
Volume 2 Issue 1, 2021 

DOI: 10.6981/FEM.202101_2(1).0008 

51 

Frontiers in Economics and Management 

ISSN: 2692-7608 

Did DONALD TRUMP’s Election in 2016 Change the Character of 
Chinese on-Shore Versus off-Shore Stock Returns? 

Zhiyao Wang 
The Experimental High School Attached to Beijing Normal University, Beijing, 100032, China. 

Abstract 
This paper uses the Fama-French five-factor methodology to examine the impact of 
Donald Trump’s administration on on-shore versus off-shore stock market returns in 
China. The results can tell us the Trump administration has been a net negative influence 
relative to the Obama administration for domestic and foreign investors in Chinese 
stocks, and both on-shore and off-shore market became less effected by factors affect the 
Asian pacific ex japan market. 
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1. Introduction 

1.1. China issues in the 2016 US Presidential election 
Trump has emphasized trade with China as a matter of taking away America's rightful place. 
First, Trump has promised to declare China a currency manipulator under the comprehensive 
Trade and Competitiveness Act of 1988 immediately if he becomes President. 
Second, Trump said he would stop China from stealing American intellectual property.  
Third, Trump claims he will end unfair competition by bringing China up to the same Labour 
and environmental standards that American companies must meet. 

1.2. US/China relations under Obama and Trump[1] 
Donald J. Trump, a Republican, is the 45th U.S. president. His term is from 2017 to 2021. Barack 
H. Obama, a Democrat, was the 44th president. His two terms were from 2009 to 2017. 
The Obama administration negotiated the TPP. Trump did not say whether he would continue 
negotiations on TTIP. 
Trump withdrew from the Trans-Pacific Partnership. It would be the largest free trade 
agreement in the world. He threatened to pull out of NAFTA, the world's largest existing 
agreement. He said he would negotiate a better bilateral agreement. 
Trump advocates protectionism. In 2018, he started a global trade war. In January 2018, he 
imposed tariffs and quotas on imports of Chinese solar panels and washing machines. In March 
2018, he announced a 25% tariff on steel imports and a 10% tariff on aluminum. On July 6, 
Trump imposed tariffs on $34 billion worth of Chinese imports. On August 2, 2018, the US 
government announced a 25 percent tariff on $16 billion worth of Chinese goods. Trump has 
also promised to label China as a currency manipulator. He claims that China is artificially 
undervaluing its currency, the yuan, by 15-40%. 

1.3. On-shore versus off-shore stock investing 
Historical developments and presence of capital controls in China have resulted in the existence 
of different share classes for Chinese equities. They can be largely split into onshore and 
offshore ones: onshore equities include stocks that are traded on the mainland Shanghai or 
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Shenzhen Stock Exchanges, while their offshore counterparts are listed on Hong Kong, the US 
or other overseas bourses. 

