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The Indian equity market, we believe, represents one of the most exciting opportunities in
emerging markets with a dynamic, fast growing economy underpinned by structural reforms.
Improving the business climate is a priority of government policy, with a focus on ease of
doing business, bridging the skills gap through training, a domestic investment initiative and
reducing bureaucracy. Recently the move to a new goods and services tax creating a national
unified market for the first time is a further example of growth oriented policies. This
commitment to positive change also has implications at a structural Tlevel for the economy and
the sectors that are Tikely to benefit.

Many reforms have started with the financial sector and importantly the impact 1is Tlikely to
feed through into private sector consumption. Key measures such as those to incentivise credit
and debit transactions, and the boost to mortgage lending and retail credit should combine
positively with demographic trends such as the expanding population. Over the past five years,
household consumption has remained at elevated levels, typically close to 60% of GDP. As the
population continues to expand and, with policy and financial measures favouring consumption,
it is likely that consumer-oriented sectors will benefit.

Another supporting feature at a macro-economic Tlevel is that India’s private sector s
substantially underleveraged. This is relative to both other BRIC economies and other Asian
countries. The key here 1is that ongoing financial reforms suggest potential for continued
expansion in domestic credit leading to a positive impact on growth.

Traditional indices, such as MSCI India, have trodden a well-worn path of offering market
capitalisation, adjusted for free float and foreign ownership restrictions. whilst it is a
representative benchmark of the Tisted equity market, it remains firmly entrenched in sector
weights that reflect where the economy has been-rather than the direction of travel as the
economy evolves.

wisdomTree has been developing smart strategies for over ten years, and has built a unique
approach to the Indian equity market with a focus on quality companies. Key features of the
wisdomTree India Quality Index include:

1. As dividends have historically been eschewed by Indian companies we designed the index to
be more closely aligned to quality earnings.

2. In addition to a minimum market capitalisation of $200m and liquidity criteria, companies
need to have earned at least $5m in the previous fiscal year at the time of the annual
screening and rebalance.

3. The key element of the index’s design 1is its stock selection based on rankings using three
years of historic data for return on equity and return on assets, taking the top 33% or at
least 50 companies.

4. The constituents are then weighted by free float adjusted market capitalisation with
concentration risks managed through a 5% cap on single stock weights and 25% at a sector
Tevel.

Chart 1: wisdomTree India Quality Index sector allocation weights
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The end result of this focus on quality is a sector allocation that is substantially tilted
towards “new economy” exposure compared to traditional “old economy” sectors. Since 2004, the
wisdomTree India Quality Index has seen its allocation to new economy, technology and consumer-
oriented sectors rise from 35% to 70%—in contrast MSCI India has only a 50% exposure to new
economy sectors.

Another benefit of this methodology is the diversification that it offers from a size
perspective with only 44.5% in large cap stocks, a sTightly higher proportion in mid-cap stocks
at 44.7% and close to 11% in small caps. The index features a focused basket of 105
constituents that allows for ease of replication by a unique physical UCITS ETF.

conclusion

Investors wanting to gain a forward-looking exposure to the Indian equity market may find the

wisdomTree India Quality Index a uniquely positioned strategy. The index constituents have had
historically above average return on equity over the past ten years. In terms of performance,

the index, over both the medium and Tong term, has delivered above average annual returns with
typically lower volatility.

Table 1: wisdomTree India Quality Index methodology summary
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+ 250,000 shares per
month traded at Teast
for each of the six
months preceding the
“Screening Date”

+ Average daily dollar
volume of at Teast
US$200,000 for each of
the six months

+ Market cap of at
Teast US$200 million

+ At least earned US$5
million in their fiscal
year prior to the
annual reconstitution

+ Indian companies with
positive Net Income,
and P/E ratio of at
Teast 2x

+ Selection by quality
(3Y ROA and ROE)
ranking: Top 33.3% or
at least 50 names

+ Sector
diversification rule:
Top 10% or at least one
name from each GICS
sector, will be
selected

+ Free-float adjusted
market cap

+ 5% single stock cap
+ 25% sector cap

+ Annual, in September

Source: wisdomTree

You might also be interested in reading..

o Five reasons why we believe Indian equities could spice up your portfolio

Investors sharing this sentiment may consider the following UCITS ETFs:

e WisdomTree India Quality UCITS ETF - USD (EPIQ)

e WisdomTree India Quality UCITS ETF - USD Acc (EPIE)

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

wWisdomTree Ireland Limited and wisdomTree 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 is 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 laws 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 in the appropriate prospectus and after seeking independent
investment, tax and legal advice.

This document 1is 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 indirectly) into the United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee 1its accuracy or correctness. Where wisdomTree has
expressed 1its 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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