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Last week, China’s State Council released a readout of the financial stability and development committee meeting
chaired by Vice Premier Liu He. It was a regular meeting but intended to address ongoing financial concerns—namely,
the collapsing Chinese stock market, particularly offshore China equities. The market went into an extreme rally in Hong
Kong, followed by a significant rally in U.S. offshore China stocks.

The readout was intended to address the common concerns contributing to falling stocks.

It addressed investors’ major concerns on macroeconomic conditions and policies, risk in the Chinese real estate market,
the regulation of platform companies and the audit regulatory  relationship between the U.S. and China.

Media headlines here in the U.S. were more positive than the actual Chinese words of the release.

For example, it never said or implied “regulation on Big Tech will end soon,” but that’s one of the headlines all over
English media. The readout merely said it  should quickly implement the current plans for large platform companies in a
transparent measure, coordinate news releases among departments and not upset the capital market with any sudden
news. This means the government has more plans it wants to implement. For example, after Ant Group is asked to spin
off the payment part of its business, it is expected Tencent will face something similar.

So, what did the government accomplish?

It did change the narrative away from constant “China Tech Crackdown” headlines.

What did it not accomplish? 

It did not change a lingering worry that the Chinese government is losing credibility that it will put economic growth as
the highest priority with actual policies. 

Specifically, here are the lingering worries:

1. Is the PBoC (People’s Bank of China)  serious about using monetary tools like a large interest rate cut to stimulate
the economy? 

2. How serious is China about working with the PCAOB (Public Company Accounting Oversight Board) to meet the
requirements of the HFCAA (Holding Foreign Companies Accountable Act)? We believe this risk could be
managed, since more than 90% of the WisdomTree ex-State-Owned China Index is already trading Hong Kong or
Chinese domestic shares, not U.S. shares, as many large-mid companies have a dual share listing, and liquidity in
Hong Kong has significantly improved.

3. How serious is the government’s fiscal stimulus? After the meeting readout, the Ministry of Finance said its property
tax experiment would not expand to additional cities this year. This is a very small fiscal impact issue, and more
concrete and bolder tax cuts and spending policies are needed to make Liu He’s plan of action credible.

Russia’s invasion of Ukraine is creating another headwind for China, as it faces the risk of secondary sanctions from the
U.S. and European countries. 

A decoupling of U.S.-China in key sectors like semiconductors has already begun, with more sectors to come.  

Russia is China’s immediate northern neighbor and a major supplier of energy. Broadly defined, China has lost significant
territory from Russian pressures over a very long history. There is also an increased mistrust of the U.S., as hundreds of
Chinese companies have been put on the U.S. sanctions list since 2016. 

Currently, the word China’s been using is “independent” foreign relations, not “neutral,” because it couldn’t and won’t
completely cut off from Russia. Anecdotally, just in the last two days, there has been some shift in domestic media
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toward pro-Ukraine coverage, as China’s president talked with President Biden on March 18.

China’s dynamic zero COVID-19 policy is also still in place, battling Omicron with some lockdowns and mobilized
testing, as the high transmission is making it harder to contain like Delta. So far, its impact on manufacturing and the
global supply chain is still subdued, as Chinese companies have quickly learned to use Olympic bubble-style
management to keep factories open. The impact of the domestic service economy is significant, which will continue to
dampen domestic consumption.

For investors, our thesis on China is still earnings. With our free fund comparison tool, we can see that ex-state-owned
companies are still delivering significant earnings growth.

We believe the Russian war and earnings are the top factors to pay attention to for China equity. Can Chinese companies
continue making money in the face of all these risks? 

That’s the most important question for long-term investors. 

For definitions of terms in the chart above, please visit the glossary. 

For more on this topic, please listen to one of our latest China of Tomorrow podcast, where Liqian Ren speaks
with Bruce Liu about global semiconductor industry and China equity. 

China of Tomorrow by WisdomTree Asset Management · Interview with Esoterica Capital

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

People’s Bank of China (PBOC)   : is the central bank of the People’s Republic of China with the power to control
monetary policy and regulate financial institutions in mainland China.

Liquidity  : The degree to which an asset or security can be bought or sold in the market without affecting the asset’s
price. Liquidity is characterized by a high level of trading activity. Assets that can be easily bought or sold are known as
liquid asset.
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