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Does the “global trade war,” quotation marks intentional, spell doom? It depends on your silo.

The 2009 American Recovery and Reinvestment Act poured some $787 billion of stimulus into the system, while China’s

coincident crisis-era package dumped a $586 billion package on top.! Central banks added trillions in bond purchases
for the trifecta.

But some people may have missed the boat. Who? Those who couldn't get past their ideological differences with the last
U.S. president, who made some of them think the global financial crisis would lead to a perpetual depression. Distorted
reality costs money, and what happened with Obama'’s detractors is now happening in the Trump administration. Some
proportion of the public, including many on Wall Street, are letting their political views with respect to President Trump
get in the way of arithmetic.

That can create opportunity for the sober observer.
What is one mistake investors are making? Prognosticating “global trade war” doom.
Global Trade War?

2018 has witnessed nothing but improvement in relations between China and Japan, nothing but improvement in
relations between Japan and Europe and, arguably, nothing but improvement in relations between the U.S. and both
Mexico and Canada, at least compared to this past summer.

Some global trade war this is, with major foreign leaders jumping over each other to prove their free market bona fides.

“We must promote trade and investment, liberalization and facilitation through opening up—and say no to
protectionism.” — Chinese President Xi Jinping, 2017

“It is also quite vital that we keep on raising high the flag of free trade. ”— Japanese Prime Minister Shinzo Abe, 2017

“We believe multilateral cooperation can add value for everyone, and that’s why we're advocating global trade that is as
free as possible and which is based on common rules.”— German Chancellor Angela Merkel, 2018

The truth is that Trump is calculating that Americans have finally hit a wall on the status quo with respect to China.
Regular people on the street may not know the specific trade numbers, but they know where the knock-off purses come
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from, they know now about wanton intellectual property theft and, most disconcertingly, cyberwarfare.

In reframing the argument about global trade, does anyone care that Japan, China and South Korea are sitting at the

table with one another for trilateral trade talks?? How about the big August trade deal between Japan and the EU? Talk
about large economies.

While market angst is focused on the Trump administration’s “global trade war,” most of the planet is actively making
deals, in direct contrast to the meme of global internecine tariff warfare.

And China's Scythe on Taxes

While markets react to headlines, China’s fiscal stimulus continues apace. Some investors appear to be missing the good
in hoping for Trump to prove an economic failure. One such “good” is the total revolution happening in China’s
personal income tax code, shockingly ignored by so many. Figure 1 shows the $435 tax cut that the average white-collar
Chinese worker, earning $13,608 a year, is set to witness. There's more too if we count mortgage, student loan and child

deductions (figure 1).3

Figure 1: Proposed China Personal Income Tax Example, Average White-Collar Worker

Old Tax Code New Tax Code
Monthly Gross Income {CNY) 7,789 7,789
Exemption {CNY) 3,500 5,000
Taxable Income (CNY) 4,289 2,789
Amt. of Income in Amt. of Income in
Tax Due Tax Due

Marginal Rate Each Bracket Each Bracket

3% 1,500 45 2,500 73

10% 2,500 250 289 29

20% 289 58 a o

25% o ) o

Savings Savings (%)

Monthly Tax (CNY) 353 104 249
Yearly Tax (CNY) 4,234 1,247 2,987
Monthly Tax (USD) 51 15 36 71%
Yearly Tax (USD) 616 182 435

Sources: WisdomTree, by China International Capital Corp. “China, Japan and South Korea Aim to Speed Up Talks on Free-Trade Agreement to Counter
U.S. Tariffs,” South China Moming Post, 9/22/18.

That comes on the heels of this spring’s 1% cut in value-added tax (VAT) rates. Combined with income tax relief, we

count $103.8 billion in cuts this fiscal year alone (figure 2).4

Figure 2: VAT + Personal Income Tax Cuts, 2018 Amount

Personal Income
1% VAT Cut Tax

Sources: WisdomTree. VAT cuts from China's State Council, reported by Reuters,
“China to Cut VAT Tax Rates for Manufacturing and Other Sectors: State Media,”
3/28/18. Personal income tax estimate from Barclays, reported by Asia Times, "China
Tax Cuts Will Help Offset Tanff Pain: Barclays,” 9/13/18.

