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As one of the largest economies and markets in the world, when China catches a so-called
“economic cold,” the 1impact reverberates throughout the global economy. Since May 7,

2014, china’s equities 1 have rallied strongly, buoyed by improving economic data. It is
hard to 1imagine emerging markets having a sustained wuptrend without china’s
participation, so we find this upturn encouraging for emerging market assets. In this
piece, we show which of wisdomTree’s broadly diversified emerging markets Indexes have
been most effective at capturing this inflection point 1in cChina’s equities.
Additionally, we Tlook to disolate cChina’s Financials, specifically by Tooking at the
performance of the WisdomTree China Dividend ex-Financials Index (China ex-Financials)
and the MSCI china Financials Index, since they’re often mentioned as central to China’s
economic narrative. Two 1Indexes: Similar Aggregate Exposure, Very Different
Companies Of wisdomTree’s broad emerging market equity Indexes, only the WisdomTree
Emerging Markets Equity Income (17.55%) & Consumer Growth (18.17%) Indexes had double-
digit exposures to China as of July 25, 2014. For context, the two most widely followed
market capitalization-weighted indexes of emerging market equities had 18.5% and 20.5%

of their weight in china.? The single most important differentiating factor is that
Equity Income, as a “valuation hunter” 1in emerging markets, has zeroed in on Targe
Chinese banks, which are some of the least-expensive large payers of cash dividends. By
virtue of Consumer Growth’s methodology, these same firms are not eligible for
inclusion; they are considered to be less related to the growth of Chinese domestic

consumption. How Did the Different china Exposures Perform 1in 20147
st Performance During China‘s Equity Rally | Performance Year-to-Date
8% B #eriormonce of exposure to China within a WisdomTree Index
- Performance of a WisdomTree Index
A% B Performance of an MSCl Index
g 5%
£ 20w | 120 19.00% 18.84%
E 1701%
E 14.00%
3 15%
10% 9.16%
E11% 603%
i il = =
il H m=
Cansumer  MSCIChina Equity MSCI China China ex- Equity Chinm ex= MSCiChina MSCIChina  Consumer
Growth® Financiale ncome** index Financials Income** Financiaks Index Financials Growth®
index index

e within

during performance year-m-date refers to perod from 12/31/13 10 7/35/13

Paet performance s not indicative of future

e China Exposures
of Both 1Indexes outperform during the Rally: 1In the chart, we include the
performance of the MSCI China Index as a reference point for how China’s equity markets
overall did during the rally. Both Consumer Growth and Equity Income outperformed the
MSCI China Index, and this tells us that china’s recent rally has been broad in nature
and not confined to the large banks—even though the performance of the MSCI cChina
Financials Index shows that they clearly participated. Top 3 china Stocks in Equity

Income and Consumer Growth; . Consumer Growth3 1.) Ping Ann Insurance* (3.73%
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weight): Ping Ann provides property, casualty and T1ife 1insurance as well as financial
services 1in china. As of 3July 25, 2014, 1its price-to-earnings (P/E) ratio was about
11.0x, compared to that of the MSCI China Index, which was 9.8x. During China’s equity
rally, the stock was up about 14.8%, but year-to-date it’s still down about 6.4%. 2.)

pongfeng Motor® (3.14% weight): Dongfeng is a comprehensive supplier of vehicles and
vehicle parts 1in cChina. Even with 37.6% returns during the rally and 17.26% returns
year-to-date, its P/E ratio (7.6x) remains below that of China’s equity markets, due

largely to expectations of strong earnings growth. 3.) PICC Property & Casualty®
(2.18% weight): PICC provides a wide range of property and casualty insurance services
in China, and its P/E valuation was 10.7x. During cChina’s recent rally, shares were up

over 23%, and they are up nearly 13% for the year. « Equity Income’ 1.) The three
firms china Construction Bank® (4.58% weight), Industrial & Commercial Bank of china®

(3.25% weight) and Bank of chinal® (2.17% weight) are all Tlarge, state-owned Chinese
banks. These are some of the Targest payers of cash dividends across all emerging
markets, which accounts for their large weights. 2.) Even though each of these firms has
delivered positive performance year-to-date and double-digit performance during the
recent rally, P/E ratios for all of them remain below 5.0x. China Construction Bank is
the “most expensive” at 4.9x. Positioning for Upturn in China One point of this blog
post is to highlight that an investor’s cChina exposure does not need to be defined by
large, state-owned banks. Sure, these firms are important and, currently, are some of
the Tleast expensive equities 1in china, but the methodologies of Consumer Growth and
China ex-Financials avoid them, providing tools that can potentially be helpful
complements to traditional, market capitalization-weighted approaches +to CcChina’s

equities. lRefers to performance of the MSCI china Index through 7/25/14.Source:

Bloomberg. 2Refers to the MSCI Emerging Markets Index (about 18.5% weight to China) and
the FTSE Emerging Markets Index (about 20.5% weight to china) as of 7/25/14. Source:

Bloomberg. 3source for all sub-bullet information: Bloomberg, with valuation data as of
7/25/14, year-to-date performance data from 12/31/13 to 7/25/14 and performance during

the rally data from 5/7/14 to 7/25/14. 4As of 7/25/14, Ping Ann Insurance was a 0.30%
weight in the WisdomTree Global ex-U.S. Dividend Growth Index, a 0.09% weight 1in the
wisdomTree Asia Pacific ex-Japan Index, and a 0.59% weight in the WwisdomTree Emerging

Markets Dividend Growth Index. As of 7/25/14, Dong Feng Motor was a 1.84% weight within
the wisdomTree cChina Dividend ex-Financials Index and a 0.26% weight within the

wisdomTree Asia Pacific ex-Japan Index. SAs of 7/25/14, PICC Property & Casualty was a

0.21% weight within the wisdomTree Asia Pacific ex-Japan Index. ’Source for all sub-
bullet information: Bloomberg, with valuation data as of 7/25/14, year-to-date
performance data from 12/31/13 to 7/25/14 and performance during the rally data from

5/7/14 to 7/25/14. 8as of 7/25/14, china Construction Bank was a 1.44% weight in the
wisdomTree Global Equity Income Index and a 3.83% weight within the WwisdomTree Asia

Pacific ex-Japan Index. 9As of 7/25/14, Industrial & Commercial Bank of china was a 0.47%
weight within the wisdomTree Global Equity Income Index and a 1.26% weight within the

wisdomTree Asia Pacific ex-Japan Index. 19as of 7/25/14, Bank of china was a 0.32% weight
within the wisdomTree Global Equity Income 1Index and a 0.84% weight within the
wisdomTree Asia Pacific ex-Japan Index.

Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. Investments focused in China are increasing the
impact of events and developments associated with the region, which can adversely affect
performance. Dividends are not guaranteed and a company’s future ability to pay
dividends may be T1imited. A company currently paying dividends may cease paying
dividends at any time.
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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 cChina Dividend ex-Financials Index : The Index measures the performance
of dividend paying stocks outside financials sector. It 1is comprised of the 10 Targest
stocks selected by float adjusted market capitalization 1in each sector except
financials, selected from a universe of Chinese companies with at Teast $1 billion of

float-adjusted market capitalization.

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

WisdomTree Emerging Markets Equity Income 1Index : A subset of the wisdomTree

Emerging Markets Dividend Index measuring the performance of the higher-yielding stocks
as measured by trailing 12-month dividend yields, weighted by cash dividends.

Market capitalization-weighting : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches
designed to weight firms by market cap.

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.
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