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Introduction 

China has been gradually pivoting away from being a labour-intensive 
manufacturing hub to becoming a leader in technology innovation. Over the 
last 20 years, China’s research and development (R&D) expenditure, one of 
the key drivers of growth in the technology industry, has become the second 
largest globally and has considerably narrowed the gap with the United States’ 
technology spend. 

Transforming China into a high-tech powerhouse was one of the major themes 
discussed at China’s key annual political meeting, the “Two Sessions”, in 
2024. With this explicit support from the government, China’s R&D expenditure 
is expected to further increase over the coming years. 

Exhibit 1. Gross domestic spending on R&D (USD million) 

 

Source: OECD; as of 2021. 
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FTSE China Incl A 25% Technology 
Capped Index 

On the back of China’s technological progression, FTSE Russell developed a number of indexing 
solutions to support investors seeking exposure to China’s technology industry. 

The simplest offering includes an uncapped, market-cap weighted FTSE China Technology Index, 
designed to represent the performance of large and mid-cap Chinese technology companies. The index 
comprises all the constituents found in the Industry Classification benchmark (ICB) “Technology” Industry 
that are part of the FTSE China Index (a subset of the FTSE Global Equity Index Series commonly 
known as “FTSE GEIS”), which covers all available China share classes across A Shares, B Shares, H 
Shares, Red Chips, P Chips, S Chips, and N Shares. Aligned with the methodology of the FTSE GEIS, a 
25% inclusion factor is applied to the A shares in the FTSE China Technology Index, an index that has 
historically been highly correlated with the FTSE China Index (over 90%) over the short, medium, and 
long term. 

FTSE Russell also provides a more diversified, capped version of the FTSE China Technology Index – 
the FTSE China Incl A 25% Technology Capped Index. The “25%” in the index name refers to the A 
Share inclusion factor currently applied to the index. 

Both capped and uncapped indices are subject to FTSE Russell’s treatments of Foreign Ownership 
Limits (FOL)1 and sanctioned stocks2. They also share the same list and weight ranking of constituents. 
The share class distribution of the FTSE China Incl A 25% Technology Capped Index is as follows: 

Exhibit 2. Share classes breakdown (%) 

 

Source: FTSE Russell; as of 29 March 2024. 

  

 
1 For FOL treatment: please refer to: Foreign Ownership Restrictions and Minimum Foreign Headroom Requirement (lseg.com). 
2 For sanctioned stock treatment, please refer to Index Policy in the Event Clients are Unable to Trade a Market or a Security: Ground Rules 
(lseg.com) and FTSE Russell Treatment of Sanctioned Equity Index Constituents: Ground Rules (lseg.com) 
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Red Chip, 1.06%

https://www.lseg.com/content/dam/ftse-russell/en_us/documents/policy-documents/foreign-ownership-restrictions-and-minimum-foreign-headroom-requirement.pdf
https://www.lseg.com/content/dam/ftse-russell/en_us/documents/policy-documents/ftse-russell-index-policy-in-the-event-clients-are-unable-to-trade-a-market-or-a-security.pdf
https://www.lseg.com/content/dam/ftse-russell/en_us/documents/policy-documents/ftse-russell-index-policy-in-the-event-clients-are-unable-to-trade-a-market-or-a-security.pdf
https://www.lseg.com/content/dam/ftse-russell/en_us/documents/policy-documents/ftse-russell-treatment-of-sanctioned-index-constituents.pdf
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The capping methodology 

FTSE China Incl A 25% Technology Capped Index follows a multi-stage capping methodology: 

Stage 1 

Any companies whose weights are greater than 10% are capped at 10%, with excess weights distributed 
to the remaining constituents. This process is repeated until there are no constituent weights exceeding 
10%. After stage 1, if the total index weight of companies whose individual weights exceed 5% is greater 
than 40% in aggregate, the procedure moves onto stage 2. 

Stage 2 

The second to sixth largest company will be capped at 9%, 8%, 7%, 6% and 4% accordingly. At each 
applied capping, the weights of the remaining uncapped companies are increased correspondingly. The 
capping process will stop once the 40% aggregate limit is no longer being breached. 

Stage 3 

If the aggregate 40% threshold is still breached following the application of stage 2, stage 2 is repeated to 
apply further required capping. 

Less concentration risk 

The Chinese technology industry has developed rapidly over the past decade. Tech giants such as 
Tencent, PDD and Meituan have gradually grown and now dominate the market. 

By the end of March 2024, Tencent alone accounted for approximately half of the uncapped FTSE China 
Technology Index, resulting in substantial single company concentration risk. 

