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U.S. Market Overview

DO THE MIDTERMS MATTER FOR THE MARKET? 

By Luciano Siracusano

Luciano  Siracusano  is  WisdomTree’s  Chief  Investment  Strategist.  He  is  the  co-creator,  with  
CEO  Jonathan  Steinberg,  of  WisdomTree’s  patented  Indexing  methodology.  Mr.  Siracusano  
led WisdomTree’s sales organization from October 2008 until June of 2015, while also serving as the 
firm’s Chief Investment Strategist. Luciano stepped down as WisdomTree’s Head of Sales in 2015 to 
focus full time on his duties as Chief Investment Strategist. From 2001 until October 2008, Luciano 
was WisdomTree’s Director of Research and was responsible for the creation and development of 
WisdomTree’s proprietary stock indexes. Luciano is a regular guest on CNBC and  FOX  Business,  
and  speaks  and  writes  frequently  on  ETFs,  indexing  and  global  financial  markets. A former 
equity analyst at Value Line, Luciano began his career as a speechwriter for former New York Governor 
Mario Cuomo and HUD Secretary Henry Cisneros. He graduated from Columbia University with a 
B.A. in Political Science in 1987.

As with the 2016 presidential election, this year’s midterms are being called the most important congressional election in 

our lifetime. But will the midterm matter for the market? If history is a guide, the answer likely will be “no.” Total returns 

for the S&P 500 Index in the calendar year following midterm elections suggest changing configurations in Congress 

rarely spell trouble for stocks.

FIGURE 1: Total Returns for the S&P 500 Index in Calendar Years Following Midterm Elections, 1980–2015

1983 1987 1991 1995 1999 2003 2007 2011 2015

S&P 500 22.56% 5.25% 30.47% 37.58% 21.04% 28.68% 5.49% 2.11% 1.38%

Source: Zephyr. Past performance is not indicative of future results. You cannot invest directly in an index.

Since 1980, the U.S. stock market posted positive gains in each and every year following congressional midterms. In 

fact, the average return, 17%, was more than 5.5 percentage points higher than the annualized return of the S&P 500 

over this entire period. The configuration of relative power between and among the two houses of Congress and the 

White House varied greatly over four decades, yet equity returns were consistently strong. It’s worth noting that these 

returns also coincide with the third year of presidential terms—historically good ones for stocks. Why? Perhaps because 

incumbent presidents make unpopular decisions earlier in their terms, while ensuring that achievements are visible to 

voters in the year before they run for re-election.
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WHAT MATTERS IS WHAT CAN CHANGE 

Much of the commentary about the midterms has focused on whether a “blue wave” will sweep Democratic candidates 

back into power. Given the frequency with which the minority party reclaims seats during the midterms, it’s certainly 

plausible Democrats could retake the House. While political victories are always important, what really matters to the 

markets is the potential for changes in policy—particularly economic policies that could impact inflation, interest rates, 

investment, job and wage growth, consumer confidence and consumption.

For example, when results indicated that Donald Trump would win the presidency on election night in 2016, Dow futures 

fell by more than 800 points. But overnight markets quickly rebounded once it became clear Republicans would maintain 

control of the Senate, for a Republican Congress meant Trump’s campaign promises could well lead to a change in 

national economic policy. With aggressive deregulation of the energy and financial sectors, curbs to the future growth 

of the administrative state and the lowering of individual and corporate tax rates, business and consumer confidence 

soared during the first two years of the Trump Administration. This led to record energy production, robust corporate 

profits, hundreds of billions of dollars repatriated back into the U.S., the lowest unemployment rate in 50 years, 4% GDP 

growth and a 45% rally in the U.S. stock market. In the process, nearly 4 million new jobs—nearly 400,000 of them in 

manufacturing—were created. Not coincidentally, real median family income in America now stands at $61,400, an all-

time high, surpassing levels last achieved in 2000.

How much of this economic success should be credited to President Trump’s policies and how much was a continuation of 

trends already in place? These are some of the questions voters will answer when they enter ballot booths in November.

CONGRESS IN THE BALANCE 

Would a Democratic victory in the House change the direction of current fiscal and regulatory policy? As long as 

Republicans maintain control of the Senate, it is unlikely Senate Majority Leader Mitch McConnell will attempt to pass 

any House-initiated bill without bipartisan and White House support. Thus, major issues that some Democrats are 

running on this fall—repealing parts of the Trump tax plan, passage of “Medicare for All,” free (taxpayer-funded) college 

education, a $15 federal minimum wage—will not gain traction in a Republican-run Senate. And even in areas where 

bipartisan support is possible, legislative success will likely hinge on House Democrats making major concessions. A 

new infrastructure spending bill would require much greater private sector involvement to win White House support. 

Education reform would need to include vouchers so that lower-income parents could have greater school choice for 

their children. Navigating the immigration impasse hinges on creating a new merit-based system for legal immigration 

and spending billions more to build a border wall to deter illegal immigration. In short, the chances for meaningful 

legislation to pass through a divided Congress will range from slim to none.

