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CHINA IS FOLLOWING JAPAN’S LEAD
ON CAPITAL MARKETS REFORM

Jeff weniger — Head of Equity Strategy
05/21/2024

The Tlast couple months have been busy for stock market Sinologists. The state has
announced a series of initiatives that could partially clean up the fraud and market
manipulation that tarnishes the market’s image.

on April 12, Xinhua reported (my emphasis added):

China’s State Council has released a guideline on strengthening regulation,
forestalling risks and promoting the high-quality development of the capital market.

This 1s the third document on the capital market from the State Council in two
decades. The first two were 7issued in 2004 and 2014, respectively.The guideline
demanded strict regulation on the entry into the capital market through securities
issuance and 1isting, urging higher standards for 1isting on the main boards and the
startup board ChiNext.

The oversight on issuance and underwriting should be 1intensified, and illegal
activities such as fraudulent issuance should be investigated strictly, it said.

No doubt China is observing the run in 3Japan’s Nikkei 225, which has surged from the
26,000 area in early 2023 to around 39,000 as I write. China’s multi-year stock market
charts Took 1ike someone turned the Nikkei chart upside down, though the Tlast three

months have witnessed a sharp rally across the country.?

China’s 1issues are very different from Japan’s, so this reform roadmap is going to be
new territory.

what held 3Japanese stocks back for so many years were clog ups such as corporations
hoarding mountains of cash on their balance sheets, with the yield on that cash either
hovering just above zero or in outright negative territory. Japanese corporations are
notorious for having family members on the board of directors, notorious for weird cross
shareholdings 1in companies engaged 1in disparate dindustries, notorious for telling
agitated shareholders to pound sand.

But none of that compares to China’s issues. Ever since things started to fall apart in
2021, many investors have come to associate Chinese stocks with the cancers of fraud,
market manipulation, fake financials and corruption.

We have a strategy, the wisdomTree China ex-State-owned Enterprises Fund (CXSE), that

has been rallying recently. It’s unclear how much of CXSE's rise from $23.29 (net asset
value) on February 2 to the current $30.45 stems from a positive reaction to these
governance reforms and how much is predicated on relief that the country’s growth scare
may not be as sharp as previously believed.

There is always another possibility: this is simply a head fake rally and the reforms
are too little, too late.

Nevertheless, there is something that Tooks particularly promising: China is making a
dividend push, much as we witnessed in the reform programs rolled out by Japan and Korea
over the last year or so.

one of the things that got the wWisdomTree Japan Hedged Equity Fund (DXJ) moving was that
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country’s newfound focus on boosting dividend payout ratios.! Figure 1 shows a concept I
call the “sShareholder Yield Payout Ratio.” Shareholder yield is the dividend yield plus
the buyback yield. The payout ratio on it is that figure as a percentage of earnings.

In DXJ, the 2.57% dividend yield is added to the 1.13% being returned in the form of

buybacks, netting a shareholder yield of 3.70%.1 That is 52% of DxJ's earnings, a payout
ratio in the general ballpark of the Russell 1000.

In CXSE's case, the situation is materially different. The earnings yield on it is 6.87%
but the 1.44% shareholder yield 1is only one-fifth that size. If earnings simply go
sideways in the next 12-24 months, there is Tittle to argue that China couldn’t boost
its shareholder yield by a matter of percentage points.

The question is whether anything like that will happen.
Figure 1: china Has Room to Hike Dividends and Buybacks

Russell 1000

Row Metric CXSE MSCI Japan DXJ (US) Calculation
A Dividend Yield 163% 2.02% 25T% 137%
B Forward P/E 146 163 142 208
c Earnings Yield 6.87% 6.13% 7.06% 4.80% 1 Divided by B
D Dividend Payout Ratio 24% 33% 36% 29% A Divided by C
E  ShareReduction Yield (Buybacks/Dilution) ~ -0.19% L11% 113% 0.80%
F Shareholder Yield 144% 3.13% 3.70% 217% A+E
G "Shareholder Yield Payout Ratio" 21% 51% 52% 45% F Divided by C
H Upside to Equal MSCI Japan 144% Compare Row G Figures

China Could Boost Dividends and
Buybacks by 144% to Equal Japan's
"Shareholder Yield Payout Ratio"

Sources: WisdomTree PATH Software, FactSet, as of 4/30/24. SEC 30-day Yield = 1.81% as of 5/14/24. Dividend yield is a financial ratio that shows how
much a company pays outin dividends each year relative to its share price. Forward P/Eis the share price divided by a compilation of analyst estimates
for earnings per share over the coming 12-month period. These are estimates that may be subject to revision or prove to be incorrect over time.
Earnings yield is the eamings per share for the most recent 12-month period divided by the current market price per share. The earnings yield (which is
theinverse of the PE ratio) shows the percentage of each dollarinvested in the stock that was earned by the company. The payout ratio is the
percentage of earnings paid to shareholders in dividends. Itis calculated as yearly dividends per share over earnings per share. The share reduction
yield is the amount by which the share count is reduced divided by the original share count. Shareholder yield is adata point that references the
combination of dividend yields and buyback yields. The shareholder yield payout ratio is the shareholder yield as a percentage of eamings.

This material must be proceeded or accompanied by a prospectus. please read the prospectus carefully before investing.

Performance data quoted represents past performance and is no guarantee of future results. Investment return and principal value
of aninvestment will fluctuate so that an investor's shares, when redeemed, may be worth more or less than their original cost.
Current performance may be lower or higher than the performance data quoted.

For the most recent month-end performance, please click the
respective ticker: CXSE, DXJ.

For definitions of terms in the table above, please visit the glossary.

