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Indian equity markets performed strongly in 2014, mostly due to anticipation of prime
minister Narendra Modi’s ascension to power, and the market was able to hold onto its
gains through the end of the year, thanks to anticipation of investor-friendly reforms
and the decline of oil prices. Modi ran on a slogan of “less government and more
governance,” and he 1is still expected to unlock India’s vast economic potential. As
investors 1look to position themselves for these -improvements, we highlight some key
considerations for -dnvestment vehicles offering exposure to India: e Breadth of

coverage: The WisdomTree India Earnings Fund (EPI) currently has 230 holdings,! and we
believe that it offers the broadest representation of the Indian markets available in
the exchange-traded fund (ETF) structure. Many other India-focused strategies are large
cap in nature and include only 50 to 70 stocks. These Tlarge-cap-focused strategies can
miss out on the mid- and small-cap segments of the Indian market, which typically are
more sensitive to changes in the prospects for the Indian economy. While the economy
suffered from depressed valuation in the past, it is now benefiting from the improved
sentiment brought on by Modi’s election. Consider: - only 29 of the companies in EPI
would be considered large cap-stocks with a greater than $10 billion market cap-while 70
of the stocks are between $2 billion and $10 billion, and 131 are smaller

capitalization, having less than $2 billion in market cap.? - The smaller-capitalization
stocks were also the Teast expensive: the above-$10 billion stocks had a 15.7x price-to-

earnings (P/E) ratio, while the small-cap segment’s P/E ratio was only 11.3x.3 -
Traditional 1indexes for 1India, such as the MSCI 1India Index or the Nifty 1Index,
generally have no exposure to this small-cap segment and less exposure to the mid-cap
segment than EPI. e Local Economy Focus: Mid- and small-cap stocks have reacted the
most in 2014 to hopes of Modi’s reform agenda, leading to stronger gains for EPI than

for most traditional (large-cap) indexes.* The graph illustrates the performance
differential that different exposures can create by showing the cumulative performance
for the wisdomTree India Earnings Fund (EPI) against its benchmark, the MSCI India
Index, for the 2014 calendar year. 2014 calendar Year cumulative Performance
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very short time periods, should not be the sole factor in making an investment decision
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NMisdomTree, Bloomberg, 12/31/13-12/31/1
ormance is not indicative of future results. You cannot invest directly in an index. A fund's performance, especially for

For standardized
performance of EPI, click here. o« Small and Mid-Caps oOutperform: oOver the period
shown, the small- and mid-cap stocks 1in the EPI returned 56% and 37% respectively,

compared with only 22% for large caps.® EPI’s broader exposure to small- and mid-cap
stocks, compared with MSCI India, contributed positively to its relative performance
over the period. e Strong Performance among Financials: EPI’s stock selection
among Financials and its relative over-weight to the sector added to performance over
the period. Financials were in focus during the year on expectations that they would
benefit from more financial liberation; Financials also benefited from the stabilization

of the rupee.® e Industrials outperformed: In EPI, the Industrials sector saw the
best performance over the period, and better stock selection in this sector in EPI than
in MSCI 1India added to relative performance. Small- and mid-cap industrial firms

benefited from anticipation of pro-growth reforms and the decline in oil prices.’

Earnings Weighting Lowers the P/E Ratio One potential concern for 1investors when
such large gains occur in a short period is that the market may become expensive. The
majority of 1Indian indexes are market cap-weighted -meaning they tend to give more
weight to companies that sell at higher prices than to those that offer stronger
fundamentals. on the other hand, the methodology of EPI’s underlying Index, the
wWisdomTree India Earnings Index (WTIND), is designed to magnify the effect of earnings
on weights and total returns. WisdomTree’s earnings-weighted approach for India helps
keep focus on Tower-priced segments of the Indian market, and the annual Index rebalance
in September helps manage the valuation risk. oOur research shows that, since its
inception, the WTIND has traded at a 34% discount to the MSCI India Index; the discount

is currently at 27%.3 Bringing Credibility to Monetary Policy Since Raghuram Rajan’s
appointment as governor of the Reserve Bank of India (RBI), he has worked tirelessly to
establish the RBI’s reputation as a credible inflation-fighting central bank. The RBI
has eased its inflation tone and maintained that monetary policy will be accommodative.

More recently, the RBI cut the repo rates 25 basis points, bringing it from 8% to 7.75%.°
The timing, about a month ahead of 1India’s much-awaited budget, 1is a strong
acknowledgement of reduction in inflationary pressures driven by plummeting global oil
prices, which have been a windfall for oil-importing economies Tlike India. Also, the
Indian rupee has become much more stable recently, boosting the confidence of foreign

investors.1® wisdomTree is a Tlong-term bull for 1India based on its very favorable
demographic trends. Key risks for 1India have typically been very high market
expectations, high inflation rates and government corruption, which has been a
bottleneck on the economy. The trends appear to be going in the right direction. For
those Tooking for continued improvement, having EPI-which is broadly representative of
the Indian market and economy but also employs a process to manage equity valuation risk
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—as part of their equity strategy might be an attractive way to gain exposure to India.

lsource: wisdomTree, as of 12/31/14. 2source: WisdomTree, as of 12/31/14.
3sources: wisdomTree, Bloomberg, as of 12/31/14. 4sources: WisdomTree, Bloomberg,
12/31/13?712/31/14. 5Sources: wisdomTree, Bloomberg, 12/31/13712/31/14. bsources:
wisdomTree, Bloomberg, 12/31/13?12/31/14. ’sources: wisdomTree, Bloomberg, 12/31/137?
12/31/14. 8sources: WwisdomTree, Bloomberg, since 1Index +inception, 12/3/07712/31/14.
9source: Reserve Bank of India, 1/15/14. 1%Source: Bloomberg, 12/31/13712/31/14.

Important Risks Related to this Article

There are risks associated with investing, including possible Toss of principal. Foreign
investing 1involves special risks, such as risk of loss from currency fluctuation or
political or economic uncertainty. The 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 Tless Tiquid and Tess efficient than dinvestments in developed
markets and are subject to additional risks, such as risks of adverse governmental
regulation and intervention or political developments. As this Fund has a high
concentration 1in 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 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

Large-Capitalization (Large-Cap) : A term used by the investment community to refer
to companies with a market capitalization value of more than $10 billion. Large cap is
an abbreviation of the term “large market capitalization”. Market capitalization is
calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Mid-Cap : Characterized by exposure to the next 20% of market capitalization (after the

top 70% have been removed) within the value, Blend or Growth style zones with the
majority of the fund’s weight.

small caps : new or relatively young companies that typically have a market
capitalization between $200 million to $2 billion.

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.

Market capitalization : Market cap = share prices x number of shares outstanding.
Firms with the highest values receive the highest weights 1in approaches designed to
weight firms by market cap.

MSCI 1India Index : A market capitalization-weighted index designed to measure the
performance of the Indian equity market.

Nifty Index : The National Stock Exchange of India’s benchmark index for the Indian
equity marke.

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.

Fundamental value : The value of a firm that is related to a company’s actual
operations and production as opposed to changes in share price.

WisdomTree 1India Earnings Index : A fundamentally weighted Index that measures the
performance of companies incorporated and traded in India that are profitable and that
are eligible to be purchased by foreign investors. Companies are weighted in the Index
based on their earnings in their fiscal year prior to the Index measurement date,

adjusted for a factor that takes into account shares available to foreign investors.

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

Monetary policy : Actions of a central bank or other regulatory committee that
determine the size and rate of growth of the money supply, which 1in turn affects
interest rates.
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Bullish : a position that benefits when asset prices rise.
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