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The S&P China BMI (Broad Market Index) and FTSE China 25 are two of the most widely
used Chinese equity indices. However, they employ vastly different methodologies,
resulting in highly differentiated index portfolios and divergent long-term performance
characteristics. Over the last several years, the sector and size diversification of the S&P
China BMI has resulted in relative outperformance on both an absolute and risk-adjusted
basis, when compared to the FTSE China 25.
The FTSE China 25 measures the performance of 25 of the largest, most liquid Chinese
stocks listed on the Hong Kong Stock Exchange. This methodology results in the
1
following characteristics :
• An easily traded index basket with highly liquid constituents
• Limited market coverage (approximately 50%)
• Biased sector exposures that overly weight export-oriented sectors
• The exclusion of many Chinese stocks available to global investors due to
limiting the universe to Hong Kong listings
• Less attractive long-term historical performance relative to the S&P China BMI,
driven by large-cap bias and concentration in underperforming sectors
The S&P China BMI measures the investable universe of Chinese stocks available to
1
global investors. This methodology results in the following characteristics :
• A high level of market coverage (approximately 98%)
• Sector exposures representative of the Chinese equity market with significant
exposure to sectors with high sensitivity to the local economy
• Inclusive eligibility criteria to ensure there are no exclusions based on listing
venue
• The inclusion of smaller companies, which have historically generated higher
growth
• Strong long-term performance track record driven by broad sector and size range
coverage

Methodology Overview
The S&P China BMI is a sub-index of the S&P Global BMI. It includes all Chinese stocks
that are accessible to global investors (i.e. the index excludes A-Shares) which have at
least USD 100 million in float-adjusted market capitalization and USD 50 million in annual
value traded. The index is weighted by float-adjusted market capitalization, undergoes a
full review annually and is reviewed for share changes and new IPOs quarterly. Buffers
on size and liquidity thresholds are employed at each annual review to reduce turnover.
The FTSE China 25 comprises the largest 25 Chinese-domiciled companies listed on the
Hong Kong Stock Exchange, as measured by total market capitalization. Constituents
are weighted by float-adjusted market capitalization, and the index undergoes a full
review on a quarterly basis. At each quarterly review, single stocks are capped at 10%,
and the sum of all stocks weighing greater than 5% is capped at 40% in order to reduce
single-stock concentration. Buffers are also employed at each quarterly review to reduce
turnover.
___________________________
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Information relating to the FTSE China 25 can be found on the FTSE website, www.ftse.com.
Information relating to the S&P China BMI can be found on the S&P Indices website,
www.indices.standardandpoors.com.
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Sector Representation
As illustrated in Exhibit 1, the FTSE China 25 includes stocks from just five of the ten
GICS sectors and is highly concentrated in financials (53%) and energy (24%). On
the other hand, the S&P China BMI is broadly reflective of the Chinese equity market
including stocks from all ten sectors.
Exhibit 1: Sector Weight Comparison – S&P China BMI and FTSE China 25

The S&P China BMI
is broadly reflective
of the Chinese
equity market
including stocks
from all ten sectors.

Source: S&P Indices; Bloomberg. Data as of December 31, 2011. Charts are provided for
illustrative purposes. FTSE does not use GICS. However, the FTSE China 25 constituents
have been mapped to GICS in order to facilitate a direct comparison of sector weightings.

Furthermore, the S&P China BMI has meaningful representation in the consumerrelated and information technology sectors, which have significant exposure to the
local Chinese economy. However, the FTSE China 25 is highly concentrated in
large financial institutions and energy companies, which tend to be driven by global
market factors.

Market Coverage
The S&P China BMI captures approximately 98% of the Chinese equity market
capitalization available to global investors. Using the S&P China BMI as a proxy for
the market, Exhibit 2 illustrates that the FTSE China 25 represents roughly half of
the market. As a reference point, most popular tradable indices -- such as the S&P
500 and the S&P/TSX 60 -- aim to capture approximately 70% of the investable
market. Furthermore, recognizing that tradable indices with fixed stock counts can
often develop sector biases, these indices also take into consideration sector
diversification when selecting constituents. Because the FTSE China 25 has a low
fixed stock count relative to the size of the market and does not consider sector
diversification, the resulting index portfolio has limited market coverage and
substantial sector biases.
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Exhibit 2: Market Coverage Comparison
Float Market Cap
($ Billion)
Sector

The universe of the
S&P China BMI is
broad and includes
H-Shares, BShares, Red Chips
and stocks listed on
non-Asian trading
venues such as
those in the U.S