However, a Democratic majority in the House would make a difference in two crucial areas: future budget negotiations 

and control over oversight committees, lawmakers’ primary check on abuses of executive power. With the power of 

the purse, Democratic leaders may try to replicate their past success in squeezing additional appropriations out of 

their Republican rivals as a condition to pass future spending bills. Assuming no new tax revenues are raised, this 

dynamic could further swell ballooning federal budget deficits, potentially adding upward pressure on interest rates. A 

corresponding Democratic takeover of the Senate would exacerbate such spending pressures, while limiting President 

Trump’s flexibility in making appointments to executive agencies and the federal judiciary.
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Although hundreds of politicians are running in local elections, the November midterms will likely be a national referendum 

on Donald Trump’s presidency. Thus, the biggest consequence of a Democratic victory in November would be the power 

to act should Special Counsel Robert Mueller’s investigation yield evidence sufficient for the House to charge President 

Trump with committing a high crime or misdemeanor. While it’s conceivable that a Democratically controlled House may 

well start impeachment proceedings against the president, gaining a two-thirds majority to convict in the Senate will be 

much harder. While President Trump has exhibited historically low approval ratings for much of his term, he paradoxically 

enjoys approval ratings approaching 90% among Republican voters. That support from the Republican base will not go 

unnoticed by Republican senators, especially by the 21 up for re-election in 2020. When Bill Clinton was impeached by a 

Republican-controlled House in 1998 for his conduct while president, Republicans held a 55-seat majority in the Senate. 

Yet, they could not secure all 55 Republican votes, let alone attract the 12 additional Democratic votes necessary to reach 

the two-thirds majority needed to convict. What did the market do during that politically turbulent year of 1998? Fueled 

by a surge in technology stocks, the S&P 500 advanced 28.6%.

On the other hand, if Republicans hold a majority or gain seats in both chambers, the country will head further down the 

course being charted by President Trump. However, major issues like immigration, education and entitlement reform will 

likely remain unresolved until one party controls both the White House and the Congress and achieves at least a 60-seat 

majority in the Senate. That’s not expected to happen in this election cycle. Notably, if Republicans do hold the House, the 

resignation of Paul Ryan means that Freedom Caucus leader Jim Jordan could emerge as the next speaker. That would tilt 

the balance of power from establishment Republicans to the party’s insurgent populist wing, while potentially providing 

more institutional support for investigations presently under way by the House Intelligence and Judiciary committees.

CONCLUSION 

Obviously, there is more at stake in the midterm elections than their impact on stock and bond portfolios. Every election 

for the remainder of our lifetimes could well be the most important election of our lifetime—an indication that the 

American experiment in self-government is being tested. That is a crucible for citizens to overcome. The test for investors 

next year, regardless of the political turbulence that may buffet Washington, is whether and when the U.S. economy will 

overheat, and how the Fed responds to it. 

Net-net, it will be the actions of the Fed that investors need to keep an eye on in 2019, not the actions of Congress.
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Japan Market Overview

LOOKING PAST THE NARRATIVE ON JAPAN INTO FUNDAMENTALS 

By Jeremy Schwartz

One of the markets that is caught up in global trade fears and continues to perplex investors is Japan. The Japanese 

markets are trading near their lowest valuation1 levels in the last 30 years, supported by increased profitability, better 

returns on capital and improving profit margins. A recent article in The Wall Street Journal by Mike Bird summarizes 

sentiment and the environment nicely: 

“Something strange is going on with corporate Japan: Profits have soared. … Yet foreign investors, by and 

large, aren’t that interested. … After decades of stagnation, profitability has soared under Prime Minister 

Shinzo Abe’s economic revival program, dubbed Abenomics2. Profit margins at nonfinancial firms hit a 

record 7.7% in the second quarter. This ratio, which compares earnings before interest payments and taxes 

with sales, rarely topped 4% until a few years ago.”3 

While Japan tends to trade with its currency and global macro4 sentiment, this market behavior masks some strong 

underlying trends in corporate governance and profitability. 

One element of Abenomics involved the creation of stock indexes that encouraged a focus on return on equity (ROE)5. 

Company managements have responded, increasing both dividends6 and buybacks7 and better managing the cash on 

the “bloated balance sheets8” (which are often cited as a reason to stay away from corporate Japan). 

Jeremy Schwartz, CFA®, is responsible for the WisdomTree equity Index construction process and 

oversees research across the WisdomTree family. Prior to joining WisdomTree, Jeremy was Professor  

Jeremy  Siegel’s  head  research  assistant  and  helped  with  the  research  and  writing of Stocks 

for the Long Run and The Future for Investors. He is also co-author of the Financial Analysts Journal 

paper “What Happened to the Original Stocks in the S&P 500?” Jeremy is a graduate of The Wharton 

School of the University of Pennsylvania and currently stays involved with  Wharton  by  hosting  the  

Wharton  Business  Radio  program  “Behind  the  Markets”  on SiriusXM 111.

