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on Tast week’s episode of the “Behind the Markets” podcast, Ligian Ren and I were joined
by Chad Liu, the founder of Prudence Investment Management and a Wharton graduate, and
Dali Yang, a professor of political science at the University of Chicago. Liu is focused
on fixed income and credit markets 1in Asia, and Yang’s participation was timely given
the recent news regarding U.S. trade negotiations with China.

Asian Credit

Liu moved back to Asia in 2006 when the Asian credit market was still relatively young.
If you attended a road show for the dissuance of a high-yield bond in Hong Kong back
then, there would be two tables of investors. Today, here may be around 10 to 15 tables
of investors eager to learn more about the issue.

There is now over $1 trillion of U.S. dollar-denominated bonds in the Asian credit
market, and the growing prevalence 1is making investors more comfortable with this area
of the market.

China’s on-shore bond market previously was unavailable to global investors, but it is
now opening up. Compared with the $1 trillion of dollar-denominated bonds, there is also
$12 trillion worth of Chinese yuan-denominated bonds to pick from, while the credit
component is $2.5 trillion to $3 trillion.

The JPMorgan Asia Credit Index has 60% exposure to China, and this large allocation is
one of the concerns that investors have similarly for equities. Earlier this year, MSCI
and other benchmark providers start adding more Chinese A-shares equities to their
indexes.

Ccomparing Asia and the U.S., Liu said that one key characteristic of Asian high-yield
bonds 1is that their duration tends to be one-third to half as long as a typical high-
yield issue in the U.S., while the yield spread is more significant.

There are many idiosyncrasies in the Asian bond market, and two companies with very
similar business and operating profiles can trade very differently due to fears about
refinancing risk, which creates an opportunity for managers to add value in their client
portfolios.

Chinese Political Economy

Yang’s work focuses on the -dinterworking of the cChinese economy, businesses and the
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government. For example, he has focused on the restructuring of the financial systen,
which was practically 1insolvent in the early 2000s due to bad loans at many of the
state-owned enterprises. But the state then recapitalized the system and implemented
many of its own controls. At the same time, it started to Tliberalize the financial
system and create room for entirely private companies in the financial markets.

when the government experienced its financial difficulties in the 1990s, it became a
vicious cycle, and that hurt Chinese banks significantly. But there was a more favorable
cycle afterward, when china joined the world Trade Organization (WTO), Tiberalized its
financial markets and introduced new financing sources.

Yang discussed the interplay between a continued process of Tliberating markets while
maintaining control by regulators and the state.

Trade Saga

Yang described the current trade dispute as equal parts commercial negotiation and
political negotiation, and he classified the U.S. attempt at applying maximum pressure
on China to get a deal done as political brinkmanship.

Chinese Tleadership is playing for time, and while China is willing to agree because many
reforms are in 1line, the state does not want to be perceived as caving to U.S. demands.

Yang compared the situation to when the country was joining the wWTO, as it was a very
close call whether china would agree to demands from other nations.

Ren pointed out that she was in college when china joined the WTO, and the big debate
was whether the U.S. would prevent China from joining. One thing not often mentioned is
that China had to change its Taws in order to join the WTO, and that also is one of the
current roadblocks in the trade debate. Although there is a precedent for cChina to
change 1its Taws, it is hard for China to maintain the perception of authority and
resilience if it must acquiesce.

This was a very 1interesting and topical discussion on both Asian credit and the current
geopolitical Tandscape. To Tisten to the full conversation, please follow the Tink
below.

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
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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

Dollar-denominated assets : Assets such as stocks and bonds that are priced in U.S.
dol1lars.

Duration : A measure of a bond’s sensitivity to changes in interest rates. The weighted

average accounts for the various durations of the bonds purchased as well as the
proportion of the total government bond portfolio that they make up.

Yield spread : the amount of dincremental income a bondholder receives for assuming
credit risk.
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