
WISDOMTREE BLOG

CXSE: A Tactical Opportunity ahead of MSCI 
Rebalance
Published April 19, 2016

Jeremy Schwartz, CFA

Global Chief Investment Officer

In my recent blog post “Old China vs. New China,” I argued that old-style China indexes like the FTSE 

China 50 Index, dominated by about 75% exposure to state-run banks, telecommunication companies 

and energy companies, fail to reflect the economic future of China, which is a shift toward consumption 

and services driving its growth. WisdomTree developed what can be referred to as a “new China”-oriented 

ETF, the WisdomTree China ex-State-Owned Enterprises Fund (CXSE), which is designed to track, before 

fees and expenses, the WisdomTree China ex-State-Owned Enterprises Index, an Index that excludes 

state-owned enterprises. WisdomTree believes CXSE better represents the long-term rebalancing in 

China’s economy, with approximately two-thirds of its exposure in technology and consumer companies. 

Large Outperformance in One Year: Why? Since the inception of the WisdomTree China ex-State-Owned 

Enterprises Index, it has outperformed the FTSE China 50 Index by more than 1,300 basis points (bps) 

and the MSCI China Index by 1,100 bps as of March 31, 2016. See standardized performance of the 

WisdomTree China ex-State-Owned Enterprises Index here. One way WisdomTree sought to differentiate 

this new China Index from the beginning was to include a broad cross section of China—including the 

H-shares trading in Hong Kong, as well as U.S.-listed American Depository Receipts (ADRs) that are often 

in the technology sector. We viewed these companies as key to driving China’s growth and included them 

from the inception of the Index. On June 10, 2015, there was a major decision focused on adding China 

A-shares to the MSCI Index family. MSCI delayed the addition of A-shares, which marked the peak of the 

Shanghai Composite Index in 2015, as investors became disappointed that there would not be an influx of 

capital into China A-shares.1 (Note: WisdomTree does not include A-shares in its Indexes yet either.) All 

eyes will be on MSCI’s 2016 announcement in anticipation of MSCI adding the A-shares at a future date. 

But A-shares inclusion is not the only important MSCI inclusion story. MSCI Adding ADRs One important 

factor causing CXSE to outperform the traditional China indexes is that CXSE already includes in major 

weights China ADRs trading in the U.S., while the traditional MSCI Indexes are in the process of adding 

exposure to them. Importantly, MSCI’s inclusion of these technology- and consumer-oriented China ADRs 

is being phased in in two tranches: the first occurred in November 2015, and the second is set to occur in 

May 2016. While there is uncertainty around the timing of A-shares’ inclusion in MSCI Indexes, we know 

with certainty that MSCI will double its weight in the ADRs that are already included in CXSE at full weights. 

Let’s look at performance during the last MSCI inclusion window for indications of which buying and selling 

pressures may impact relative performance in the coming weeks. MSCI Inclusion Factor: Set to Occur 

Again in May Over the period from October 15 to November 30, 2015, CXSE banked more than 1,250 

basis points of outperformance versus the MSCI China Index. See standardized performance of CXSE 
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here. Below we list the performance of the 10 largest ADRs by weight in CXSE and how they performed 

in the six weeks ahead of the first MSCI inclusion. As an example, Baidu.com averaged almost an 8% 

weight in CXSE but zero weight in the MSCI China Index over this period. This stock was up 45% over the 

six-week period ahead of the MSCI rebalance. MSCI China was down 4.61% over this period.2 Given that 

MSCI index-tracking Funds largely do not like to experience tracking error, it is unlikely that index Funds 

have their full exposure to these stocks yet. There is likely going to be buying ahead of the MSCI inclusion 

of greater weight to these ADRs.3 The ADRs now being added to MSCI China represent more than a third 

of CXSE weight and around 11% of the traditional cap-weighted MSCI China. We anticipate further selling 

in the other stocks in MSCI China, as they must make room for the addition of the new ADRs, and there 

will be buying pressure on these existing ADRs.3

Visit the CXSE page for current holdings. Bottom Line WisdomTree believes investors in Chinese ETFs 

should re-evaluate their exposures to China. The long-term motivation is that we believe the sector 

exposures in CXSE are more consistent with the economic policy and changes occurring in the region. But 

there is also some additional timely motivation that suggests now would be a very good time to make the 

switch—ahead of the second tranche of ADRs being added to the MSCI China Index, given the large weight 

these stocks represent in CXSE. 1Sources: WisdomTree, Bloomberg, refers to the Shanghai Composite 

Index level high on 6/12/15. 2Sources: WisdomTree, Bloomberg, 10/15/15–11/30/15. 3Source: MSCI, as 

of 3/31/16.
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Important Risks Related to this Article

Double-digit returns were achieved primarily during favorable market conditions. Investors should not 

expect that such favorable returns can be consistently achieved. A fund’s performance, especially for very 

short periods, should not be the sole factor in making your investment decision.

Past performance is not indicative of future results.

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 risks 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.
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