1 Valuation: Refers to metrics that relate financial statistics for equities to their price levels to determine if certain attributes, such as 
earnings or dividends, are cheap or expensive.

2 Abenomics: Series of policies enacted after the election of Japanese Prime Minister Shinzo Abe on December 16, 2012, aimed at 
stimulating Japan’s economic growth.

3 Mike Bird, “Profits Jump at Japanese Companies, but Foreign Investors Don’t Bite,” The Wall Street Journal, 9/9/18. 
4 Macro: Focused on issues impacting the overall economic landscape as opposed to those only impacting individual companies.
5 Return on equity (ROE): Measures a corporation’s profitability by revealing how much profit a company generates with the money 

shareholders have invested.
6 Dividend: A portion of corporate profits paid out to shareholders.
7 Buyback: When a company uses its own cash to purchase its own outstanding shares; may positively impact the share price.
8 Balance sheet: Refers to the cash and cash equivalents part of the current assets on a firm’s balance sheet and cash available for 

purchasing new positions.
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Below I review some of the key fundamental attributes of the WisdomTree Japan Dividend Index (which also serves as 

the underlying for the Japan Hedged Equity Index) to show how globally oriented Japanese companies are trading on 

the basis of valuation and multiples.

The median price-to-earnings (P/E) ratio9 over the last 12 years was 13.9x, and the latest P/E ratio was 11.8x, a 20% 

discount to the median. That valuation level is similar to the depression during the financial crisis 10 years earlier, before 

earnings collapsed. 

The P/E ratio has been lower in these 12 years less than 4% of the time—meaning Japan is in the 96% range for cheapness 

on P/E ratio valuation in the last 12 years.

9 Price-to-earnings (P/E) ratio: Share price divided by earnings per share. Lower numbers indicate an ability to access greater 
amounts of earnings per dollar invested.

10 Quality: Characterized by higher efficiency and profitability. Typical measures include earnings, return on equity, return on assets 
and operating profitability. This term is related to the quality factor, which associates these stock characteristics with excess 
returns versus the market over time.

Sources: WisdomTree, FactSet. Data from 1/1/06 to 8/31/18. Past performance is not indicative of future results. You cannot invest 
directly in an index.

These low valuations come despite the broad improvement in one of WisdomTree’s preferred “quality10” metrics: ROE. 

In the 12 years we have been calculating it for our Japan Dividend Index, there had never been a greater than 10% ROE 

figure—in 2006 when we launched the Index, it was close to that level, but it dropped sharply during the financial crisis 

and has been building back slowly ever since.

FIGURE 2: WisdomTree Japan Dividend Index—P/E Ratio Excluding Negative Earnings

1-
Ju

n-
06

1-
Ju

n-
07

1-
Ju

n-
08

1-
Ju

n-
09

1-
Ju

n-
10

1-
Ju

n-
11

1-
Ju

n-
12

1-
Ju

n-
13

1-
Ju

n-
14

1-
Ju

n-
15

1-
Ju

n-
16

1-
Ju

n-
17

1-
Ju

n-
18

1-
D

ec
-0

6

1-
D

ec
-0

7

1-
D

ec
-0

8

1-
D

ec
-0

9

1-
D

ec
-1

0

1-
D

ec
-1

1

1-
D

ec
-1

2

1-
D

ec
-1

3

1-
D

ec
-1

4

1-
D

ec
-1

5

1-
D

ec
-1

6

1-
D

ec
-1

7

5.00

10.00

20.00

30.00

35.00

15.00

25.00

P
/E

 R
at

io



WisdomTree.com    866.909.9473

WisdomTree ON THE MARKETS 7

11 Dividend yield: A financial ratio that shows how much a company pays out in dividends each year relative to its share price.
12 Net buyback yield: A company’s net share buyback is the difference between the capital raised by issuing new shares and the money 

the company spent on buying back any outstanding shares. A positive net share buyback means that more was spent buying back 
existing shares than was received from issuing new shares. Net buyback yield is the amount of a company’s net buybacks divided 
by its market capitalization. Please note that net buyback yield does not represent a dividend paid by the company.

Showing the relative profitability figures and better management of corporate balance sheets, we saw this figure go past 

10% in 2018. We also see room for further improvement given the broad increase in shareholder returns and still high 

cash levels on balance sheets that are starting to get paid out. ROE figures for a similar U.S. index are closer to 15%—and 

as Japan tries to attract more global capital, being good stewards of capital should keep pushing ROEs higher.

Sources: WisdomTree, FactSet. Data from 1/1/06 to 8/31/18. Past performance is not indicative of future results. You cannot invest 
directly in an index.

The dividend yield11 on our Index was 2.7% and the net buyback yield12 was 0.7% at the end of August, giving a total 

dividend and net buyback yield of 3.4%. The median of this ratio over the last 12 years has been 2.9%. In general, the 

broad increase in this ratio ever since the end of 2012 shows that corporate Japan has been driven by rising dividends 

and buybacks and not just rising prices—that was also reflected in the declining P/E ratios presented earlier.

