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Financial markets have been jittery for some time now because of concerns that trade
tensions could Tlead to a full-fledged trade war. while fair trade is essential for

sustainable Tong-term deals, I am not here to approve or disapprove of trade tariffs of
any kind.

My goal 1in this analysis is to examine Tlarge trading partners of the U.S. and identify
which countries are the smallest and biggest contributors to the trade deficit of the
U.S. This might help us identify countries that could act as a shelter during a trade-
war-driven sell-off while providing good long-term growth opportunities amid general
market volatility.

U.S. Trading Partners—India Is an Unlikely Foe

The figure below on the left plots the contribution of Tlarge trading partners to the
U.S. 2017 trade deficit for goods. cChina alone accounted for roughly $376 billion, or
46%, of the total U.S. deficit in goods. On the other extreme end, India contributed $23
billion-a 1ittle under 3% of the total U.S. deficit!l The figure on the right below shows

the contribution by cChina and India to the U.S. trade deficits plotted next to each
other.
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Sources: U.S. Census Bureau, Bank of America Merrill Lynch, as of 6/30/2018. Past performance is not indicative of future results.

If investors are worried about a trade war, then China is a risk factor while India is
less Tikely to be a target. Most of India’s exports to the U.S. are in services and in
goods such as pharmaceuticals, jewelry, apparel and Tless-high-profile -{items such as
steel and aluminum. This also makes 1India an wunlikely target from a political
appeasement perspective.
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China vs. India: Investments vs. Consumption

what makes India even more +interesting in a world connected with a global supply chain
is that it is a highly inward-driven economy. As cChina built its infrastructure over the
Tast decade, investments were the dominant part of the gross domestic product (GDP), and
consumption took a secondary position. For years now, investors have wondered if as the
Chinese economy matures it could reinvent 1itself as a more consumption-based economy.
while this is a stated goal over the long term, in the short run China continues to be
an investment-driven economy.

India, on the other hand, has taken a very different approach. Consumption 1is the key
driver of India’s economy. This 1is typically seen in developed economies that have
surpassed the 1dinitial growth phase of 1investments and are now mostly consumption
societies.

Rising Middle Class Fueling India's Consumption-Oriented Growth

M China's Household Consumption Expenditure (% of GDP)
N India's Household Consumption Expenditure (% of GDP)
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Source: World Bank, as of 6/30/2018.

I recently wrote a post about countries with the fastest growth in Targe- and small-cap
companies; India stood in the top spot because of its fast growth rates in GDP and favor
able demographics. Thus, when we combine the two facts on growth rates and consumption
together:

e India stands out as the world’s fastest-growing large and accessible economy.
e Consumption-driven growth makes India Tess exposed to global supply chains.
Key Risks

There are risks, and I do not intend to say that India is immune to a global sell-off or
any political risk. Below are a few quick risks, in my opinion:
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e 0il Prices and U.S.-Iran Sanctions: Being the third-largest oil <importer—it
imports about 80% of 1its energy needs-India is heavily dependent on global oil
prices. India is also a big buyer of Iranian o0il, which accounts for about 30% of
exports by Iran. The U.S. has been nudging India to cut its supply from Iran and buy
elsewhere, and, so far, India has responded favorably. Any significant rise in oil
prices or change in oil-driven politics could put downward pressure on the rupee and
may dent consumers’ spending power. Because India deregulated oil prices during the
fall a few years back , a jump in oil prices today does not imply the same fiscal
drag it used to.

e Global Risk-off and Equity Sell-off: If there is a risk-off rally and investors
dump international equities and rotate to defensive domestic stocks or Treasuries,
Indian equities would be Tikely negative too.

o Federal Reserve (Fed) Rate Hike and cCurrency: A faster-than-anticipated rate
hike by the Fed can jolt emerging market currencies and the rupee, and this may be a
drag on equity performance. Because of a possible inverted yield curve, a super-
aggressive Fed Tooks Tless 1ikely. For details, read the analysis here by my fixed
income colleague.

Key Opportunities and Conclusion

It’s impossible to summarize all that India has to offer in few sentences, but, at a
super high Tevel, here are a few quick opportunities:

e Growth Aspirations: 1India is a very young country, with three-fourths of -its
population below 35 years of age. This makes India a demographics gold mine.

e Global Playing Fields: Firms from Amazon to Alibaba and from walmart to Apple have
been taking note of India’s growth and have been expanding their bases 1in India.
India 1is Amazon’s biggest investment destination outside the U.S., and walmart
recently acquired local e-commerce giant Flipkart for $15 billion to compete with
Amazon directly. All of this reflects what some of the smartest business minds
globally are thinking when it comes to expansion.?

e Consumption Shield: A knee-jerk reaction by investors during a trade-war sell-off
would cause Indian equities to go down. However, when good sense prevails and as
consumption continues to fuel India’s growth in the medium term, Indian stocks stand
to outperform.

For Tlong-term 1investors who are willing to 1invest 1in international equities, 1India
offers a great mix of growth with relative protection from trade tensions.

The WisdomTree India Earnings Fund (EPI) offers a unique methodology of selecting only
profitable companies from India’s stock market and then weighting by their dollar amount
of profits. with its over 10 years of Tive history, EPI is an easy way for investors to
allocate to profitable companies in India. Here is how you can seek smarter exposure to
India’s stock markets.
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1y.s. census Bureau, as of 6/30/2018.

2please visit our website to see which ETFs hold these securities.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Foreign
investing involves special risks, such as risk of loss from currency fluctuation or
political or economic uncertainty. This Fund focuses 1its investments in India, thereby
increasing the impact of events and developments associated with the region which can
adversely affect performance. Investments in emerging, offshore, or frontier markets
such as India 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 dintervention or political developments. As this Fund has a high
concentration in some sectors, the Fund can be adversely affected by changes in those
sectors. Due to the investment strategy of this Fund, it may make higher capital gain
distributions than other ETFs. Please read the Fund’s prospectus for specific details
regarding the Fund’s risk profile.

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

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 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

Gross domestic product (GDP) : The sum total of all goods and services produced
across an economy.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Rate Hike : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

Yield curve : Graphical Depiction of interest rates on government bonds, with the
current yield on the vertical axis and the years to maturity on the horizontal axis.
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