
A DIFFERENT APPROACH TO CHINA’S
EQUITY MARKETS
Christopher Gannatti — Global Head of Research

01/06/2016

Few countries have the ability to influence global markets to the degree that China does. Investor sentiment here can
have significant implications for both developed and emerging markets. The second half of 2015 has been difficult for
China’s equity markets, to say the least.   • Lower Economic Growth: China is undergoing an important transition from
investment-led economic growth to having consumption play a more significant role. A critical result of this shift could

be that the former double-digit levels of year-over-year economic growth truly become a thing of the past. 1 This has also
had implications in the commodity markets, as one key factor influencing commodity price behavior is potential demand
from China. As we look at the S&P GSCI Index, down 33.40% year-to-date, this is definitely an important contributing

reason.2   • Signals within Currency Markets: In early August 2015, a few adjustments to the value of the yuan
compared to the U.S. dollar impacted market perceptions of China, making some wonder if there would be a "currency

war" in Asia.3 We did not think that to be a high-probability event, largely due to China’s perceived desire for inclusion
in the International Monetary Fund’s Special Drawing Rights (SDR) basket. Recently, the yuan did achieve this status, and
we believe that the generally stable policy that China has taken—as opposed to making big changes with increasing

frequency—was a large factor.4   What to Do in a Tough Chinese Equity Market   Seeing the difficulties experienced in
China and broader emerging markets in 2015, one response might have been to avoid China entirely—certainly a valid
point of view. However, China represents approximately 2.2% of the MSCI ACWI Index, currently the largest emerging

market exposure in this Index,5 and it is also the world’s second largest economy, 6 so dropping the exposure could
introduce a substantial risk relative to global equity performance benchmarks. Additionally, the markets that China
impacts stretch far beyond its borders. So if investors do not want to completely avoid China, what approach could make
more sense than simply owning the broad Chinese equity market?   China’s Equities without Government Ownership
On April 1, 2015, WisdomTree launched a China ex-State-Owned Enterprises Index. The WisdomTree China ex-State-
Owned Enterprises Fund (CXSE), which tracks this Index before fees and expenses, was launched on July 1, 2015. Looking

at the total returns at net asset value from this point through December 30, 2015, we’ve seen:7   • CXSE: -7.81% •
Shanghai Composite Index: -14.96% • MSCI China Index: -19.81%   China’s equities tilting away from state-owned firms
have delivered distinctly different performance from broader measures of China’s equity performance.   Drivers of
China’s ex-State-Owned Equity Advantage in 2015 (Average Annual Returns as of September 30, 2015)

 

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#s&p-gsci-index
https://wisdomtree.com/blog/glossary#currency-wars
https://wisdomtree.com/blog/glossary#special-drawing-rights
https://wisdomtree.com/blog/glossary#msci-acwi-index
https://wisdomtree.com/etfs/index-details.aspx?indexid=145
https://wisdomtree.com/etfs/fund-details.aspx?etfid=80
https://wisdomtree.com/blog/glossary#net-asset-value
https://wisdomtree.com/blog/glossary#shanghai-composite-index
https://wisdomtree.com/blog/glossary#msci-china-index
https://wisdomtree.com/-/media/US-Media-Files/blog/wp-content/uploads/Average-Annual-Returns-as-of-September-30-20152,-d-,gif.ashx


 • Differentiated Sector
Exposures: CXSE has exhibited very different sector exposures than the MSCI China Index. Two approx.. 20% over-
weights are in Consumer Discretionary and Information Technology. Financials, on the other hand, was a more than 21%
under-weight. It’s also notable that Telecommunication Services, Energy, Utilities and Materials are sectors with under-
weights within CXSE compared to the MSCI China Index.   • Significantly Different Sector Performance: To be fair,
any sector performance advantage over this particular period is about being “less negative,” as opposed to finding
stocks that are performing extremely well. The outperformance seen within CXSE’s Energy, Utilities, Materials and
Telecommunication Services sectors over the same respective sectors within the MSCI China Index is basically about
avoiding the big drawdowns that those sectors have seen recently.   Building Awareness of a New Way to Think
About China’s Equity Markets Every ETF—including CXSE—represents a tool that provides access to a particular
market. We believe that looking at China through the lens of firms that are not state-owned is something new that no
other ETFs are doing. If the differentiated performance persists, it could be a very interesting new "smart beta" factor

exposure that could apply beyond China to other major emerging markets.         1Source: Mark Magnier, “China

Economic Growth Falls Below 7% for First Time Since 2009,” The Wall Street Journal, 10/18/15. 2Source: Bloomberg, for

period 12/31/14 to 12/30/15. 3Source: Neil Irwin, “Why Did China Devalue its Currency? Two Big Reasons,” The New

York Times, 8/11/15. 4Source: “IMF’s Executive Board Completes Review of SDR Basket, Includes Chinese Renminbi,”

International Monetary Fund Press Release, 11/30/15. 5Source: Bloomberg, with data as of 12/30/15. 6Source:

International Monetary Fund World Economic Outlook Database, October 2015 data update. 7Source for bullet points:
Bloomberg.
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There are risks associated with investing, including possible loss of principal. Foreign investing involves special risks, such
as risk of loss from currency fluctuation or political or economic uncertainty. The Fund focuses its investments in China,
thereby increasing the impact of events and developments associated with the region, which can adversely affect
performance. Investments in emerging or offshore markets are generally less liquid and less efficient than investments in
developed markets and are subject to additional risks, such as risk of adverse governmental regulation and intervention
or political developments. The Fund’s exposure to certain sectors may increase its vulnerability to any single economic or
regulatory development related to such sectors. 

As this Fund can have a high concentration in some issuers, the Fund can be adversely impacted by changes affecting
those issuers. Please read the Fund’s prospectus for specific details regarding the Fund’s risk profile. 

The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark
of MSCI Inc. (“MSCI”) and Standard & Poor’s (“S&P”), a division of The McGraw-Hill Companies, Inc., and is licensed for
use by WisdomTree Investments, Inc. Neither MSCI, S&P nor any other party involved in making or compiling the GICS
or any GICS classifications makes any express or implied warranties or representations with respect to such standard or
classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all
warranties of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to any
such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates
or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct,
indirect, special, punitive, consequential or any other damages (including lost profits), even if notified of the possibility of
such damages.
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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.

For more investing insights, check out our Economic & Market Outlook

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)
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 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

S&P GSCI Index  : leading measure of general commodity price movements and performance over time.

Currency wars  : a policy response in which one country attempts to weaken their currency in response to the currency
weakening policies of an economic rival or group of rivals.

Special Drawing Rights (SDR)  : an international reserve asset and accounting measure created by the IMF.

MSCI ACWI Index  : A free-float adjusted market capitalization-weighted index that is designed to measure the equity
market performance of developed and emerging markets.

Net Asset Value (NAV)   : The calculated assets minus liabilities divided by shares outstanding. NAV is the
straightforward account of the actual assets in the fun.

Shanghai Composite Index  : A stock market index of all A shares and B shares that are traded on the Shanghai Stock
Exchange.

MSCI China Index  : A free float-adjusted, market capitalization-weighted equity index designed to measure the
performance of the Chinese equity market.

Smart Beta  : A term for rules-based investment strategies that don’t use conventional market-cap weightings.
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