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On October 1, the Chinese renminbi (denominated in yuan) became part of the Special Drawing Right (SDR) of the
International Monetary Fund (IMF). This decision and its implementation are historic, as the renminbi became the first
emerging market currency to be incorporated into the basket. The yuan joins the U.S. dollar, euro, yen and British pound
in the SDR basket. We view this development as another level of the yuan’s evolution over the past 10 years. For China,
the inclusion of the yuan represents another significant milestone in its development as a global economic superpower.  
History of the SDR The Bretton Woods conference of 1944 is most frequently associated with the creation of the gold
standard for global currencies. But the IMF also emerged from the conference. IMF created the SRD in 1969 as a
supplementary international reserve asset, in the context of the Bretton Woods fixed exchange rate system. At the time,
each SDR was worth 0.889 grams of gold, which was the value of the U.S. dollar. As the Bretton Woods gold standard
collapsed in the early 1970s and major currencies switched from fixed to floating rate regimes, the value of the Special
Drawing Right was reset to be equivalent to the value of these floating rate currencies relative to the U.S. dollar. Every
five years, the IMF decides which currencies should be included in the basket and with what weights. The last review
concluded in November 2015, when it was decided that the Chinese renminbi would be included. The table below
shows the changes in the composition of the SDR basket.   Special Drawing Right Basket Composition 

 As we wrote in July 2015,
China’s acceptance into the SDR basket is an indication of its continued success at internationalizing the yuan and could
represent an opportunity for U.S. and global investors.   Evolution of the Yuan  As mentioned earlier, over the past 10
years, China has been working toward liberating its currency and becoming an integral part of not only regional but

international trade. In 2005, the government decided to lift its fixed exchange rate against the U.S. dollar.1 In 2013, China
announced that it would remove the floor on loan rates—signaling that market-determined interest rates would come
sooner, rather than later. Between these periods, and even since 2013, China has widened and rewidened the daily
trading band of the yuan to allow for further (and freer) price movement. Let’s not forget about the creation of CNH, or
the offshore Chinese renminbi, to complement the onshore CNY. The use of the offshore renminbi allowed for a gradual
and controlled offshore trading facility for the currency, a measured yet significant step for a country that is used to
exacting control over most facets of its economy. As part of its analysis, the IMF deemed the renminbi to be “freely
usable” and used its exports and other financial indicators to determine its weight in the basket. It should be noted that
its weight is larger than that of the Japanese yen and the British pound.   Does This Mean the Yuan Should Increase in
Value? The immediate impact of the inclusion into the SDR is more statement than action. Given that China and the
yuan have increased their role in global commerce, many central banks have already made the renminbi a part of their
foreign exchange (FX) reserves. However, its inclusion in an otherwise fairly restricted basket speaks volumes about the
currency’s role in global trade—namely, that it will continue to be an increasing part of global markets. It also provides
confirmation of China’s success in liberalizing its currency. This liberalization and other associated steps to enhance
external access to Chinese assets could lead to more widespread inclusion in global benchmarks—both bond and equity
—in the coming years. These points could have a lasting positive impact on the value of the Chinese yuan and make it an
increasing fixture in client portfolios. The developments are also likely to spark greater two-way volatility in the currency,
as market forces play a growing role in its valuation. With regard to direction of the yuan, there is also a possibility that
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the currency could depreciate, given that official intervention in the currency’s movements could be scaled back.   CYB
The WisdomTree Chinese Yuan Strategy Fund (CYB)  provides cost-effective exposure to the currencies and interest rates
in the rapidly evolving Chinese currency. Total return of the strategy would come from currency appreciation, implied
yield of the CNY and CNH forward contracts and potential income generated from U.S. money market collateral
securities and CNH time deposits. Low volatility combined with moderate interest rates make it one of the most
attractive currencies from an interest rate-to-volatility perspective, in our view. CYB has evolved with new ways of
achieving exposure to the Chinese yuan, and it retains the flexibility to continue to adapt because of its unique status as
an actively managed currency Fund. As the Chinese currency and trade markets continue to evolve, CYB could be an

attractive option for investors looking to benefit from those trends.         1Source: Xinhua News Service, 7/21/05.

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

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. This Fund focuses its investments in China,
thereby increasing the impact of events and developments associated with the region which can adversely affect
performance. Investments in emerging or frontier 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.

Investments in currency involve additional special risks, such as credit risk and interest rate fluctuations. Derivative
investments can be volatile and these investments may be less liquid than other securities, and more sensitive to the
effect of varied economic conditions. As this Fund can have a high concentration in some issuers the Fund can be
adversely impacted by changes affecting those issuers. Unlike typical exchange-traded Funds, there are no indexes that
the Fund attempts to track or replicate. Thus, the ability of the Fund to achieve its objectives will depend on the
effectiveness of the portfolio manager. 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.

 

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

Special Drawing Rights (SDR)  : an international reserve asset and accounting measure created by the IMF.

Interest rates  : The rate at which interest is paid by a borrower for the use of money.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

Implied yield  : The annualized rate of return generated by a fund’s investment in forward currency contracts. The
calculation is intended to show the yield of forward currency contracts, assuming that foreign exchange rates remain
constant.

Forward contracts  : Agreements to buy or sell a specific currency at a future date at an agreed upon rate.

CNH time deposit  : Offshore Chinese Yuan deposited with a bank for a defined period of time.

Actively managed ETFs  : Investment strategy where a manager selects securities in an attempt to outperform the
performance benchmark.
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