Like Korea, many Chinese companies only pay dividends annually. In a strong stock market
1like the U.S., “everyone” pays them quarterly. The Cchina Securities Regulatory
commission (CSRC) is pushing for more frequent dividend disbursements, which should come
as something of a salve for skittish investors.

S&P Global Market Intelligence agrees with this contention. In January, it published a
piece entitled, “Seven Key Dividend Forecasts for 2024.”

-
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with the CSRC’s plan to roll out amended cash dividend distribution guidelines,
which was announced 1in October 2023, we are expecting an increased number of
companies to change dividend payout frequency from once per year to twice per year
in 2024.

It’s not just mainland China that must turn around to get this bull case moving. Hong
Kong has had to face the reality that India is trying to eat its Tlunch.

Bloomberg

India Tops Hong Kong as World’s
Fourth-Largest Stock Market

® South Asian nation remains a preferred market for investors
= China’s economic struggles have stymied growth in Hong Kong

By Ashutosh JJoshi

January 22, 2024 at 7:28 PM C3T
Updated on Janvary 23, 2024 at 4:10 AM C5T

The fear in Hong Kong is the loss of global financial center status, drip by drip, as
the years pass and we roll into the 2030s. There 1is a feeling that something needs to
change now that foreigners are taking a closer look at Indian stocks and as 3Japan has
stopped being a hot potato.

Years ago, one reason to be bullish on china was the creation of the Stock Connect
program, which enhanced the ability of mainland Chinese to buy Hong Kong-listed shares,
and vice versa.

How to change sentiment in 20247 Enhance Stock Connect, of course.
Figure 2: The April 19 Stock Connect Announcement

HKEX REACHES AGREEMENT WITH SSE AND SZSE TO EXPAND SCOPE OF ELIGIBLE ETFS UNDER
STOCK CONNECT

Mutual Market © Market Oporations L
Hong Kong Exchanges and Clearing Limited (HKEX) is pleased to announce today (Friday) it has reached an agreement with
Shanghai Stock Exchange (SSE) and Shenzhen Stock Exchange {SZSE)IKO expand the scope of eligible exchange-traded funds|
(ETFs) under Stock Connect.

The eligibility criteria for ETFs for both Northbound and Southbound trading, including the assets under management
requirement and the index weighting requirements, will be relaxed to support the continued development of the mutual
market access programme. This expansion will further enrich investment options and enable Stock Connect investors to
allocate assets in both Hong Kong and Mainland China markets in an efficient and cost-effective way. Further details of the
expansion can be found in the gircular published by HKEX today.

The three exchanges will work closely on the business and technical preparations for the expansion, which is expected to take
effectiapproximately three months from the date of this announcement.

As the connector between China and the world, HKEX is committed to working closely with the requlators and the Mainland
China exchanges to further enhance the pioneering Connect programmes, supporting the long-term sustainable development
of the Hong Kong and Mainland capital markets,

Source: HKEX.

Going for the CXSE 1is still a contrarian venture, even with its 2024 rally having Tleft
the Tlows behind. For the bull case to continue to materialize, be on the Tookout for
evidence that the country is serious about these reforms and about dividend boosts in
particular. That is what worked for Japan and DxJ. If China wants out of this grizzly
multi-year bear market, it will have to take its cue from the Japanese.

1 pividends are not guaranteed and can fluctuate.
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2 past performance does not guarantee future results. It is not possible to invest
directly in an index.

Important Risks Related to this Article

There are risks associated with investing, including the possible Tloss of principal.
Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. Please read each Fund’s prospectus for specific
details regarding the Fund’s risk profile.

DXJ: The Fund focuses 1its investments in Japan, thereby increasing the impact of events
and developments in Japan that can adversely affect performance. Investments in currency
involve additional special risks, such as credit risk, interest rate fluctuations and
derivative 1investments, which can be volatile and may be Tess Tiquid than other
securities, and more sensitive to the effect of varied economic conditions. As this Fund
can have a high concentration in some dissuers, the Fund can be adversely -impacted by
changes affecting those issuers. Due to the investment strategy of this Fund it may make
higher capital gain distributions than other ETFs. Dividends are not guaranteed, and a
company currently paying dividends may cease paying dividends at any time.

CXSE: The Fund focuses 1its investments in China, including A-shares, which include the
risk of the Stock Connect program, thereby -dincreasing the -impact of events and
developments associated with the region, which can adversely affect performance.
Investments in emerging or offshore markets are generally less Tiquid and Tess efficient
than investments in developed markets and are subject to additional risks, such as risks
of adverse governmental regulation and -intervention or political developments. The
Fund’s exposure to certain sectors may increase its vulnerability to any single economic
or regulatory development related to such sector. As this Fund can have a high
concentration in some issuers, the Fund can be adversely impacted by changes affecting
those 1issuers.

For the top 10 holdings of DXJ please visit the Fund's fund detail page at https://www.w
isdomtree.com/investments/etfs/equity/dxj

For the top 10 holdings of CXSE please visit the Fund's fund detail page at https://www.
wisdomtree.com/investments/etfs/equity/cxse

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.

Related Blogs
+ If Korea’s Stock Market Follows Japan, Many Emerging Markets Funds wWon’t Have It

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 1indicative 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 1its 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

Japan’s Nikkei : short for 3Japan’s Nikkei 225 stock Average, the Tleading and most-
respected index of Japanese stocks. It is a price-weighted index comprised of 3Japan’s
top 225 blue-chip companies on the Tokyo Stock Exchange. The Nikkei is equivalent to the
Dow Jones Industrial Average Index in the U.S.

Russell 1000 Index : A measure of the performance of the 1,000 Targest companies by
market capitalization in the Russell 3000 Index.
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