2. Literature review  

There have been a number of studies on the impact of the trade war with the United States on 
the global economy or the Chinese economy. Evans O. [2] uses deadweight loss and the 
Harberger’s triangle to conduct research, which shows that trade wars are destructive not only 
to the US and China, but also to the entire global economy: first, the price of goods that directly 
affect the welfare of consumers rises; second, companies will face additional export costs; third, 
investors will become more nervous; fourth, some investors will diversify into Bitcoin and 
other cryptocurrencies; fifth, even developed countries could be hit by the trade war; and sixth, 
tariffs on exports from developing countries would rise sharply. 
O'Callaghan B. and Morales L. [3] mentioned that some econometric work on the financial 
markets in the "Greater China" region (Hong Kong, Taiwan and mainland China) in response to 
Trump's election as evidence that there has been no significant change in the market return 
performance of the "Greater China" region under the new US President's administration. 
China's stock market did not appear to have panicked or overreacted to the election, confirming 
the country's history of international financial shocks from which it has still managed to 
insulate itself. Another possibility is supposed to emerge with the implementation of the 
“Trump tariffs” that fringe countries such as Taiwan (and, under NAFTA, Canada) would feel 
the effects of Trump tariffs long before China itself. 
In Burggraf T., Fendel R. and Huynh T.L.D.'s paper [4], results from VAR model showed that 
Trump's tweets had a significant negative impact on stock prices and a positive impact on VIX. 
The results vary by industry, depending on how open they are to trade with China. The Granger 
causality estimate found one-way causality from Trump tweets to S&P 500 returns and VIX. 
There have also been previous studies on the difference between on-shore and off-shore share 
prices. Hui C.H., Wong J. and Li K.F. [5] claimed that the research on the RMB spot market 
showed that there was no evidence that fluctuations in the off-shore market would lead to 
abnormalities in the on-shore market. Going forward, price differences are likely to persist as 
long as information asymmetry persists with market segmentation and limited arbitrage. Still, 
the gap should narrow as mainland and Hong Kong's financial markets become more integrated 
and Mainland China's capital account liberalization proceeds. 
Then there is the study of Trump's China trade policies. Malawer S. [6] claimed that President 
Trump's analysis of the persistent US-China trade imbalance reveals a fundamental 
misunderstanding of basic economics. During the 2016 campaign, candidate Trump made two 
important promises: to bring jobs back to the US from other countries, notably China, and to 
eliminate the US trade deficit. But, as Barack Obama said in his farewell address, many 
American jobs have been lost to factory automation rather than imports. Moreover, if the 
China’s central bank pursues an easy exchange rate policy, much of the labour-intensive 
imports from China will be produced in other low-wage countries rather than in domestic 
factories. 
Under the background that the three-factor model is constantly questioned, Fama and French 
[7] put forward the five-factor model. The main advantage of this model is that it can predict 
the relationship between each factor affecting the rate of return under the framework of 
dividend discount. Compared with the three-factor model, the five-factor model mainly adds 
two factors of profitability and investment style, and more comprehensively includes the 
factors that may affect the stock return rate. Using this five-factor model, this paper will study 
on how Trump’s election impact the Chinese on-shore versus off-shore stock market. 
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3. Data and Methodology  

The CNY / USD exchange rate is from the China foreign exchange trade system, the SSE 180 
Shanghai stock exchange index is from eastmoney.com and the MSCI iShares China ETF is from 
www.iShares.com. The data are all dated from 5/2/2013 – 5/29/2020. Factor data are the 
Fama-French Asia-Pacific ex Japan five factors data plus risk-free rate from 5/2/2013 to 
5/29/2020 plus risk-free rate, which are 3.5 years before Trump’s election, 5/2/2013 – 
11/8/2016, and 3.5 years after Trump’s election, 11/9/2016 – 5/29/2020. 
The data was analyzed using Fama-French five-factor model, the equation is shown below. 

𝑟 − 𝑟 = 𝛽 𝑟 − 𝑟 + 𝛽 𝑆𝑀𝐵 + 𝛽 𝐻𝑀𝐿 + 𝛽 𝑅𝑀𝑊 + 𝛽 𝐶𝑀𝐴 + 𝜀  
The first three factors Rmt-Rft, SMBt and HMLt are the well-known market, size and value 
factors introduced in FF (1992). The factor RMWt is the difference in returns in period t of 
diversified portfolios of stocks with robust and weak profitability. The factor CMAt is the 
difference in returns in period t of diversified portfolios of conservative and aggressive firms 
with respect to investment behavior. Then multiple linear regression was used to analyze the 
data (the beta and alpha). 

4. Descriptive Statistics and Plots 

 
Table 1 Descriptive statistics under Obama’s administration 

Statistics 
CNY/ 
USD 

Portfolios Fame-French Asia-Pacific ex-Japan 
sse 

180 -
RF 

iShares MSCI 
China ETF 

(MCHI) -RF 

MSCI 
CNY -

RF 
Mkt -RF SMB HML RMW CMA RF 

Mean 2.80% 
9.15

% 
3.53% 

6.43
% 

-1.00% 3.29% 4.65% -0.54% 5.59% 0.00% 

Volatility 2.61% 
27.94

% 
23.87% 

23.63
% 

14.76% 9.29% 7.15% 7.25% 4.79% 0.00% 

Sharpe 1.07 0.33 0.15 0.27 -0.07 0.35 0.65 -0.07 1.17  
Skew 2.87 -0.61 0.03 0.04 -0.03 -0.71 0.3 0.4 0.33  