FTSE
China 25

S&P China
BMI

% of
S&P
China
BMI

Number of
Stocks
FTSE
S&P
China
China
25
BMI

Consumer Discretionary

0.0

43.3

0.0%

0

77

Consumer Staples

0.0

40.7

0.0%

0

50

Energy

95.1

105.8

89.9%

6

22

Financials

179.2

219.0

81.8%

12

64

Health Care

0.0

13.1

0.0%

0

29

Industrials

1.6

57.0

2.7%

1

95

Information Technology

0.0

82.8

0.0%

0

58

Materials

7.8

36.4

21.5%

3

62

Telecom Services

68.8

69.8

98.5%

3

5

Utilities

0.0

13.8

0.0%

0

16

Total
352.4
681.6
51.7%
25
478
Source: S&P Indices; Bloomberg. Data as of December 31, 2011. Tables are provided for
illustrative purposes.

Eligibility Criteria
All shares meeting the S&P Global BMI minimum size and liquidity requirements
that are accessible to foreign investors and issued by Chinese-domiciled companies
are eligible for inclusion in the S&P China BMI, regardless of listing venue. The
result is a broad universe of securities including H-Shares, B-Shares, Red Chips
and stocks listed on non-Asian trading venues such as those in the U.S. The FTSE
China 25, on the other hand, requires stocks to be listed on the Hong Kong Stock
Exchange, limiting its universe to H-Shares and Red Chips. Most notably, this
methodological difference results in the FTSE China 25 excluding some large
Chinese information technology companies that are listed on the NASDAQ. For
example, Baidu is the fourth largest constituent of the S&P China BMI, yet is not a
member of the FTSE China 25.
Exhibit 3: Top Ten Stocks in S&P China BMI
Name

Sector

Index Weight

China Mobile Ltd.

Telecom.

7.4%

China Construction Bank Corp

Financials

7.4%

Industrial & Commercial Bank of China

Financials

5.3%

Baidu.com ADR

Info. Tech.

4.7%

Energy

4.1%

PetroChina Co Ltd H Shares

Energy

3.9%

Bank of China Ltd H Shares

Financials

3.3%

Tencent Holdings Ltd.

Info. Tech.

3.0%

China Life Insurance Co Ltd

Financials

2.7%

Energy

2.6%

CNOOC Ltd.

China Petroleum & Chemical Corp

44.3%
Total
Source: S&P Indices; Bloomberg. Data as of December 31, 2011. Tables are provided for illustrative
purposes.
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Exhibit 3 (cont.): Top Ten Stocks in FTSE China 25

Both sector and size
diversification have
contributed
significantly to the
relative
outperformance of
the S&P China BMI
over the past five
years.

Name

Sector

China Mobile Ltd.

Telecom.

7.4%

China Construction Bank Corp

Financials

7.4%

Industrial & Commercial Bank of China

Financials

5.3%

Baidu.com ADR

Info. Tech.

4.7%

CNOOC Ltd.

Energy

4.1%

PetroChina Co Ltd H Shares

Energy

3.9%

Bank of China Ltd H Shares

Financials

3.3%

Tencent Holdings Ltd.

Info. Tech.

3.0%

China Life Insurance Co Ltd

Financials

2.7%

Energy

2.6%

China Petroleum & Chemical Corp

Index Weight

44.3%
Total
Source: S&P Indices; Bloomberg. Data as of December 31, 2011. Tables are provided for illustrative
purposes.

Performance Comparison
As shown in Exhibit 4, broad coverage has enhanced the long-term performance of
the S&P China BMI relative to the FTSE China 25 on both an absolute and riskadjusted basis. In fact, both sector and size diversification have contributed
significantly to the relative outperformance of the S&P China BMI over the past five
years.
Exhibit 4: Performance Comparison
S&P
China BMI
Annualized Returns
1-Year
3-Year
5-Year
Risk (% pa)
3-Year Std Dev
5-Year Std Dev
Sharpe Ratio
3-Year
5-Year

FTSE
China 25

-19.92%
14.05%
3.77%

-17.03%
9.70%
0.84%

26.93%
33.74%

25.95%
33.69%

0.1780
0.0701

0.1383
0.0454

Source: S&P Indices; Bloomberg. Data as of December 31, 2011. Tables are provided for illustrative
purposes. Past performance is not a guarantee of future results.

Sector Diversification as a Driver of Growth
As illustrated in Exhibit 5, several sectors that have no representation in the FTSE
China 25 have seen very strong performance over the past five years. For example,
the information technology sector of the S&P China BMI has returned an annualized
19% per year and consumer staples has gained nearly 7% per year. Exposure to
these sectors has positively impacted the performance of the S&P China BMI
relative to the FTSE China 25.
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Exhibit 5: Five-Year Annualized Total Return by Sector

Source: S&P Indices. Data as of December 31, 2011. Graphs are provided for
illustrative purposes. Past performance is not a guarantee of future results. The
teal bars represent sectors not included in the FTSE China 25. The gray bars
represent sectors included in both the S&P China BMI and FTSE China 25.

