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CHINA BUT SHOULD FOCUS ON SOUTH
KOREA
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on Friday, April 23, I had an interesting conversation with Jeff Wweniger, Investment
Strategist at BMO Global Asset Management. We spoke at Tlength about the impact of the
U.S. dollar on global markets. I found our conversation about the impact of easy
monetary policy on economies such as China and South Korea particularly noteworthy. leff
believes that while we have already seen Tlarge currency moves in the yen and the euro,
the next frontier for aggressive policy action could potentially be cChina and South
Korea. This may have far-reaching implications for the Chinese Yuan and the Korean won,
given the distinct possibility for these central banks to bring out the big guns. The
Second Largest Weight 1in Emerging Market Indexes—Ignored Jeff pointed out that
most analysts spend way too much time discussing China. While china is the Tlargest
weight (at 21%) 1in the MSCI Emerging Markets Index, Korea 1is a close number 2, at
approximately 15% weight. Jeff does not believe enough attention is focused there, and I
would generally agree with that sentiment. with its industry focused on automobiles,
semiconductors and electronics, Korea is currently the 13th Tlargest economy 1in the

world.l 3Jeff believes South Korea needs aggressive easing, as the country has been
directly impacted by a currency that has appreciated significantly against the yen. For

perspective, four years ago 100 won would buy 6 yen; now it is 11 yen.? This has had a
deleterious effect on the Hyundai’s and Kia’s of Korea. Considering that markets don’t
Took in the rearview mirror, it 1is unsurprising that the Bank of Korea has embarked on
cutting interest rates, recently by 25 basis points (bps), from 2% to 1.75%. Jeff thinks
its possible Korea will embark on a path toward zero interest rates to combat the won
strength. valuations in Korean Stocks: 2009 Levels If we were to consider the

rice-to-sales (P/S) ratio, South Korea is currently as attractively priced as it was in
2009. while Russian energy is currently not expensive, Jeff’s team is hard pressed to
find any other asset class or market in equities or bonds that 1is trading at 2009
valuations. The Future of 0i1 Jeff spoke about the fast global ascendance of energy-
saving technologies, with the millennial generation being fully on board with the
concept of global warming and taking measures to reduce oil consumption. what 1is even
more promising is the real viability from both a technology and economic standpoint to
achieve the goal of energy independence. One example of a company jumping on the energy
independence bandwagon 1is cChevrolet, which is practically giving away a fleet of Chevy
Sparks through cheap financing, thus feeding the frenzy for energy-efficient vehicles;
instead of paying $2.50 at the pump, the cost for an individual driving energy efficient
care could cost closer to $0.85-$0.90. In essence, the demand curve for oil may not just
shift down by 1%-2%, such as we’ve seen during recessions-but it may drop by half. Jeff
believes that oil is Tikely to drop further, and he sees no reason why oil cannot trade
back down to $15-$20. Consequently, Jeff Tikes oil-importing countries such as South
Korea, which he sees as being one of three most sensitive to oil prices, along with
Germany and Japan. Global Asset Allocation From a fixed income perspective, Jeff’s
team at BMO 1is hugging the short end of the yield curve and has been trading off
interest rate risk in exchange for credit risk through quasi-equity securities such as
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REITs, bank Tloans, high yields, etc. In the emerging market debt space, he feels that
countries that have a large portion of their debt denominated in U.S. dollars are at the
greatest risk especially if the dollar continues to rally. Jeff’s team is constructive
on global equities and 1is over-weight 1in both dinternational and emerging market
equities. It 1is, however, tougher to make a valuation case for U.S. equities. As rates
start to rise in the U.S., he believes that most bond-1ike sectors, or yielders, will be
adversely 1impacted. In the EM space, more pleasant surprises from the central bank of
China PBoC will dinevitably propel EM equities higher. For more research on South
Korea, read our Market Insight South Korea at a Crossroads. Read the Conversations with

Professor Siegel Series here. lsource: world Economic outlook Database, 2014
Estimated Current Prices GDP. 2Source: Bloomberg form October 2011 - April 2015.

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 in currency involve additional special
risks, such as credit risk and interest rate fluctuations. Investments in emerging,
offshore or frontier markets are generally Tless 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. Please visit
wisdomtree.com for current holdings of wWisdomTree Funds. Foreside Fund Services, LLC, is
not affiliated with BMO Global Asset Management.

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 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

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.

Frontier market : Typically characterized by a higher degree of potential risk,
including idissues that may -inhibit the flow of assets across national borders and
awareness of potential difficulties for foreigners to establish accounts.

Emerging market : Characterized by greater market access and Tless potential for

operational risks when compared to frontier markets, which leads to a larger base of
potentially eligible investors.

MSCI Emerging Markets Index : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

Easy money policies : Policies that have the goal of stimulating economic activity.

Real 1interest rate : Interest rate accounting for the impact of inflation. From the
nominal interest rate, which does not account for the impact of inflation, the rate of
inflation 1is subtracted to get to the real interest rate.

Basis point : 1/100th of 1 percent.

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.

Yield curve : Graphical Depiction of 1interest rates on government bonds, with the
current yield on the vertical axis and the years to maturity on the horizontal axis.

Ccredit risk : The risk that a borrower will not meet their contractual obligations in
conjunction with an investment.

Real estate investment trust (REIT) : Investment structure containing a basket of
different exposures to real estate, be it directly in properties or in mortgages.
Returns predominantly relate to changes in property values and dincome from rental

payments.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that 1is typically expressed annually as a percentage of the market or
face value.
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