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We see four considerations for investors resulting from the recent scrutiny of Didi

Chuxing Technology Co. (Didi) and Chinese regulators:

1. The differences between Didi and Ant Financial: Ant was already approved to list

in mainland China and Hong Kong. Its IPO was halted due to concern about its role in

systematic financial risk. Due to profitability requirements, Didi likely wouldn’t get

listing approval in Hong Kong or mainland China but its investors didn’t want to miss

its current U.S. equity market valuation. It appears to have defied Chinese regulators

request to delay its listing. In this regard, Didi’s situation has its own      

idiosyncratic risks, and is therefore not a good comparison to Ant Financial. 

Chinese regulators want a formal say in Chinese firms listing offshore, which they

didn’t have before. So far, the concern is more about listings in the U.S., rather

than Hong Kong. Neither the U.S. nor China wants Chinese firms to list in the             

U.S. The biggest benefactor will likely be the Hong Kong stock exchange. 

We wrote last year that one signal of the U.S. and China moving to improve their

relationship would be working out the regulatory disagreement on listings. This episode

instead signals a continued and worsening political relationship between the U.S. and

China.

2. Will U.S. and foreign investor money move to Hong Kong? We believe this is the

biggest uncertainty. For institutional investors, it appears to be the case. After

Alibaba and other U.S.-listed companies completed their secondary listings, many

institutional investors switched U.S. shares for Hong Kong shares. WisdomTree has also

done the switch for companies like Alibaba that have sufficient trading liquidity. For

ETF investors, this has already happened.

In many of the unofficial speculations, Didi has suggested that a Hong Kong           

listing would get a 20%–30% valuation discount compared to a U.S. listing           . A

risk is that as Chinese tech firms move to Hong Kong, valuations will be compressed.

Tencent has always been listed in Hong Kong  and has dodged many regulatory headlines

with its savvy political sense. Its stock movement is partly indicative of valuation

compression due to the uncertainty related to Hong Kong’s political situation.

3. When it comes to regulation, we need to think beyond Chinese technology           .

Recently, BGI Genomics, a Chinese gene sequence company, was in the news for collecting

and storing genetic data. There are four laws that Chinese firms have to take seriously:

National Security Law, Internet Security Law, Data Security Law and Personal Information

Protection Law. It is no secret that Chinese firms have been more liberal in taking

personal data for algorithm training for profitability. Health care companies are as

much the target as technology companies. U.S. technology and health care firms could

face increasing scrutiny from the U.S. government as well.  

4. We believe the bigger risk is still macroeconomic growth. At the same time Didi was

in the headlines, the Chinese central bank, at the direction of the National Council,
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took the market by surprise by lowering the reserve requirement, which we see as more

significant than Didi’s news. That has been somewhat overlooked by the English language

media, which has focused more on the regulation risk. 

China’s trend economic growth in next 10 years is in the 4.5% to 5.5% range. For

the first half of 2021, growth is less than expected than the beginning of year

consensus forecast. Compared to regulations, this macro growth slowdown may be a

bigger risk to China’s equity market. China’s broad economic policies will         

likely have more impact on the country’s equities than its regulations.

China doesn’t have regular unemployment data by age, and unemployment is a lagging

indicator. But from open-source limited news releases, it appears to be among policy

makers’ list of main concerns. In particular, there is strong view in China that

unemployment, particularly youth unemployment is a political stability concern. In the

next two years, China may face many political transitions that could result in high

volatility for Chinese equities. 

China and U.S. 16-24 year old unemployment

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.

Related Blogs

+ Growth via ex-State-Owned China

+ The Unsaid Truths of China Tech

+ Geography of China’s Growth and Governance Disparity

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)

 

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

Initial public offering (IPO) : The first sale of stock by a private company to the

public.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

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.

Macro : Focused on issues impacting the overall economic landscape as opposed to those

only impacting individual companies.
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