FIGURE 3: WisdomTree Japan Dividend Index—Return on Equity
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Sources: WisdomTree, FactSet. Data from 1/1/06 to 8/31/18. Past performance is not indicative of future results. You cannot invest 
directly in an index.

In early 2018, Japan traded down largely with global sentiment on trade fears and uncertainty associated with U.S. policy—

not for some decrease in its fundamental measures of value. While many believe Japan will always be a “value trap,” we 

see good evidence that corporate payouts are favoring more shareholder-friendly actions and see quality metrics and 

margins improving. 

On September 17, EM analyst Josh Demasi tweeted something that I think summarizes the situation quite well: “The Nikkei 

is fascinating wrt the behavioral component. The narrative is *finally* beginning to catch up to the fundamental story.”

For most of this year, the narrative was that Japan is going to be hurt by trade wars and perhaps a peak in global growth 

and slowdown in China. Improved trade dynamics between Japan and China might be one outcome of the U.S.-China spat 

that many are not factoring into their models. We like Japan as an under-owned value opportunity.

FIGURE 4: WisdomTree Japan Dividend Index—Dividend and Net Buyback Yield
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13 Basis point: 1/100th of 1 percent.

U.S. Fixed Income Overview

TAKE IT TO THE BANK? 

By Kevin Flanagan

As part of WisdomTree’s Investment Strategy group, Kevin Flanagan serves as Senior Fixed Income 

Strategist. In this role, he contributes to the asset allocation team, writes fixed income-related 

content and travels with the sales team, conducting client-facing meetings and providing expertise 

on WisdomTree’s existing and future bond ETFs. In addition, Kevin works closely with the fixed 

income team. Prior to joining WisdomTree, Kevin spent 30 years at Morgan Stanley, where he was 

most recently a Managing Director. He was responsible for tactical and strategic recommendations 

and created asset allocation models for fixed income securities. He was a contributor to the Morgan 

Stanley Wealth Management Global Investment Committee, primary author of Morgan Stanley 

Wealth Management’s monthly and weekly fixed income publications and collaborated with the 

firm’s Research and Consulting Group Divisions to build ETF and fund manager asset allocation 

models. Kevin has an MBA from Pace University’s Lubin Graduate School of Business and a B.S. in 

finance from Fairfield University.

On either side of the Atlantic, September was a busy month for developed world central bankers. Indeed, all of the four 

closely watched policy makers (the Fed, the Bank of Canada [BOC], the European Central Bank [ECB] and the Bank of 

England [BOE]) had formal sessions, with some making headlines, and others, not so much. Regardless of whether the 

outcomes moved the money and bond markets, the overarching theme does seem to be that the last three months of 

this year, as well as 2019, may be characterized as a return to policy normalization.

Barring any worsening conditions brought about by escalating trade tariffs and/or from emerging market (EM) fallout, 

the path toward normalization should be in the mind-set of investment decisions going forward. The exact form and 

scope of this normalization might vary with each of these aforementioned central banks, but policy makers do seem 

to have gained the confidence to either begin the early stages of the process, like the ECB, or embark on getting 

administered interest rates back to a more neutral setting, such as the Fed.

WHAT’S HAPPENING ON THE OTHER SIDE OF THE ATLANTIC 

Let’s start with the BOE. Following the rate hike of 25 basis points (bps)13 at the prior meeting in early August, no changes 

were implemented this time around, and its asset purchase program remained constant as well. The lack of a follow-up 

tightening move was certainly no surprise, as the markets were expecting this type of result. Since dropping its base rate 

down to 0.25% post-Brexit, the BOE has raised rates on two occasions: in November 2017 and August 2018.
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14 Gross domestic product (GDP): The sum total of all goods and services produced across an economy.
15 Quantitative easing (QE): A central bank monetary policy occasionally used to increase the money supply by buying government 

securities or other securities from the market. Quantitative easing increases the money supply by flooding financial institutions with 
capital, in an effort to promote increased lending and liquidity.

What about going forward? For the near term, the UK policy makers seemed to be slightly more optimistic, revising their 

3Q 2018 GDP14 growth estimate upward by 0.1 percentage point. However, looking beyond the here and now and into 

2019, the assessment highlighted greater uncertainty around Brexit, as well as potentially increased risks coming from 

trade and the emerging markets. Nevertheless, the current policy stance still sees the need for ongoing tightening, but 

any future rate hikes should remain “limited and gradual.”

Now it’s the ECB’s turn. Once again, no surprising outcomes here either, as the previously announced timeline for 

continued tapering and ending quantitative easing (QE)15 new purchases remained in place. In addition, the intention 

to keep its balance sheet constant when new purchases end also remains the plan, and will be achieved by reinvesting 

any maturing/redeemed proceeds from its investments. ECB President Mario Draghi stated in the post-meeting presser 

that the policy makers have not yet discussed what this reinvestment strategy would ultimately look like. Interestingly, 

there had been conjecture that the ECB would perform its own version of the Fed’s Operation Twist whereby maturing 

proceeds would be recycled into longer-dated maturities more so than shorter-dated ones, but Draghi mentioned no 

such discussions having taken place. In other words, stay tuned.

