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In a year dominated by a resurgent U.S. economy and a focus on Fed “tapering,” the U.S.
dollar became the primary focus for currency investors and equity investors alike.
However, as strong as the dollar’s performance was against many of 1its largest trading

partners, the Chinese yuan quietly appreciated by nearly 3%l. with positive momentum
continuing into 2014, what is next for the Chinese yuan from a performance and policy
standpoint? As we mentioned in a previous blog post we believe that the path of gradual
yuan internationalization and regionalization will continue over the next several years.
As this trend continues, we believe that demand for the yuan and yuan-denominated assets
may continue to grow. And we believe this strong demand will continue to be supportive
of gradual yuan appreciation. Although fears about a sTowdown in Chinese growth unnerved
markets 1in early 2013, we believe that Chinese growth will reach the government-
projected target of 7.5% on the back of strong exports this year. In 2013, the cChinese
yuan held outside mainland China achieved several -important milestones: 1. It rose to

become the eighth most traded currency in the world? 2. It became the second most used

trade finance currency behind the uU.S. dollar in December 2013, displacing the euro3 3.
Deposits of Chinese yuan outside mainland China have grown to an all-time record of CNH

1.15 trillion ($190.5 B) in Hong Kong, Singapore and Taiwan* As impressive as 2013 was

from a growth perspective, the Chinese yuan has proven remarkably resilient 1in 1its
gradual appreciation over the last several years. In fact, last year, the yuan was the
second best-performing currency 1in Asia (behind the Korean won) and the third best

performer across emerging markets (also behind the Romanian Tleu).® Among major economies®

only the euro outperformed the yuan in 2013. However, when factoring in returns from
short-term interest rates, the yuan actually outperformed the euro on a total return
b a s i s . Chinese Yuan Performance: 2005-2013
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Mate: CNY represents the official Chinese yuan exchange rate for mainland China. CHH represents the exchange rate far Chinessa
yuan held cutside of mainland China, principally in Hong Kong, The Chinese government announced in July 2008 that the yuan
would be permitted to float in value relative o a basket of curnencies, including the LS. dollar This policy was temporarily

suspended during tha ghobal financial crisis. wh at ’ s N ext .Fo r
2014? In November, top Chinese government officials met for the Third Plenary Session of
the 18th CPC Central cCommittee (3rd Plenum). As part of the most significant slate of
reforms announced in two decades, we believe some of the most interesting relate to the
future path of exchange and interest rates. The key takeaway from the announcement
implied that the government should allow the market to play a bigger role in the
allocation of «capital and resources. Similarly, many economists believe that the
government 1is currently taking steps to allow the market to play a greater role 1in
setting interest rates. We view this development as significant, given that we outlined
it as one of the necessary prerequisites for the opening of the capital account,
eventually leading to the free flow of capital into and out of mainland China. For 2014,
we believe that demand for Chinese assets and currency will continue to 1increase,
supporting a modest appreciation of the yuan. As we mentioned in a previous blog post
with concern in the U.S. about rising interest rates, we believe the yuan continues to
be an attractive alternative to short-term U.S. fixed 1income. with a historical
volatility of approximately 2%, the Chinese yuan may present investors with yet another
way to increase the geographic breadth of their international investments. In our view,
the Chinese yuan continues to make strides in global trade and financial markets. As a
result, we believe that the yuan may continue to increase 1its significance in many

investors’ portfolios. lsource: Bloomberg, as of 12/31/13. 2source: Bank for
International Settlements (BIS) Triennial Survey, 2013. 3source: SWIFT data, as of
12/3/13. “standard chartered Bank, as of 1/7/14. 5source: Bloomberg, as of 12/31/13.

6Group of 10: Belgium, Canada, France, Germany, Italy, Japan, Netherlands, Sweden, United
Kingdom and uUnited States.

Important Risks Related to this Article

Investments 1in currency involve additional special risks, such as credit risk and
interest rate fluctuations. Foreign investing involves special risks, such as risk of
Toss from currency fluctuation or political or economic uncertainty. Investments focused
in China are increasing the impact of events and developments associated with the
region, which can adversely affect performance.

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.
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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)
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wisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

Tapering : A shift in monetary policy by which the Federal Reserve would begin

Tevel.&nbsp.
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