
EM ex-China as an asset class - political or investment driven? 
 

With President Trump in China this week the above subject is worth reconsidering. 
 
Back in 2021 I visited the US to talk about Emerging Markets investment.  Despite the strong year that China had 
had in 2020, the investors I met were not favourably disposed to the country with the biggest weighting in the EM 
index.  Beijing was in the midst of clipping the wings of the entrepreneurial private sector.  One investor* shut 
down my presentation by opining that “Xi is bombing that country back to the Cultural Revolution”.  Another* by 
calling it “uninvestible”. 
 
The concept of EM ex-China has ebbed and flowed in allocators’ minds since that time.  There has certainly been 
a political tailwind to this dynamic.  Another allocator let me know how one of his pensioners stopped him in the 
street and told him in no uncertain fashion that he hoped he wasn’t giving any of his hard earned savings “to those 
Chinese fellas”*. 
 
As you know there has been a certain amount of state legislation that has prohibited investment in China. 
 
Ignoring the political motivations for a moment and instead looking at the investment side of the argument, what 
do we see?  Whilst China has been a happy hunting ground for investors in a number of years, there is little doubt 
that overall it has been hard yards across the last 20 years.  Periods of clover followed by scorched earth caused 
by largely unpredictable factors. 

 
 

China and EM ex-China Since 2017 
 

 

 
Source: Bloomberg 

 
As the chart above illustrates whilst China and EM ex-China have produced comparable returns between 2011 and 
2022 their paths over the last years have been divergent to say the least. 
 
Having benefitted from tech sector excitement and market reforms in the 2010s, China’s performance since 2021 
has been pedestrian, perking up in 2025 when DeepSeek popped up only to return to more dreary returns a few 
months later.  The parlous state of the property market and geopolitical tensions as well as the back to the future 

Normalised As Of 07/31/2017 

  China  

  EM ex-China  



policies alluded to above all played a part.  Given its weighting in the EM index this is significant particularly as 
other EM markets have done some decent things in the interim.  Since the end of 2021 in USD, the MSCI China 
Index is up 2.5% vs. the MSCI EM ex-China Index has risen 72.2%.  Annualised that is less than 1% compared to 
13%. 
 
Many of you will be unsurprised that the correlation between China and EM ex-China has fallen over this period 
given the difference in the drivers that determine the very different economies that are lumped together as EM. 
Health policies pursued during Covid perhaps provided a catalyst for this decline. 

 
 

Rolling 52-Week Correlation & 2-Year Moving Average: MSCI China vs MSCI EM ex China 
 
 

Source: Aubrey, MSCI 
 
 

There is further analysis showing whether adopting an EM ex-China approach with a separate China allocation is the way 
to go, even assuming that hard pressed allocators have the resource for pursuing such a strategy**.  I suppose it is also 
open to argument that this reduction in correlation is merely cyclical rather than secular in nature and may simply be 
reversed by a flick of the pen in Beijing. 
 
In the interests of transparency, we manage a EM ex China strategy.  However, if the above sparks an interest, we would 
be delighted to discuss the above further. 
 
*my thanks to Jeff, Kaz and Chris – your candour was, as ever, appreciated 
**MSCI 
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Mark Martyrossian | Director, Head of Distribution 

Mark joined Aubrey in 2017, having known Andrew Dalrymple for several 

years whilst working in Hong Kong together. 

Since 1987, Mark has been involved with Asian equities in a number of 

capacities. This began in equity sales before he established and managed a 

trading book for Crosby Securities in Hong Kong.  He was also responsible 

for initiating a corporate finance business focused primarily on China. After the sale of 

Crosby Securities, he joined Warburgs with his China team. On his return to London, Mark 

founded a FCA registered fund management business with a number of Asian equity 

strategies. He managed that business until 2016 when he sold his interest. 

Further Reading 

If you would like to read further articles, please select the following link - Aubrey Research 
 

Disclaimer 
This document has been issued by Aubrey Capital Management Limited which is authorised and regulated in the UK by the 
Financial Conduct Authority and is registered as an Investment Adviser with the US Securities & Exchange Commission. 
You should be aware that the regulatory regime applicable in the UK may well be different in your home jurisdiction. This 
document has been prepared solely for the intended recipient for information purposes and is not a solicitation, or an offer 
to buy or sell any security. The information on which the document is based has been obtained from sources that we believe 
to be reliable, and in good faith, but we have not independently verified such information and no representation or warranty, 
express or implied, is made as to their accuracy. All expressions of opinion are subject to change without notice. Any 
comments expressed in this presentation should not be taken as a recommendation or advice. Please note that the prices 
of shares and the income from them can fall as well as rise and you may not get back the amount originally invested. This 
can be as a result of market movements and of variations in the exchange rates between currencies. Past performance is 
not a guide to future returns and may not be repeated. Aubrey Capital Management Limited accepts no liability or 
responsibility whatsoever for any consequential loss of any kind arising out of the use of this document or any part of its 
contents. This document does not in any way constitute investment advice or an offer or invitation to deal in securities. 
Recipients should always seek the advice of a qualified investment professional before making any investment decisions. 
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