Much like the BOE, the ECB acknowledged risks from “protectionism” (i.e., trade), as well as specifically mentioning 

EM countries Turkey and Argentina. The ECB’s inflation estimates were left largely unchanged, but they did revise their 

growth estimates 0.1pp lower for both this year and 2019. Fiscal policy issues were also highlighted, no doubt a nod to the 

ongoing budget saga in Italy. In fact, spreads between Italian 10-year BTPs and the like-maturity German bund continue 

to reside at levels not seen since the Grexit episode.

Source: Bloomberg, as of 10/9/18. Past performance is not indicative of future results.

FIGURE 5: Italian 10-Yr Yield vs. German Bund 10-Yr Yield
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So, where does this leave the UK and EUR fixed income markets? Draghi reiterated the continued need for “significant 

stimulus” going forward to achieve the ECB’s inflation goals, while the BOE seems to be on a slow trajectory for rate hikes 

with its own asset purchase program remaining in place. In other words, both central banks apparently do not foresee any 

urgency to take a more hawkish policy stance anytime in the near future. This point was underscored by the ECB’s plan to 

keep rates unchanged at least through the summer of 2019. As a result, a spike in yield in either the bund or gilt arenas 

does not seem likely in such an investment landscape.

BACK TO OUR SIDE OF THE ATLANTIC 

Let’s first turn our attention to developments north of the border. At its September policy meeting, the BOC left rates 

unchanged. Interestingly, this move appears to be just a pause in its own rate-hiking cycle. To provide some perspective, 

the normalization process actually began last year with two separate rate increases, and has since been followed up by 

two additional moves thus far in 2018, with the latter occurring at the BOC’s meeting in July. 

Looking ahead, the BOC’s forward guidance is also pointing toward further “gradual” rate hikes, a recurring policy 

theme among three out of the four central banks we’re discussing here. Once again, EM and trade considerations 

appear to be weighing on policy discussions, with NAFTA talks being highlighted in this case. With the recent United 

States-Mexico-Canada Agreement (USMCA) potentially replacing NAFTA, this area of trade uncertainty could very well 

be removed pending ratification. In addition, the BOC is also monitoring stabilization in Canada’s housing activity. 

Nevertheless, the BOC policy statement noted that “recent data reinforce” the belief “that higher interest rates will be 

needed to achieve the inflation target.” 

Last, but certainly not least, is the Fed. The FOMC delivered on its highly anticipated rate hike at its own September 

meeting. This brings the top end of the target range for Fed Funds to 2.25%. After getting off to a rather slow start in 

this tightening cycle in December 2015, U.S. policy makers have picked up the momentum, and through Q3 2018, the 

Fed has thus far raised rates six times and entered into the final phase of the balance sheet normalization process since 

the beginning of 2017.

Where do we think the Fed could be headed for the final three months of this year and into 2019? Data permitting, it 

would appear as if one more rate hike is on the table for this year. Given the FOMC’s rate increase pattern in the current 

cycle, odds would seem to favor no move at the next meeting scheduled for November 7–8 (right after the midterm 

elections), with the December 18–19 gathering being the more likely choice. Without a doubt, the 2019 Fed outlook 

will be watched carefully for any adverse signs from the higher tariff setting that has been put in place. As we’ve seen 

from the other central banks in this article, trade, in general, remains a key area for policy uncertainty, with the Fed being 

no exception. As of this writing, the landscape would point in the direction of additional tightening moves next year; 

the only question at this point appears to be whether Fed Funds would be increased three times (the Fed’s blue-dot 

forecast) or fewer (the market’s expectation).
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FIGURE 6: Implied Rate Hike Probabilities for Remaining 2018 Policy Meetings

Next Meeting December

Fed 3.4% 76.9%

BOC 100.0% 20.1%

BOE 4.6% 4.5%

ECB 7.1% 7.7%

Source: Bloomberg, as of 10/9/2018.

CONCLUSION 

The bottom-line message is that developed world central banks on either side of the Atlantic are now moving in the same 

direction: normalizing monetary policy. This is obviously an important change from the last time these central banks were 

all moving in the same direction, when the tilt was overwhelmingly toward extraordinary accommodation. Any upcoming 

changes in policy will not be uniform in nature, with balance sheet considerations and rate hike probabilities differing 

over time and region.
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H.L. Mencken, the turn-of-the-20th-century journalist famous for his jaundiced view of the public’s intelligence, said 

newspapers are devices for making the ignorant more ignorant. As an avid reader of a physical newspaper, that hurts. 

We’re rare these days, still getting home delivery. It seems everyone is glued to social media, which narrows “influencers” 

to the most sensational among us. The traditional reader, digesting the views of both left and right, may have an investing 

edge.

There is a development that the market is totally missing, because it debunks the narrative of President Trump-induced 

trade-war cataclysm clickbait: Beijing’s massive tax cuts, set to become law between October and January. Few pundits, 

investors, politicians or anyone for that matter, seem to care. It just doesn’t get the same volume of social media “likes” 

as doom-mongering.

