
 

 

 

Investors retreat from China    

 
In the wake of dollar strength and slowing economic growth, investors continue to pull capital from 
Chinese ETFs whereas emerging markets funds see positive inflows in April and May.  
 

 April inflows of $2.4bn into emerging market ETFs reverse Q1 outflows 

 But Chinese and Hong Kong tracking ETFs seen $7.2bn of outflows in April 

 Net $18bn withdrawn from Chinese and Hong Kong ETFs in last 12 months 
 

Emerging market inflows return in Q2  
Reports of large fund outflows from emerging 
economies in the first quarter of the year are 
in step with ETF fund flows over that period. 
Emerging market ETFs have seen significant 
outflows since the end of August last year.  
 
But this trend has slowed in recent weeks, 
driven by US dollar weakness and a recovery 
in global oil prices. 
   

 
 
Unwinding of the carry trade 
Dollar strength and emerging market currency 
depreciation continued uninterrupted from 
June 2014 up until March 2015. During this 
time, the US dollar appreciated by 23% as 
measured by Powershares DB US Dollar 
Bullish fund.  
 
The fund invests in a basket of physical 
currencies tracking the performance of the 
DB Long US Dollar Index. The ETF’s NAV 

has receded by 6% since March, trimming its 
12 month increase to16%. 
 

 
 
The US dollar strength during 2014 and 2015 
was accompanied by oil’s almost 
synchronised price collapse, due to record 
production levels in the US. The fracking 
revolution in shale oil & gas resulted in a 
North American glut in oil supply, placing 
downward pressure on prices.   
 
Oil prices have only just started to recover, 
but the price movements have already 
impacted dependant emerging markets like 
South American and Nigeria.  
 
Although dollar strength and oil price 
weakness has affected most countries 
dependant on oil exports, China’s slowing 
growth looks to have had the biggest impact 
on investor sentiment in the segment.   
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Emerging markets ETF flows turn positive 
One of the largest ETFs tracking emerging 
markets is the Vanguard Emerging Markets 
ETF (VWO). 
  

 
 

Launched in 2005, the VWO currently has 
almost $50bn in AUM. The majority of assets 
track Apac exposure with large Chinese, 
Hong Kong and Taiwanese securities 
exposures. 
 

 
 
The fund witnessed $740m of outflows in the 
opening two months of the year. Despite 
subsequent inflows of $560m since then, the 
fund is still over $180m down from the start of 
the year. 
 

Chinese and HK outflows continue 
The net overall outflows out of emerging 
market funds since the start of the year match 
those seen in Chinese and Hong Kong 
focused funds.  
 
Combined ETFs tracking China and Hong 
Kong have seen investors pull a net $18bn 
over the last 12 months; a trend which has 
continued since the end of Q1. 
 

 
 
These outflows highlight negative sentiment 
as concerns mount over worrying data points 
in the Chinese economy; a potential 
economic slowdown may occur faster than 
previously expected.  
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