Kurtosis 25.89 4.88 3.52 3.65 3.19 12.27 0.9 7.21 2.17  

 
Table 2 Descriptive statistics under Trump’s administration 

Statistics 
CNY/ 
USD 

Portfolios Fame-French Asia-Pacific ex-Japan 
sse 

180 -
RF 

iShares MSCI 
China ETF 

(MCHI) -RF 

MSCI CNY 
-RF 

Mkt -
RF 

SMB HML RMW CMA RF 

Mean 1.43% 
1.91

% 
7.33% 10.48% 

-
1.23% 

-8.60% -2.90% 10.70% -2.42% 1.60% 

Volatility 4.13% 
17.46

% 
22.46% 21.00% 

15.76
% 

6.59% 7.39% 6.35% 4.97% 0.16% 

Sharpe 0.35 0.11 0.33 0.5 -0.08 -1.31 -0.39 1.68 -0.49 10.08 
Skew 0.26 -0.46 -0.41 -0.37 -1.08 -0.38 -0.26 0.44 0.41 0.57 

Kurtosis 2.16 2.45 2.28 2.5 10.77 2.66 3.8 4.41 4.3 1.1 

 
The CNY/USD exchange rate dropped from 2.8% to 1.43% shows that the exchange rate 
strength twice under Obama’s administration than under Trump’s. SSE 180 dropped from 9.15% 
to 1.91%, however, MSCI USD and CHY raised from 3.53% and 6.43% to 7.33% and 10.48%. 
This means that on-shore was better under Obama’s administration but off-shore was worse. 
From the factor data we can find that Mkt remained nearly the same with a data around -1.00%, 
but the other four factors had a contrary sign under different administrations. Especially the 
RMW factor, which had a small negative data under Obama’s administration, had a large 
positive data after Trump was elected. From the second row we can find that the volatility of 
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the exchange rate was twice under Trump’s administration than under Obama’s, which 
indicates that the change rate became more fluctuate after Trump’s election. The volatility of 
SSE 180 went down from 27.94% to 17.46%, and the others (the five factors and the off-shore 
market) remained nearly the same. The sharpe of SMB, HML and CMA changed from positive to 
negative, and the sharpe of RMW increased from negative to positive. The skew of both MSCI 
USD and CNY and HML changed from skew to left to skew to right. The kurtosis of CNY/USD 
change rate dropped dramatically from 25.89 to 2.16. CNY/USD change rate, SSE180, MSCI USD 
and CNY and SMB changed from fat tails to thin tails, however, HML and CMA changed from 
thin tails to fat tails. 

 
Plot 1 MSCI USD versus SSE 180 under Obama’s administration 

 

 
Plot 2 MSCI USD versus SSE 180 under Trump’s administration 
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From plot 1 and plot 2 we can see that both two plots have a positive relationship between SSE 
180 and MSCI USD, and all the dots scattered evenly around the regression line. Under Obama’s 
administration, the SSE return ranged from -20% to 15%, however, there are no SSE return 
beyond 10% under Trump’s administration. The slope which is the MSCI USD versus the SSE 
180 is about two thirds under Obama’s administration, after Trump was elected the slope 
increased to about one. The slope means when SSE 180 return increases 1%, the MSCI USD will 
increases 0.67% under Obama’s administration and increases 1% under Trump’s 
administration. From the data we can know that after Trump was elected, foreign investors feel 
more optimistic on Chinese stock markets, and China domestic investors feel less optimistic on 
Chinese stock markets. 