But oh my. 

WisdomTree calculates that the average Chinese worker, earning CNY7,789 per month ($1,134), is going to witness their 

personal income tax liability decline 71%, from about $616 annually to $182, a tax cut of about $434. This doesn’t even 

incorporate the mortgage, student loan and child deductions that Beijing is adding on top (figure 7).16

We said it this past summer and we’ll say it again: Give a $434 tax cut to every person in this country that is scraping by 

on $13,000 to $14,000 per year and this would be Headline No. 1.

China Overview

FISCAL MATH DEFEATS CHINA DOOM CLICKBAIT 

By Jeff Weniger

Jeff  Weniger,  CFA,  serves  as  Asset  Allocation  Strategist  at  WisdomTree  Asset  Management,  

Inc. Jeff  has  a  background  in  fundamental,  economic  and  behavioral  analysis  for  strategic  and 

tactical  asset  allocation.  Prior  to  joining  WisdomTree,  he  was  Director  and  Senior  Strategist  

with  BMO  Global  Asset  Management  and BMO Private Bank from  2006  to  2017,  serving  on  

the  Asset  Allocation Committee and co-managing the firm’s ETF model portfolios. Jeff has a BS 

in Finance from the University of Florida and an MBA from Notre Dame. He is a CFA charter holder 

and an active member of the CFA Society of Chicago and, since 2006, the CFA Institute. He has 

appeared in various financial publications such as Barron’s and the Wall Street Journal and makes 

regular appearances on BNN Bloomberg and Wharton Business Radio.

16 Source: Average white-collar worker income calculated by Zhaopin Ltd., a career platform similar to Monster.com, as of end-2017.
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17 Source: Frank Tang and Xie Yu, “China Tax Cut Finalised but Leaves Many Unimpressed,” South China Morning Post, 8/31/18.
18 Value-added tax (VAT): A type of consumption tax that is placed on a product whenever value is added at a stage of production 

and at final sale.
19 Source: 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 the Asia Times, “China Tax 
Cuts Will Help Offset Tariff Pain: Barclays,” 9/13/18.

20 Source: National Bureau of Statistics.
21 Source: IMF, calendar 2016.

FIGURE 7: 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

Marginal Rate Amt. of Income in Each Bracket Tax Due Amt. of Income in Each Bracket Tax Due

3% 1,500 45 2,500 75

10% 2,500 250 289 29

20% 289 58 0 0

25% 0 0 0

Savings Savings (%)

Monthly Tax (CNY) 353 104 249

71%Yearly Tax (CNY) 4,234 1,247 2,987

Monthly Tax (USD) 51 15 36

Yearly Tax (USD) 616 182 434

Source: WisdomTree, using existing and proposed tax code to be phased in from October 2018 to January 2019, by China 
International Capital Corp. Differences due to rounding.

Cheng Lihua, vice finance minister, declared in August that the percentage of the urban labor force paying any income 

tax would drop from 44% to 15%.17 The National Bureau of Statistics puts the number of urban employed at 424 million 

last year, so that means 123 million city dwellers are going to watch their liability disappear (although we don’t exactly 

know what they were paying in the first place). 

Using analysis from the Chinese state and Wall Street, we put the total cuts from this spring’s value-added tax (VAT)18 

action and this personal income tax cut at $103.8 billion for 2018.19 That may aid retail sales growth, although the 

nationwide tally on that front was $4.6 trillion in the 12 months through August.20 Also, China’s national savings rate 

is equal to 46% of GDP,21 one of the highest in the world, so it is unclear whether much of the savings will show up at 

shopping malls or at Alibaba.

Nevertheless, this sum almost exactly offsets the total U.S. government take, even if China were to export another $466 

billion to the U.S. next year with every last dollar hit with a 25% tariff.
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TRADE “WAR” 

No one knows whether the U.S. trade war will spiral into something more dangerous, but even a collapse in U.S. relations 

with any number of nations would at least be partially offset by real-time improving trade relations between virtually all 

other players. 

Let’s start with the dynamic as it stands relative to the post-1929 years, then conclude with arithmetic.

The 1930s witnessed a real multilateral trade war, with each nation ratcheting up tariffs on everyone else. Not to belittle 

today’s news, but the U.S. doing battle with other nations in 2018 is not the same affair. At least with respect to China, 

the U.S. has just cause. It is undeniable that China has been skimming off the top on everything from trademark theft 

to peddling phony wristwatches and handbags, to defiance of international environmental convention. Then, when the 

U.S. steps in and puts its foot down to take loaded dice off the table, somehow it is this action that threatens the sacred 

“global rules-based order.”

Meanwhile, even if U.S. trade relations with China and a bucket of other countries totally collapse, the term global trade 

war presupposes that the Swedes are ready to stick it to South Korea or that Mexico is prepping a hike on Indian goods, 

and so on. In fact, the situation is the exact opposite virtually everywhere.

