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This was expected to be the year of the global economic slowdown. But the year-to-date

synchronized rally in global equities has stolen the spotlight.

 

Chinese equities have been the star performer so far. The MSCI China Index (MXCN)

returned 17.69% in the first quarter of 2019, marking the strongest quarter of

performance in almost 10 years.1

 

The year-to-date performance of the WisdomTree China ex-State-Owned Enterprises Index (C

HXSOE) has been even stronger than MXCN’s. CHXSOE returned 26.60% in the firstCHXSOE returned 26.60% in the first

quarter of 2019, delivering 891 quarter of 2019, delivering 891 basis points (bps)basis points (bps) of outperformance over MXCN.  of outperformance over MXCN. 

 

A significant source of CHXSOE’s outperformance was the exclusion of companies owned or

influenced by the government. CHXSOE invests only in non-state-owned enterprises (non-SO

Es), which are defined as companies with less than 20% government ownership.

 

The quarter-to-date and since-inception outperformance of CHXSOE versus MXCN (figure 1)

confirms the intuition that non-SOEs are less constrained by the government’s agenda.

Thus, they’re better able to drive operational efficiencies in alignment with maximizing

shareholder return. 

 

Figure 1: CHXSOE Outperformance vs. MSCI China IndexFigure 1: CHXSOE Outperformance vs. MSCI China Index
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Dissecting CHXSOE’s excess return in the most recent quarter, we find that the

Financials sector has been the greatest contributor to outperformance by a significant

margin (figure 2). The Financials sector added 305 bps of outperformance and accounted

for about a third of CHXSOE’s excess return in the first quarter of 2019. For context,

the added return from the Financials sector was equal to the combined contribution from

the next top-three ranking sectors: Consumer Discretionary (+108 bps), Information

Technology (+105 bps) and Health Care (+92 bps).

 

 

Getting more granular, the contributions from being under-weight in SOE financial

companies (+148 bps) and over-weight in their non-SOE competitors (+153 bps) were
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roughly equal in the first quarter of 2019.

 

More than half of MXCN’s allocation to the Financials sector is concentrated in the Big

Four state-owned banks: Industrial and Commercial Bank of China, China Construction

Bank, Agricultural Bank of China and the Bank of China.2 The exclusion of these Big Four

banks added 170 bps to CHXSOE’s excess return in the first quarter of 2019. 

 

The majority of CHXSOE’s allocation to Financials is held in Ping An Insurance Company

of China and its subsidiary Ping An Bank, which altogether contributed 133 bps of

outperformance in the first quarter of 2019. 

 

Comparing the fundamentals of Ping An Bank and Ping An Insurance to the average of the

Big Four helps explain CHXSOE’s recent outperformance (figure 3).3

 

Ping An Bank has driven greater deposit and loan growth, and it has a steeper net intere

st margin than the SOE-bank average over the last five years. Ping An Bank’s relative

strength has benefited its parent company, Ping An Insurance. The insurer has delivered

a higher return on equity than the Big Four average, with a similar level of leverage

and greater balance sheet growth. 

 

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

 

 

For investors who prefer to limit their exposure to state-owned-enterprises, the WisdomT

ree China ex-State-Owned Enterprises Fund (CXSE) could be a well-suited investment. 

 

 

1Sources: WisdomTree, Bloomberg, as of 3/31/19.

2As of 5/1/19, the WisdomTree China ex-State-Owned Enterprises Fund does not hold

Industrial and Commercial Bank of China, China Construction Bank, Agricultural Bank of

China or the Bank of China

3As of 5/1/19, the WisdomTree China ex-State-Owned Enterprises Fund held 9.4% and 1.0% of

its total weight in Ping An Insurance Company of China and Ping An Bank, respectively.

Important Risks Related to this ArticleImportant Risks Related to this Article

Additional Index information is available at www.wisdomtree.com.

 

References to specific securities and their issuers are for illustrative purposes only

and are not intended to be, and should not be interpreted as, recommendations to

purchase or sell such securities.
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There are risks associated with investing, including the 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,

including A-shares, which include the risk of the Stock Connect program, 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 increases its

vulnerability to any single economic or regulatory development related to such sector.

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.

For the top 10 holdings of XSOE please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/xsoe

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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

MSCI China IndexMSCI China Index  : A free float-adjusted, market capitalization-weighted equity index

designed to measure the performance of the Chinese equity market.

Basis pointBasis point  : 1/100th of 1 percent.

Ex-SOEsEx-SOEs  : ex-state owned enterprises or companies that are neither wholly or partially

owned and operated by a government.

Net interest marginNet interest margin  : A measure of the difference between the interest income

generated by banks or other financial institutions and the amount of interest paid out

to their lenders (for example, deposits), relative to the amount of their (interest-

earning) assets.

LeverageLeverage  : Total assets divided by equity. Higher numbers indicate greater borrowing to

finance asset purchases; leverage can tend to make positive performance more positive

and negative performance more negative.
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