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While we remain optimistic that a U.S.–China trade deal will ultimately be reached,

investors need greater transparency into what’s performing (or not) in the Chinese

equity market. To help, we’ve created tools that break down performance by a variety of

factors including share class.

 

In December 2017, WisdomTree partnered with Standard & Poor’s (S&P) to launch the most

inclusive Chinese beta product that tracks the S&P China 500 Index.

 

The WisdomTree ICBCCS S&P China 500 Fund (WCHN) gives investors seeking a beta exposure

to Chinese equities access to the broadest diversity of opportunities in the market by

investing in H-shares, B-shares, A-shares and P-chips: shares listed in Hong Kong,

Shanghai, Shenzhen, Singapore and New York.

 

In addition to improving on Chinese beta exposure, we’ve also developed tools that can

help investors stay up-to-date on what’s driving returns in Chinese equity markets.

 

Share Class AttributionShare Class Attribution

 

We recently discussed how the different approaches of various index providers to China’s

financial market liberalization can severely affect an investor’s return and experience.

There was a great deal of market interest when MSCI announced they would start to

include A-shares in the summer of 2017. Since then, despite A-shares representing the

largest segment of the Chinese equity market, current A-share exposure in the MSCI China

Index is just over 2%. In our view, the S&P China 500 Index provides a more

representative exposure by allocating close to 50% to mainland shares.

 

Breaking down exposures by share class, we are able to show the impact of gaining broad

access to the Chinese equity market. In the performance attribution report below

(available to financial professionals at www.wisdomtree.com), we can see how the S&P

China 500 Index has a more balanced exposure across the different share classes than the

MSCI China Index, which limits its exposure to class A-shares.

 

Since the beginning of 2019, the Chinese equity market has experienced strong growth and

the S&P China 500 Index has been in its best position to take advantage of this rebound,

having nearly 50% exposure to class A-shares versus the MSCI China Index’s 2.05%. This

allocation was the primary driver for the almost 600 basis points (bps) of

outperformance in the first quarter of the year.
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Better Better ValueValue and Higher  and Higher QualityQuality

 

Another consequence of having an increased exposure to class A-shares comes in the form

of better valuations and increased quality as measured by price-to-earnings (P/E) and re

turn on equity (ROE), respectively. Using our tools, we can see that over the last year,

the S&P China 500 Index has had higher average exposure to the highest ROE quintile

while also being underweight in the lowest ROE quintile and negative earners.

 

Average Portfolio Weight - ROE Quintlies Average Portfolio Weight - ROE Quintlies 
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Next, we view attribution through the lens of earnings yields. To review, earnings yield

is simply the reciprocal of the price-to-earnings ratio. In terms of P/E quintiles, we

can see that having a better valuation and lower exposure to the most expensive (highest

P/E) quintile has translated into outperformance since the beginning of the year.

 

 

In our view, there will continue to be increased convergence between the role that China

plays in the global economy and the role it plays in global portfolios. Through our

collaboration with S&P, we are able to provide exposure to the most inclusive Chinese

beta product, WCHN, that tracks the S&P China 500 Index. Through our investment in

technology, we continue to develop best of breed tools to help investors not only track

returns, but also understand what factors and fundamentals are driving them.

Important Risks Related to this ArticleImportant 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. The Fund focuses its investments in China, including

A-shares, which include risk of the RQFII regime and Stock Connect program, thereby

increasing the impact of events and developments associated with the region which can

adversely affect performance. Investments in emerging or offshore markets 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 intervention or

political developments. The Fund’s exposure to certain sectors may increases 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 issuers. The Fund will be required to include cash

as part of its redemption proceeds which introduces additional risks, particularly due

to the potential volatility in the Chinese market and market closures. The Fund invests

in the securities included in, or representative of, its Index regardless of their

investment merit and the Fund does not attempt to outperform its Index or take defensive

positions in declining markets. 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.
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For standardized performance and the most recent month-end performance click here NOTE,

this material is 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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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 investments in 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 its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss 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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DEFINITIONSDEFINITIONS

BetaBeta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.

S&P China 500 IndexS&P China 500 Index  : Comprises 500 of the largest, most liquid Chinese companies

while approximating the sector composition of the broader Chinese equity market. All

Chinese share classes including A-shares and offshore listings are eligible for

inclusion.

H-ShareH-Share  : A share of a company incorporated in the Chinese mainland that is listed on

the Hong Kong Stock Exchange or other foreign exchange.

B-SharesB-Shares  : China securities incorporated in Mainland China, listed on the Shanghai

Stock Exchange (USD) and Shenzhen Stock Exchange (HKD).

A-shareA-share  : shares traded on the Shanghai and Shenzhen stock exchanges. This is contrast

to Renminbi B shares which are owned by foreigners who cannot purchase A-shares due to

Chinese government restrictions.

P ChipsP Chips  : China securities of non-government owned companies incorporated outside

Mainland China, listed on the Hong Kong Stock Exchange (HKD).

Basis pointBasis point  : 1/100th of 1 percent.

ValueValue  : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

QualityQuality  : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Price-to-earnings (P/E) ratioPrice-to-earnings (P/E) ratio  : Share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Return on Equity (ROE)Return on Equity (ROE)  : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.
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