This concentration risk was acutely seen on 22 December 2023 following a regulatory proposal change 
to the gaming industry. Tencent slumped by 12.4% on the day, triggering a 7.4% retreat of the FTSE 
China Technology Index. The FTSE China Incl A 25% Technology Capped Index on the other hand, 
protected by the diversification of a capped index solution, only declined by 3.4% on the day. 

This would suggest that the capping mechanism significantly improves the diversification of the FTSE 
China Incl A 25% Technology Capped Index and can help investors better manage single stock risk. 

Exhibit 3. Top 10 constituents 

Company Name ICB Subsector 
FTSE China Incl A 25% 

Technology Capped Index 
FTSE China 

Technology Index 

Tencent Holdings (P Chip) Consumer Digital Services  11.08% 49.50% 

PDD Holdings Inc ADS (N Shares) Consumer Digital Services  9.35% 14.53% 

Meituan Dianping (P Chip) Consumer Digital Services  9.00% 13.67% 

Baidu (P Chip) Consumer Digital Services  7.36% 6.08% 

Kuaishou Technology (P Chip) Consumer Digital Services  6.21% 3.39% 

Sunny Optical Technology Group (P Chip) Electronic Components 3.05% 0.69% 

Kingdee International Software Group (P Chip) Software 3.03% 0.68% 

Bilibili (P Chip) Consumer Digital Services  2.45% 0.55% 

Kingsoft Corp (P Chip) Software 2.43% 0.55% 

Autohome ADS (N Shares) Consumer Digital Services  1.45% 0.33% 

Total  55.41% 89.97% 

Source: FTSE Russell; as of 29 March 2024. 
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Additionally, the capping methodology behind the index allows the FTSE China Incl A 25% Technology 
Capped Index to enjoy a more diversified ICB Subsector profile. Many of the largest Chinese technology 
companies (including eight out of the top 10 constituents) are from the Consumer Digital Services ICB 
Subsector. This subsector accounts for approximately 90% of the uncapped FTSE China Technology 
Index, but only 51% of the FTSE China Incl A 25% Technology Capped Index. 

 

Exhibit 4. ICB subsector 

 

Source: FTSE Russell; as of 29 March 2024. 

Lower volatility 

With its more diversified weight composition, the FTSE China Incl A 25% Technology Capped Index has 
historically displayed a lower annualized volatility than the FTSE China Technology Index over different 
economic cycles. In fact, volatility has been consistently lower for the FTSE China Incl A 25% 
Technology Capped Index when comparing data over the short, medium and long term. 

Exhibit 5. Volatility (%pa) 

Index 1Y *3Y **5Y 
Since 

18/09/2015 

FTSE China Technology Index 28.4 36.0 35.8 32.2 

FTSE China Incl A 25% Technology Capped Index 25.9 30.8 31.6 28.3 

Source: FTSE Russell; as of 29 March 2024. 
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Top holdings change 

The top holdings of the FTSE China Incl A 25% Technology Capped Index have changed significantly 
since its launch in March 2019, as China has advanced its technological development and the technology 
industry as a whole has continued to evolve. 

Tencent, Baidu, Sunny Optical and Autohome are the only four companies that still remain in the top 10 
from the original composition on launch day. 

While the reclassification of Alibaba and NetEase to Consumer Discretionary industries has led to their 
exclusions from the index, delisting, sanctioned stock treatment, and price movement have also caused 
composition and/or ranking changes. Meanwhile, Kuaishou Technology, which was listed in 2021, has 
climbed the rankings to occupy the fifth spot in the index as at the end of March 2024. 

Exhibit 6. Top holdings at index launch 18/03/2019 

Constituent Name % Weight in Index Rank in the current Index 

Tencent Holdings (P Chip) 10.22% #1 

Alibaba Group Holding ADS (N Shares) 8.99% Excluded, industry reclassified 

Baidu ADS (N Shares) 8.05% #4 

NetEase ADR (N Shares) 7.23% Excluded, industry reclassified 

Sunny Optical Technology Group (P Chip) 6.11% #6 

Autohome ADS (N Shares) 4.33% #10 

58.com ADS (N Shares) 4.02% Excluded, delisted 

Momo ADS (N Shares) 3.53% Excluded, drop to small cap 

Hangzhou Hikvision Digital Technology (A) (SC SZ) 3.51% Excluded, sanctioned stock treatment 

YY ADS (N Shares) 3.31% #22 

Sum 59.30%  

Source: FTSE Russell. 

