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As I highlighted in a previous blog post, automobile ownership in China represents a
major theme of emerging market consumer growth, as more people enter the middle class
and see their disposable income rise. In this post, I profile a Chinese automobile
company in the WisdomTree Emerging Markets Consumer Growth Index (WTEMCG) that has the
potential to capitalize from this trend: the Great wall Motor Company (GWM). The Great
wall Motor Company, as a brand, is to China what General Motors or Ford is to the uUnited
States. ¢ GWM is currently the number one SUV brand in China and has had the top-selling
1

domestic SUV model for 10 consecutive years.-  The company’s pick-up truck sales have
ranked first in the Chinese market in terms of sales volume of pick-up trucks for 15

consecutive years.? Dpuring the six-month reporting period ending June 2013, the Great
wall Motor Company sold 370,000 units of automobiles, representing a 41.33% increase

from the same period in 2012.3 This was outsized growth compared to the chinese auto
industry in general, which saw 10.7 million units sold in the first half of 2013, or a

12.3% increase.* According to the Great wall Motor Company, “SUV models, especially those
that boasted high price-performance, brand equity and stunning exterior design,
continued to maintain a relatively high growth, with aggregate sales volume growth
surpassing the overall growth rate of the PRC [People’s Republic of China] automobile

market for several years in a row.”® Great wall Motor’s Haval H6 model continues to
provide strong sales, while the newly launched Haval M4, a smaller Suv model, has also
seen robust demand. oOverall, the group’s SUV models saw a 77.96% 1increase 1in sales
during the first six months of 2013 compared to the same period in 2012. Historical
Sales and Profitability To put the recent growth in context, it is interesting to also
note the company’s historical growth rate in sales and profitability: Figure 1l: Great
wall Motor Company Sales and Profitability (RMB Billions)
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Source: Great Wall Motor Co. 2012 Annual Report. Past perfarmancs is not indicative of future results. B . .
. Impressive Historical

Growth - Similar to its most recent reporting period, the Great wall Motor Company has
seen impressive growth in sales and profitability over the past five years. Revenue is
up by a factor of 5, while profits have grown by a factor of 11. Even more impressive
than the annual growth rate was Great wall’s ability to grow profitability twice as fast
as sales over the period. Typically, when profitability increases faster than revenues,
it’s a sign that a company 1is experiencing higher margins and increased efficiency,
which is also beneficial for future growth. « Profit Growth Exceeded Stock Return -
As a result of these impressive results, Great wall Motor Company stock appreciated over
511%, or 43.6% on an average annual basis, from December 31, 2007, to December 31, 2012.
This is even a more impressive considering the MSCI China was down 16% over the period,
or -3.5% on an average annual basis. Although some might be concerned that valuations
have become stretched, I think it is important to remember that profitability grew even
faster than price over the period, essentially indicating that the valuations have
actually dimproved from a price-to-earnings perspective. Potential oOutlook Despite
market concerns over China’s economic growth prospects, it 1is expected that domestic
consumption will continue to grow steadily due to the country’s colossal potential

purchasing power.* The Great wall Motor Company is aggressively investing in its brand,
trying to grow market share through constant improvement of its product mix via yearly
updates and by Taunching new products such as the Haval H2, H7 and H8 models. Since
investors are easily enamored with the theme of consumer growth in emerging markets, we
believe that valuation risk is one of the single greatest risks to consumer-oriented
stocks and sectors 1in the emerging markets today. Even after discussing the above
profitability growth, one might consider Great wall Motor Company as potentially
overvalued after it has grown over 90% for the first 10 months of the year, but we would
point to both the price-to-earnings ratio and growth expectations for perspective.
Although it 1is currently trading at a higher valuation than both the domestic and
broader emerging markets from a price-to-earnings ratio, it doesn’t Tlook overvalued
after 1incorporating its expected growth expectations, displayed through the PEG ratio.

% Long-Term Growth §
Name YTDPerformance P/E Ratio Mg PEG Ratio
Great Wall Motor Co, 93.96% 147 25.5% 0.58
MSCI China Index -0.5% 8.7 121% 0.80
M5CI Emerging Markets Index 0.28% 122 10.1% 11
Sources. Bloomberg, WisdomTree. Information as of 10028713 Year-to-date performance {12/31/12-10/28/13). Past performance s nat
indicative of future results. Subject to change. You cannot invest directly in an index. con c1 u S'i on

Regardless of WTEMCG’s current positioning, the biggest ongoing benefit of the
methodology, I believe, comes from the ongoing disciplined rebalancing process. The fast
growth rates of autos in emerging countries and large numbers of possible purchases are
two elements that have the potential to make 1investors forget some of the more basic
elements of 1investing-such as valuation. From a selection standpoint, for constituents
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to maintain idinclusion, higher earnings yields will be favored over Tlower earnings
yields. From a weighting standpoint, qualifying firms whose price Tlevels rise but whose
earnings stay stable or decline will tend to see reductions in weight. At each annual
rebalance, depending on the market environment, the natural focus of the Index will
continue to be sensitive to valuation. The Great wall Motor Company exemplifies the
theme of the WTEMCG, as it 1is a company well positioned to benefit from a major
macroeconomic trend of a rising consumer and middle class in China-but the investment
strategy has a disciplined focus on valuations, and GWM does not appear expensive, given
its growth trajectory. For current holdings of the wisdomTree Emerging Markets

consumer Growth Index, please click here. lsource: http://www.gwm-

global.com/company/index.html. Zsource: http://www.gwm-global.com/company/index.html.
3source: Great wall Motor Company 2013 Interim Report. “Sources: Great wall Motor Company

and china Association of Automobile Manufacturers. °Source: Great wall Motor Company 2013
Interim Report.

Important Risks Related to this Article

Investments in emerging, offshore or frontier markets are generally less liquid and less
efficient than investments in developed markets and are subject to additional risks,
such as risks of adverse governmental regulation and intervention or political
developments. Foreign 1investing involves special risks, such as risk of 1loss from
currency fluctuation or political or economic uncertainty.

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.

For more investing insights, check out our Economic & Market outlook

View the online version of this article here.
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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 indicative 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 1its
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 internal 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 investment 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

WisdomTree Emerging Markets cConsumer Growth Index : A fundamentally weighted index
designed to measure the performance of emerging market equities that have a potential
heightened sensitivity to increased emerging market consumption. Weighting 1is by

earnings.

Profit margins : Net income divided by total sales. Higher values indicate a greater
fraction of each dollar of sales being Teft to the firm and its owners after expenses
are accounted for.

MSCI China Index : A free float-adjusted, market capitalization-weighted equity index
designed to measure the performance of the Chinese equity market.

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Purchasing power parity : Academic concept stating that exchange rates should adjust
so that equivalent goods and services cost the same across countries, after accounting
for exchange-rate differences.

Valuation risk : The risk of buying or over-weighting a particular stock that has
appreciated significantly 1in price relative to its dividends, earnings or any other
fundamental metric.

Long-Term Earnings Growth Expectations : Compilation of analyst estimates of the

growth 1in operating earnings expected to occur over the next full business cycle,
typically 3 to 5 years, sourced from Bloomberg.

PEG ratio : A stock’s price-to-earnings ratio divided by the growth rate of its

earning.

Earnings yield : The earnings per share for the most recent 12-month period divided by
the current market price per share. The earnings yield (which 1is the inverse of the P/E
ratio) shows the percentage of each dollar invested in the stock that was earned by the
company .
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