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A number of commentators have suggested that Chinese banks are a source of large risk as a result of the country’s
shadow banking system and fears about a potential rise in non-performing loans, given the substantial credit expansion
over recent years. Although we agree that emerging market banks should be considered riskier than U.S. banks, we do
not think all the risk is to the downside. Increase in Net Profits Many of the largest Chinese banks recently released their
year-end earnings reports for 2012. What might be surprising to some is that the reports came out better than many
analysts had expected. Below we examine the top three Chinese bank constituents (by weight as of 03/31/2013) in the
WisdomTree Emerging Markets Equity Income Index. All three banks reported an increase in net profits of more than

10% compared to the previous year.1   • China Construction Bank – net profit was $30.62 billion, up 14.26% over 2011.
• Industrial and Commercial Bank of China – net profit of $37.80 billion, representing an increase of 14.5% over the
previous year. • Bank of China – achieved an after-tax profit of $22.09 billion for the year, a year-over-year increase of

11.51%.   We also looked at the return on equity2, a common profitability ratio, of the above mentioned Chinese banks.
Their return on equity was higher than that of some developed-world banks. To provide context to these ROE numbers,
we compare them against the largest market cap banks in the developed world. The below return-on-equity numbers are
for the most recent annual calendar year-end.             • China                o China Construction Bank – 22.04%                o
Industrial and Commercial Bank of China – 22.92%                o Bank of China – 18.01%           • Developed World
               o HSBC Holdings – 8.19%                o Wells Fargo – 13.16%                o J.P. Morgan Chase – 10.72%   Increases
in Declared Dividends All three of the Chinese banks mentioned above have also announced an increase in their annual
dividends. In the chart below we look at the percentage increase of the announced dividend per share compared to the
most recently paid dividend per share, both reported in U.S. dollars.  

Chinese Banks' Dividend Increases

   • China Construction Bank
– the 16.2% dividend increase will increase its cash dividend stream by over $1.4 billion. • Industrial and Commercial
Bank of China – the 20.6% dividend increase will add over $570 million to its current dividend payments. • Bank of
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China – declared a 15.6% dividend increase of over $319 million.   Increase in Equity Returns The increased dividends
and profitability have contributed to generating positive stock price performance since these companies were added to
the WisdomTree Emerging Markets Equity Income Index.    • Industrial and Commercial Bank of China and China
Construction Bank were new additions to the Index on June 18, 2012, at which point they received a collective weight of
9.57%. Bank of China was already a member of the Index before the rebalance.  • All three banks together made up
11.32% of the Index at the annual rebalance, and each has since posted positive equity returns of at least 20%. Returns
below are from 06/18/12 through 03/31/13.             • China Construction Bank – 20.00%           • Industrial and
Commercial Bank of China – 22.45%           • Bank of China – 25.36%           • WisdomTree Emerging Markets Equity
Income Index – 11.88%           • MSCI Emerging Markets Index – 13.24%   Conclusion We have been very pleased thus
far with the Chinese banks’ contribution to the performance of the WisdomTree Emerging Markets Equity Income Index.
The fundamental screening process for the Index identified attractively priced securities based on their dividend yields at
the annual screening date and weighted them in the Index based on their trailing 12-month cash dividends, measured in
U.S. dollars. Since being added to the Index, these companies have grown both their profits and their dividends, and
their share prices have reacted positively as a result. Data source Bloomberg unless otherwise noted. For current

holdings in the WisdomTree Emerging Markets Equity Index, click here.     1Profitability numbers are from 12/31/2011 to

12/31/2012; source: Bloomberg. 2Source: Bloomberg, as of 12/31/12.
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You cannot invest directly in an index.

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 INFORMATION

U.S. investors 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 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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DEFINITIONS

Shadow banking system  : A collection of non-bank financial intermediaries that provide services similar to traditional
commercial banks.

Non-performing loan  : A loan that is in default or close to being in default. Many loans become non-performing after
being in default for 90 days, but this can depend on the contract terms.

Net profit  : A measure of profitability after accounting for all costs.

WisdomTree Emerging Markets Equity Income Index  : A subset of the WisdomTree Emerging Markets Dividend Index
measuring the performance of the higher-yielding stocks as measured by trailing 12-month dividend yields, weighted by
cash dividends.

Return on Equity (ROE)  : Measures a corporation’s profitability by revealing how much profit a company generates with
the money shareholders have invested.

Dividend  : A portion of corporate profits paid out to shareholders.

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.

Trailing 12-month cash dividends  : Firm’s cash dividends paid over the prior 12-month perio.
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