Exhibit 7. Top holdings as of 29/03/2024 

Constituent Name % Weight in Index Rank at index launch 

Tencent Holdings (P Chip) 11.08% #1 

PDD Holdings Inc ADS (N Shares) 9.35% #15 

Meituan Dianping (P Chip) 9.00% #12 

Baidu (P Chip) 7.36% #3 

Kuaishou Technology (P Chip) 6.21% IPO in 2021 

Sunny Optical Technology Group (P Chip) 3.05% #5 

Kingdee International Software Group (P Chip) 3.03% Small Cap in 2019 

Bilibili (P Chip) 2.45% Small Cap in 2019 

Kingsoft Corp (P Chip) 2.43% #16 

Autohome ADS (N Shares) 1.45% #6 

Sum 55.41%  

Source: FTSE Russell. 
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Undervaluation of technology industry 

Over the past few years, China’s tech sector has faced a series of challenges as the Chinese 
government has intensified regulation in the sector to address certain companies’ unchecked growth and 
monopolistic behaviour. These regulations have led to a deep slide in the valuations of Chinese tech 
companies. 

At the end of March 2024, the trailing 12-month PE ratio of the FTSE China Incl A 25% Technology 
Capped Index was at 25.6x, below its 10-year average at 28.2x. The figure is also way under the PE ratio 
of 36.1x the index tracking technology industry in the US (referencing the FTSE USA Technology Index). 

However, Beijing’s approach has started to moderate on the tech companies. With China’s 
transformation into a high-tech powerhouse representing a major agenda item in this year’s “Two 
Sessions” political meeting, Beijing may be signalling a reduction in its tech industry monitoring. Paired 
with the broader undervaluation of the China’s technology industry, the FTSE China Incl A 25% 
Technology Capped Index provides investors with access to opportunities that may capture this 
industry’s growth potential. 

March index review – constituent 
update 

In the quarterly index review that took place in March 2024, the following changes were made to the 
FTSE China Incl A 25% Technology Capped Index: 

– Additions: Kingboard Laminates Holdings (P Chip), Hygon Information Technology (A), iSoftStone 
Information Technology (Group) (A), Shenzhen Longsys Electronics (A), Guobo Electronics (A), 
Jiangsu Pacific Quartz (A) and V anchip (Tianjin) Technology (A) 

– Deletions: Wuhan Guide Infrared (A), Ming Yuan Cloud Group Holdings (P Chip), East Group (A), 
Hongfa Technology (A) and MOG Digitech Holdings (P Chip) 

– Capping: Tencent Holdings (P Chip), PDD Holdings Inc ADS (N Shares) and Meituan Dianping (P 
Chip) were re-capped at 10%, 9%, 8% respectively 

Conclusion 

Focusing China’s economic model on technology development is proving to be a long-term trend in the 
country. The current undervaluation of China’s technology industry may provide investors with a good 
entry point. 

When compared with the uncapped FTSE China Technology Index, the capping methodology applied to 
the FTSE China Incl A 25% Technology Capped Index results in an index that has the benefit of less 
concentration risk and lower volatility. These features allow the FTSE China Incl A 25% Technology 
Capped Index to be more defensive during volatile macroeconomic periods by mitigating the impact of a 
falling market relative to the uncapped index, while maintaining the upside potential for investors on a 
rising market. 
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ABOUT FTSE RUSSELL 

FTSE Russell is a leading global provider of index and benchmark solutions, spanning diverse asset classes and investment objectives. As a trusted 
investment partner we help investors make better-informed investment decisions, manage risk, and seize opportunities. 

Market participants look to us for our expertise in developing and managing global index solutions across asset classes. Asset owners, asset 
managers, ETF providers and investment banks choose FTSE Russell solutions to benchmark their investment performance and create investment 
funds, ETFs, structured products, and index-based derivatives. Our clients use our solutions for asset allocation, investment strategy analysis and 
risk management, and value us for our robust governance process and operational integrity. 

For over 35 years we have been at the forefront of driving change for the investor, always innovating to shape the next generation of benchmarks 
and investment solutions that open up new opportunities for the global investment community. 

 

CONTACT US 

To learn more, visit lseg.com/ftse-russell; email info@ftserussell.com; or call your regional Client Service team office: 

EMEA +44 (0) 20 7866 1810 

North America +1 877 503 6437 

Asia-Pacific 

Hong Kong +852 2164 3333 

Tokyo +81 3 6441 1430 

Sydney +61 (0) 2 7228 5659 
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