Exhibit 6 illustrates the contribution of each sector to the five-year cumulative return
of the S&P China BMI. As the most heavily weighted sector, financials had the most
significant impact on performance. However, information technology, consumer
discretionary and consumer staples also made significant positive contributions to
overall performance.
Exhibit 6: Sector Contribution to Five-Year Total Return

Source: S&P Indices. Data as of December 31, 2011. Graphs are provided for illustrative
purposes. Past performance is not a guarantee of future results. The teal columns
represent sectors not included in the FTSE China 25. The gray columns represent sectors
included in both the S&P China BMI and FTSE China 25.
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Size Diversification as a Driver of Growth
While the FTSE China 25 comprises only the largest Chinese stocks, the S&P China
BMI includes nearly 500 securities covering the full range of large-, mid- and smallcap size segments. Despite poor recent performance, Chinese small-caps have
outperformed large- and mid-caps over the longer term, contributing positively to the
performance of the S&P China BMI relative to the FTSE China 25 over the past five
years.
Exhibit 7: Size Range Performance Comparison
S&P China
LargeMidCap

S&P China
SmallCap

Annualized Returns

Despite poor recent
performance,
Chinese small-caps
have outperformed
large- and mid-caps
over the longer
term.

1-Year

-17.06%

-33.12%

3-Year

13.09%

19.07%

5-Year

3.57%

6.19%

Risk (% pa)
3-Year Std Dev

25.90%

33.51%

5-Year Std Dev

33.67%

37.12%

0.1727

0.1966

Sharpe Ratio
3-Year

5-Year
0.0682
0.0907
Source: S&P Indices. Data as of December 31, 2011. Tables are provided for illustrative purposes. Past
performance is not a guarantee of future results.

Conclusion
The S&P China BMI is designed to be a comprehensive, yet investable benchmark
for the Chinese equity market. It includes large-, mid- and small-cap stocks, and its
sector composition is reflective of the broad Chinese equity market.
On the other hand, the FTSE China 25 comprises 25 of the largest and most liquid
Chinese equities listed on the Hong Kong stock exchange. The result is a large-cap
portfolio that is highly liquid and tradable but narrowly focused and highly
concentrated in certain sectors.
Over the last several years, the sector and size diversification of the S&P China BMI
has resulted in relative outperformance on both an absolute and risk-adjusted basis,
when compared to the FTSE China 25.

ETF Linked to the S&P China BMI
ETF
SPDR S&P China ETF

Ticker
GXC

Sign up to receive future editions of Practice
Essentials or download past publications at
www.spindices.com.
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Disclaimer
Copyright © 2012 by S&P/Dow Jones Indices LLC, a subsidiary of The McGraw-Hill Companies. All rights reserved. STANDARD & POOR’S
and S&P are registered trademarks of Standard & Poor’s Financial Services LLC. “Dow Jones” is a registered trademark of Dow Jones
Trademark Holdings LLC (“Dow Jones”). Redistribution, reproduction and/or photocopying in whole or in part is prohibited without written
permission. This document does not constitute an offer of services in jurisdictions where S&P/Dow Jones Indices LLC, Dow Jones or their
respective affiliates, parents, subsidiaries, directors, officers, shareholders, employees or agents (collectively “S&P Dow Jones Indices”) do
not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any
person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties.
Any returns or performance provided within are for illustrative purposes only and do not demonstrate actual performance. Past performance is
not a guarantee of future investment results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other vehicle that is
offered by third parties and that seeks to provide an investment return based on the returns of any S&P Dow Jones Indices index. There is no
assurance that investment products based on the index will accurately track index performance or provide positive investment returns. S&P
Dow Jones Indices is not an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing
in any such investment fund or other vehicle. A decision to invest in any such investment fund or other vehicle should not be made in reliance
on any of the statements set forth in this document. Prospective investors are advised to make an investment in any such fund or other
vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar
document that is prepared by or on behalf of the issuer of the investment fund or other vehicle. Inclusion of a security within an index is not a
recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public from sources
believed to be reliable. No content (including ratings, credit-related analyses and data, model, software or other application or output
therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored
in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for any
unlawful or unauthorized purposes. S&P Dow Jones Indices and any third-party providers (collectively S&P Dow Jones Indices Parties) do not
guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are not responsible for any
errors or omissions, regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any
data input by the user. The Content is provided on an “as is” basis. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL
EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS
FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S
FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or
lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.
S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not
available to other business units. S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain
non-public information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive
fees or other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.

