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CHINA AND INDIA ENERGY: TWwO
COUNTRIES FOR THE SAME TALE?

Ligian Ren — Director of Modern Alpha
12/10/2021

Chinese equities, particularly offshore equities, suffered relentlessly in the headlines
for their negative performance. India was the other way around: people 1ikely remembered
India’s heartbreaking pictures of 1its COVID surge, but not 1its top-performing equity
market.
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For definitions of indexes in the chart, please visit the glossary.
But when it comes to energy-particularly coal-generated electricity—the two countries
are remarkably similar.

About 70% of both cChina and India’s electricity are generated from coal. It’s the single
largest energy source, for electricity and other uses, in both countries. As shown in
the chart below China has a higher percentage of coal as energy source, which expands
past electricity, than India.

Figure 2: china and India: % Energy Sources from Coal
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And both 1India and china have been 1increasingly reliant on -imported energy, which
includes coal, oil and others.

Figure 3: India and China Energy Supply: % Imports
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Source: International Energy Agency, 1980-2019. This chart is indi cating the percentage of energy thatimperted to both India and China.
But 1in cChina, Tess than 10% of coal is imported. Because most top coal producers are
state-owned, the government also has some power in influencing the coal price.
Figure 4: India and China Coal: % Imported
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This was the energy and coal landscape in September when China was facing an electricity
shortage. It was forced to ration electricity until early November, except for those
companies considered highly energy inefficient, such as aluminum production.

Because China has relied on exports for 1its growth, which tend to come more from
manufacturing than services, electricity demand has gone up significantly. Coal prices
were very low in 2020 due to the pandemic, depressing coal output, and then reversed
rapidly. Electricity prices are regulated, which created a perfect storm as many
electricity generating companies were reluctant to generate electricity at a loss.

The following chart illustrates how dramatic electricity demand has dincreased after
initial coviD-related economic slowdown in 2020.

Figure 5: China Electricity: YTD Cumulative Electricity Production (%y/y)
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Source: China National Bureau of Statistics, Nov2018-0ct2021. This chart depicts the increase of electricity production year over year.

In the Tast two months, China’s National Development and Reform Commission (NDRC) has
asked state-owned coal producers to increase output and prioritize coal transportation,
increased coal -imports, relaxed the price band for electricity trading and allowed
electricity prices to increase 50% for high-energy-use industries.

The Zzhengzhou futures exchange also put Timits on who, and how many, domestic coal
futures contracts could be traded, reducing financial speculation. Coal prices, though
still elevated, have come down significantly.

The energy crunch thus far has been alleviated, before it made real, negative economic

impact, with the manufacturing official Purchasing Manager Index (PMI) dipping into

contraction in October.
Figure 6: New Castles Coal Futures Price
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Source: Bloomberg 01/01/18-11/17/21.
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In the short term, the current Chinese energy crunch is close to being over. But in the
Tong run, energy will continue to be the constraining factor for Indian and cChinese
growth.

The more volatile the weather and global demand, the more India and China will rely on
coal for energy.

As we discussed with Chase Taylor of Pinecone Macro in the China of Tomorrow podcast,
electricity and energy demand, in our opinion, will not be peaking soon. It is no wonder
that while china and India promised carbon neutrality in 2060 and 2070 respectively,
both countries want watered down Tlanguage on coal usage in their commitments and are
muted on any concrete targets in the next 5-10 years.

You can listen to the full episode below:

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2021/12/10/china-and-india-energy-two-countries-for-the-same-tale

wWisdomTree BLOG ARTICLE

IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1indicative 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 Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 qinternal 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 dinstruments 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 idinvestment decision and may not be relied on as such. Historical data and
analysis should not be taken as an 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

offshore : Refers to firms producing goods and/or services outside Japan, frequently in
the country to which they are being sold.

manufacturing sector. The PMI is based on five major indicators: new orders, inventory
levels, production, supplier deliveries and the employment environment. A reading above
50 indicates an expansion of the manufacturing sector compared to the previous month;
below 50 represents a contraction while 50 indicates no change.

Purchasing Managers’ 1Index (PMI) : An ‘indicator of the economic health of the
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