5. Regressions 

Table 3 Regressions under Obama’s administration 
sse 180, r2 = 0.24 CMA RMW HML SMB Mkt-RF Alpha 

Coefficient -0.39 -0.2 0.59 0.72 0.94 9.4% 
t-stat -1.2 -0.7 2.3 3.5 8.6 0.7 

MSCI USD, r2 = 0.56 CMA RMW HML SMB Mkt-RF Alpha 
Coefficient -0.37 -0.43 0.24 0.12 1.24 6.7% 

t-stat -1.8 -2.4 1.5 0.9 17.6 0.8 
MSCI CHY, r2 = 0.54 CMA RMW HML SMB Mkt-RF Alpha 

Coefficient -0.38 -0.46 0.22 0.1 1.19 9.8% 
t-stat -1.8 -2.5 1.3 0.8 16.6 1.1 

 
Table 4 Regressions under Trump’s administration 

sse 180, r2 = 0.38 CMA RMW HML SMB Mkt-RF Alpha 
Coefficient -0.53 -0.1 0.5 0.13 0.69 5.4% 

t-stat -2.5 -0.5 2.6 0.9 10.4 0.7 
MSCI USD, r2 = 0.49 CMA RMW HML SMB Mkt-RF Alpha 

Coefficient -0.28 -0.39 -0.02 -0.26 0.94 11.3% 
t-stat -1.1 -1.7 -0.1 -1.6 12.1 1.2 

MSCI CHY, r2 = 0.45 CMA RMW HML SMB Mkt-RF Alpha 
Coefficient -0.23 -0.43 -0.15 -0.28 0.83 12.6% 

t-stat -1 -1.9 -0.7 -1.7 11 1.4 
 
First of all, the r^2 of SSE 180 increased and the r^2 of both MSCI decreased, which means that 
the fitting degree of linear regression became better in on-shore stock market and worse in off-
shore stock market after Trump was elected. The high positive SSE alpha under Obama’s 
administration dropped dramatically under Trump’s administration. But the alpha of off-shore 
stock market react oppositely. The MSCI USD alpha increased from 6.7% to 11.3%, and the MSCI 
CHY increased from 9.8% to 12.6%. 
Second, for the on-shore stock market, the two new ff factors are both negatively related to the 
spread return. The CMA’s absolute value increased and the RMW’s decreased after Trump’s 
election. What’s more, the other three factors, including Mkt, SMB and HML, positively related 
to the spread return. All these three absolute value decreased under Trump’s administration, 
especially SMB, which dropped from 0.72 to 0.13. From these data, we can find that after Trump 
was elected, the spread return only more exposed to the CMA factor and exposures to the other 
four factors (Mkt, SMB, HML and RMW) dropped. Because the coefficient means that when 
other four factors remain unchanged, the spread return increases X% for every 1% increases 
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in that specific factor, where X is the coefficient, for instance, when others remain unchanged, 
the spread return increases 0.13% for every 1% increases in SMB under Trump’s 
administration, so we can claim that Chinese market became less effected by factors affect the 
Asian pacific ex japan market. 
Finally, for the off-shore stock market, the two new factors negatively related and the other 
three factors positively related to the market under Obama’s administration. However, after 
Trump’s election, the coefficients of SMB and HML changed from positive to negative. The 
absolute value of SMB increased, and the absolute value of the other four factors dropped, 
which shows that the exposure to SMB increased and the exposure to the other four factors 
dropped. Since the drop in exposure means the spread return became less effected by the factor, 
we can say that Chinese off-shore market became less effected by factors affect the Asian pacific 
ex japan market after Trump’s election. 

6. Conclusion  

In this paper, we use Fama-French five-factor model to explore how Trump’s election changed 
the character of Chinese on-shore and off-shore stock market. From the paper, we find that 
Trump’s election changed the character of Chinese stock dramatically and there is a net 
negative influence relative to the Obama administration for domestic and foreign investors in 
Chinese stock. After Trump’s election, the CNY/USD change rate decreased and became more 
fluctuate. Besides, off-shore market became better and on-shore market became worse after 
the election, and foreign investors feel more optimistic on Chinese stock market than domestic 
investors do. 
For the on-shore stock market, spread return became more exposed to CMA and less exposed 
to Mkt, SMB, HML and RMW; for the off-shore stock market, spread return became more 
exposed to SMB and less exposed to Mkt, CMA, HML and RMW. Both the Chinese on-shore and 
off-shore stock markets became less effected by factors affect the Asian pacific ex japan market. 
There is no denying that this paper have some limitations. Since Trump is still in office, this 
paper only use a 3.5 years data under Obama’s administration and under Trump’s 
administration. Further work should use all the data from Trump presidency, which will make 
the conclusion more accurate. 
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