Granted, there are offsets. For example, Beijing is also vaguely promising reductions in social insurance premiums, but
that may be more than offset by the tax authority’s ratcheting up of collections efforts this year. The result could be a net
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tax hike on this front.

Nevertheless, figure 3 shows the decade-long effect of Chinese President Xi Jinping's tax cuts on the VAT and personal
income fronts. At slow-to-fast growth rates, the cumulative 10-year estimate is $1.04 trillion to $2.05 trillion, straddling
both sides of Trump's $1.5 trillion package that sent stocks higher in 2017.

Figure 3: Cumulative 10-Year Total, Xi Tax Cuts (Using WisdomTree’s $103.8bn Calculation for 2018)

$2,500
= No Growth
— 5% Growth
—— Growth = 2017 Nominal GDP (9.4%)
$2,000 - Growth = 2008-2017 Nominal GDP (13.2%) $2,047
—— Growth = 2000-2017 Nominal GDP (14.4%) $1,931
$1,607
$1,500
$1,306
$1,000 $1,038
5500
S0
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Source: WisdomTree, extrapolating our estimate of $103.8 billion in tax cuts for fiscal 2018 for 10 years at various economic
growth rates and summing them.

Meanwhile, we present figure 4; China's exports to the U.S. have been shooting higher in a largely uninterrupted fashion
for most of this century.

Figure 4: Annual Chinese Exports to the U.S.
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Source: Customs General Administration PRC, through 8/31/18.

The Play

Our dedicated China ETFs are the WisdomTree ICBCCS S&P China 500 Fund (WCHN) and the WisdomTree China ex-St
ate-Owned Enterprises Fund (CXSE). The former hits broad China with a 9+% earnings yield and tracks China’s S&P

500.° The other one, CXSE, tosses out companies that have more than 20% of their equity owned by Beijing.

While the mass of investors focus on “global trade wars,” few observers are noting Chinese fiscal expansion or, for that
matter, big trade deals being signed right now. There’s your edge, contrarian reader.

'Sources: Congressional Budget Office, Publication 49958, Estimated Impact of the American Recovery and
Reinvestment Act on Employment and Economic Output in 2014. Chinese stimulus data by The Economist, China Seeks
Stimulation, 11/10/08.

2Source: Laura Zhou, “China, Japan and South Korea Aim to Speed Up Talks on Free-Trade Agreement to Counter U.S.
Tariffs,” South China Morning Post, 9/22/18.

3Average white-collar worker income calculated by Zhaopin Ltd., a career platform similar to Monster.com, as of end-
2017. Tax cut calculations by WisdomTree, using the PBoC's tax proposal that is likely to become law in October.

4See source data beneath Figure 1.

SSources: Bloomberg, WisdomTree, as of 10/24/18.

Important Risks Related to this Article

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. The Fund focuses its investments in China,
including A-shares, which include risk of the RQFII regime and Stock Connect program, thereby increasing the impact of
events and developments associated with the region, which can adversely affect performance. Investments in emerging
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or offshore 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. The Fund's
exposure to certain sectors may increase its vulnerability to any single economic or regulatory development related to
such sector. As this Fund can have a high concentration in some issuers, the Fund can be adversely impacted by changes
affecting those issuers. The Fund will be required to include cash as part of its redemption proceeds, which introduces
additional risks, particularly due to the potential volatility in the Chinese market and market closures. The Fund invests in
the securities included in, or representative of, its Index regardless of their investment merit, and the Fund does not
attempt to outperform its Index or take defensive positions in declining markets. Due to the investment strategy of this
Fund, it may make higher capital gain distributions than other ETFs. Please read each Fund's prospectus for specific
details regarding the Fund's risk profile.

For the top 10 holdings of CXSE please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/etf
s/equity/cxse

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. MSClI, 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.MSCci.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

Value-added tax (VAT) : is a type of consumption tax that is placed on a product whenever value is added at a stage of
production and at final sale.

S&P China 500 Index : Comprises 500 of the largest, most liquid Chinese companies while approximating the sector

composition of the broader Chinese equity market. All Chinese share classes including A-shares and offshore listings are
eligible for inclusion.
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