of this content.

Accuracy of Information. Rayliant Global Advisors 
Limited and its related entities do not warrant the 
accuracy of the information provided herein, either 
expressed or implied, for any particular purpose. 
Nothing contained in this material is intended to 
constitute legal, tax, securities or investment 
advice, nor an opinion regarding the appropriate-
ness of any investment, nor a solicitation of any 
type. The general information contained in this 
material should not be acted upon without 
obtaining specific legal, tax and investment advice 
from a licensed professional. 

Informational Purposes Only. The material 
contained in this document is for information 
purposes only. This material is not intended as an 
offer or solicitation for the purchase or sale of any 
security or financial instrument, nor is it advice or 
a recommendation to enter into any transaction. 
The information contained herein should not be 
construed as financial or investment advice on any 
subject matter. Although the data and information 
presented have been derived from sources 
deemed reliable, they are provided on an "as is" 
basis without any warranties of any kind.

Intellectual Property. Rayliant™ and all related 
logos are the exclusive intellectual property of 
Rayliant Global Advisors Limited, as is the content 
of this document. Other trademarks and logos are 
the property of their respective owners. No logo or 
trademark used in this presentation may be 
reused without express written permission of the 
owner. All rights are reserved. Rayliant may take 
any and all necessary action to preserve all of its 
rights, title, and interest in and to its intellectual 
property..

Licensing and Affiliates. Rayliant Global Advisors 
Limited is affiliated with numerous subsidiaries 
across several jurisdictions. Rayliant Global 
Advisors Limited does not offer or provide 
investment advice or offer or sell any securities, 
commodities or derivative instruments or 
products. Any such business may only be conduct-
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