Just look at bitter rivals Japan and China, shockingly holding hands and dancing in 2018. These two are in a better place 

trade-wise than anything I’ve seen in my career. There is even a chance for an Abe-Xi summit, piggybacking on this 

summer’s 40th anniversary celebration of the symbolic Peace and Friendship Treaty. 

A half decade ago, or even a year ago, mentioning Japan and China in the same sentence would almost assuredly 

include reference to the Senkaku/Diaoyu islands dispute. That spat conjures up images of military conflict in the East 

China Sea. But instead, that’s not the key issue at this juncture. It’s all smiles from Beijing and Tokyo, at least this year. 

Meanwhile, Japan just inked a trade deal with the European Union. But this is not the stuff of retweets.

Look at Britain. That country is mired in harrowing Brexit negotiations, but the market has had more than two years to 

digest the tedium of the matter, and it’s not like British stocks are knocking the lights out. Even in local terms, UK equities 

have lagged the S&P 500 by more than 1,790 bps since the vote, while GBP has declined 11.6% against the dollar.22

But what is scarcely noted is that Britain is ingratiating itself with the old Commonwealth nations to hedge Brexit—but 

Brexit gets more clicks and retweets. Handshakes between China and Japan are revolutionary for such historic foes, but 

the story isn’t consistent with the “evil populists are destroying us” theme. To find out about it, you have to slog through 

the boring old newspaper.

NOW, MATH 

The S&P China 500, an index that one of our ETFs tracks, is down 27.7% from its January peak.23 But at 11x forward 

earnings, how much are global trade-war fears already priced in? Trump’s election was two years ago, and it’s not like he 

blindsided the market with his trade views: It was a key plank of the campaign and his rhetoric since the 1980s.

22 FTSE 100, 6/23/16–10/9/18.
23 Sources: Bloomberg, WisdomTree, 1/26/18 through 10/8/18.
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24 Source: WisdomTree, Bloomberg. 2017 World Bank China GDP in current USD. 
25 All references to Chinese equities herein equal S&P China 500, and all equity valuations as of 10/8/18.
26 Source: FiveThirtyEight, the website of data scientist Nate Silver, as of 10/9/18.
27 Asian contagion: The brutal bear market in several currencies and stock markets that remains either the primary or secondary 

historic panic in emerging markets, the other being the global financial crisis.

There is also the snag in the apocalyptic trade-war thesis, which is that Chinese exports to the U.S. won’t stop zooming 

(figure 8). August 2018 set the monthly and yearly record.

Source: Customs General Administration PRC, through 8/31/18.

Chinese GDP is $12.2 trillion.24 Even taking out $100 billion to $200 billion from the $466 billion in exports to the U.S. 

is the equivalent of “getting cleated” in soccer. It hurts, but you play on. Meanwhile, Chinese equities have an 8.95% 

earnings yield.25

OVERCOMING CONFIRMATION BIAS 

With Trump’s disapproval rating at 51.9%,26 the president has plenty of opponents who may be making the same 

psychological mistake that conservatives made with President Obama. Confirmation bias denies positive developments 

when it applies to incumbent political opponents. In the Obama years, the market was given massive central bank easing, 

along with hundreds of billions of dollars in stimulus packages from multiple nations, including the U.S. and China. Some 

conservatives ignored it, missing the rally. Today, we suspect some plurality of leftists and disillusioned establishment 

conservatives are ignoring the good news out of China because it conflicts with their trade-war crisis thesis.

FIGURE 8: Annual Chinese Exports to the U.S.
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28 Source: Bloomberg, as of 9/30/18.
29 Purchasing Managers’ Index (PMI): An indicator of the economic health of the manufacturing sector. The PMI is based on five 

major indicators: new orders, inventory levels, production, supplier deliveries and the employment environment. A reading above 
50 indicates an expansion of the manufacturing sector compared to the previous month, below 50 represents a contraction and 
50 indicates no change.

30 Source: China Federation of Logistics and Purchasing.

Besides, even if their worst fears are well-founded, China has firepower. Unlike troubled current account deficit nations 

such as Turkey and Argentina, China is in a different ballpark, chalking up surpluses every year since the data started in 

the 1990s. Additionally, the 1997–1998 Asian contagion  hit countries with large dollar debts and a lack of forex reserves. 

But China’s reserves are $3.1 trillion,28 and yuan weakness tends to help the country. 

But wait, what about China’s economic slowdown? Tell it to the exporters in the chart above. Also, both services and 

manufacturing PMIs29 indicated expansion yet again in September. The former is on a nine-year streak of uninterrupted 

growth, while the latter has been in that camp since 2016.30

Yes, retail sales have slowed down, but the point of reference is routine double-digit annual growth for essentially the 

entirety of 2004–2015. To see 9.0% growth at the retail level at this stage of development is hardly an indicator of a 

retrenching consumer. Furthermore, what happens next year when that white-collar worker we were talking about earlier, 

earning $13,608 per year, watches their tax liability fall from $616 to $182?

