WisdomTree INSIGHT ARTICLE

CHINA - THIS TIME IT'S DIFFERENT
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2021 was a volatile year in China. Not only did China grapple with the rise of the Delta
variant, power shortages but it also embarked on a self-induced crackdown on the
disorderly expansion of capital. The experience of 2021 shows us that Chinese
policymakers appeared intent on reducing the economy’s dependence on investment in the
real estate sector and gear the economy towards consumption of more domestic goods and
services. This clearly did not pan out as planned and by the end of 2021 Chinese policy
makers finally threw in the towel and mobilised forces to re-stimulate the economy. The
economic restructuring of resources away from real estate towards agriculture, energy
and technology will be a more Tong-term project by China, Inc. than originally planned.
It is amply evident that Chinese authorities have a pro-growth agenda in 2022 - the year
of the tiger - that have given way to renewed policy easing and are willing to utilise
the tools when needed.

Figure 1 - Quarterly contribution to Total System Financing growth versus
performance of MSCI China Index
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Source: Bloomberg, wisdomTree as of 31 December 2021.

Historical performance is not an indication of future performance, and any
investments may go down in value.
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Low inflation pressure leaves the door open for further monetary easing

Easy financial conditions in China have been an important tailwind for economic growth
which should be reflected in 2022. Inflation appears to be less of a concern in China
compared to the US. China’s most recent (Consumer Price Inflation) CPI and Producer
Price Inflation (PPI) came in Tower than expected in December which would allow the
People’s Bank of China (PBoC) more flexibility to ramp up its efforts to stimulate the
economy and arrest demand weakness. In addition, the PPI-CPI gap should narrow further
in 2022 supporting further margin expansion in key industrial sectors of the economy.
The PBoC cut the lyear Medium Term Lending (MLF) rate and 7DAY reverse repo rate by
10Bps and injected 290Bn in Tiquidity on 16 January 2022. According to Reuters News, the
Ministry of Housing and Urban-Rural Development are expected to draft new rules related
to Tocal monitoring of escrow accounts, allowing easier access to escrow funds in order
to help property developers meet their debt obligations, pay suppliers and finance
operations. Looking ahead we expect to see further monetary easing via 25Bps of interest
rate reduction followed by a 50Bps RRR cut by the H1 2022.

Conviction in China in the year of the tiger

In 2021, MSCI china trailed the MSCI world Index by a staggering 43%. The uncertainty
surrounding the regulatory hurdles facing Chinese companies in China, the property
crisis alongside COVID-19 related disruptions were among the key reasons accounting for
China’s underperformance versus the rest of the world. while it’s difficult to rule of
the possibility of further regulatory hurdles, we expect them to ease with the
culmination of the Chinese Communist Party’s 20th National Congress, as it has in past
political cycles. Interestingly the performance across share classes has varied over the
years evident from the chart below. Therefore, we believe it’s important to gain access
to China via a more diversified exposure to all share classes.

Figure 2: variation in returns in Chinese share classes across the years
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Source: Bloomberg, WisdomTree as of 31 December 2021

Historical performance is not an indication of future performance, and any
investments may go down in value.

As of 31 Dec 2021, the MSCI china Index trades at 38% discount to the MSCI world based
on forward Price to Earnings (P/E) ratio. Evidently Chinese equities boast attractive
valuations versus the rest of the world and as monetary conditions become more conducive
and regulatory hurdles subside, we expect Chinese equities to play catch up with the
rest of the world. The sectors that have been weighed down last year - consumer
discretionary (as it contains the largest e-commerce platforms and tutorial companies),
communication services (as it contains some of the largest internet media companies),
information technology (owing to smartphone producer disappointing due to the global
chip shortage) offer the most upside opportunity in 2022. The S&P 500 cChina Index offers
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a more balanced exposure to sectors critical to China’s long-term transformation such as
information technology (14.9%); Industrials (13.4%); Consumer Discretionary (14.3%);
Consumer Staples (9.3%); Healthcare (8.4%) and Communication Services (8.5%) versus its
peers.

Figure 3: Balanced exposure to sectors benefiting from the transformation to
“New China”
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S&P China 500 14.03% 13.42% 14.34% 9.26% 8.36% 8.45% &7 B6%
C5I300 16.25% 14.7 4% 8.14% 14.90% 9.5%% 1.45% 6507%
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MSCIChina A 14.71% 15.92% 6.56% 16.48% 9.76% 1.42% 64.87%

source: Bloomberg, WisdomTree as of 31 December 2021

Historical performance is not an indication of future performance, and any
investments may go down in value.

The S&P China 500 Index has outperformed its peers since 31 December 2008 offering a 10%
annualised return with a 21.38% standard deviation.

Figure 4: Historical performance of the S&P cChina 500 Index versus 1its peers
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Source: Bloomberg, WisdomTree as of 31 December 2021

Historical performance is not an indication of future performance, and any
investments may go down in value.

conclusion

We expect 2022 - the Year of the Tiger to be another reversal of fortunes for cChina,
quite 1ike 2021 was a reversal of 2020. what makes us confident of the turnaround is -
renewed policy easing efforts in China, lower inflationary pressure in Asia, gradual
easing of regulatory headwinds over the course of the year. The biggest risk to our
outlook rests on the emergence of COVID-19 variants which are difficult to predict.
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Related blogs
+ Emerging markets - both leader and Tlaggard

+ Is it time to look at China again?

+ China's economic recovery is steadying

Related products
+ ICBCCS wisdomTree S&P China 500 UCITS ETF Class B - USD (CHIC/CHIN/CHIP)

View the online version of this article here.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our conflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where wisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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