21ST CENTURY MENCKEN 

If our instincts are correct, China is a live play. We are staring massive fiscal stimulus in the face, yet everyone seems to 

be focusing on whatever Facebook clickbait confirms their political views. If only Mencken were here to render opinion.  

We can choose to follow the consensus call for trade doom or we can look at markets objectively. The arithmetic of trade 

“war” just doesn’t stack up against the countervailing tax cuts from Beijing. Trump is going to punch Beijing in the nose, 

no doubt. But with Washington already targeting potentially 25% tariffs on all $466 billion of Chinese exports to the U.S., 

how much is this potentiality not yet appreciated given that it is an everyday conversation? What kind of rally could ensue 

from these levels if a negotiated trade settlement occurs and the market gets wise to the tax cuts?

Digest that broad China is on 11x forward earnings, a nearly 7-point discount to the S&P 500, then invest accordingly.



Investors should carefully consider the investment objectives, risks, charges and expenses of the Funds before investing. To 
obtain a prospectus containing this and other important information, please call 866.909.9473, or visit WisdomTree.com to 
view or download a prospectus. Investors should read the prospectus carefully before investing. 

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. Funds focusing on a single sector and/or smaller companies generally 
experience greater price volatility. Investments in emerging, offshore 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. Due to the investment strategy of certain Funds, they may make higher capital gain distributions than other 
ETFs. Please read each Fund’s prospectus for specific details regarding each Fund’s risk profile.
WisdomTree Japan Dividend Index: A fundamentally weighted index that measures the performance of dividend-paying companies that are incorporated in Japan, 
are listed on the Tokyo Stock Exchange and meet other requirements necessary to be included in the WisdomTree International Equity Index. Companies are weighted 
in the Index based on annual cash dividends paid. The Index, established with a base value of 300 on May 31, 2006, is calculated in U.S. dollars and is updated to 
reflect market prices and exchange rates. Closing or last-sale prices are used when non-U.S. markets are closed. WisdomTree Japan Hedged Equity Index: An index 
designed to provide exposure to Japanese equity markets while neutralizing exposure to fluctuations of Japanese yen movements against the U.S. dollar. Constituents 
are dividend-paying companies incorporated in Japan that derive less than 80% of their revenue from sources in Japan. Weighting is by cash dividends paid. 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.

Luciano Siracusano, Jeremy Schwartz, Kevin Flanagan and Jeff Weniger are registered representatives of Foreside Fund Services, LLC.

WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only. WTGM-1240

WisdomTree ON THE MARKETS 18

WisdomTree.com    866.909.9473



WisdomTree ON THE MARKETS 19

WisdomTree.com    866.909.9473

Market Monitors
[ As of 9/30/18 ]
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Fixed Income Indexes Yield QTD Yield 
Change (bp)

QTD Spread 
Change (bp) Duration

Performance

QTD YTD 1Y 3Y Annual 5Y Annual 10Y Annual

2Y Treasury 2.82% 29 - 1.93 0.16% 0.20% -0.14% 0.19% 0.45% 1.09%

5Y Treasury 2.95% 22 - 4.63 -0.27% -1.35% -2.04% -0.50% 0.64% 2.64%

10Y Treasury 3.06% 20 - 8.52 -1.09% -3.73% -4.00% -1.09% 1.36% 3.28%

U.S. High Yield 6.24% -25 -47 3.76 2.40% 2.57% 3.05% 8.15% 5.54% 9.45%

Bloomberg Barclays U.S. Aggregate 3.46% 17 -5 6.03 0.02% -1.60% -1.22% 1.31% 2.16% 3.77%

Investment Grade Credit 4.07% 5 -17 7.24 0.97% -2.33% -1.19% 3.12% 3.54% 6.35%

MBS Fixed Rate 3.59% 18 0 5.28 -0.12% -1.07% -0.92% 0.98% 2.02% 3.33%

EM USD Corporate Debt 6.24% 9 -11 4.61 1.24% -1.62% -0.93% 5.87% 4.63% 7.29%

EM USD Sovereign Debt 6.67% -5 -25 6.99 1.87% -3.46% -2.94% 5.70% 4.62% 7.25%

EM Local Currency Debt (USD terms) 6.62% 3 -19 5.13 -1.82% -8.15% -7.40% 5.17% -1.68% 2.70%

EM Local Currency Debt (Local Currency Terms) 6.62% 3 -19 5.13 0.24% 0.24% 1.06% 6.63% 6.03% 8.04%

EM Local Currency Debt (Implied Currency Returns) - - - - -2.06% -8.37% -8.37% -1.37% -7.27% -4.94%

Bank Loans 4.88% -17 - 0.10 2.10% 3.97% 4.96% 5.20% 3.56% 6.07%

U.S. Short Term High Yield 5.94% -33 -55 2.19 2.21% 4.09% 4.49% 7.50% 4.47% N/A

Past performance is not indicative of future results. You cannot invest directly in an index.
Sources: Bloomberg, WisdomTree. Data as of 9/30/2018.
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Equity Indexes Div  
Yield* P/E P/B P/CF

Performance

QTD YTD 1Y 3Y Annual 5Y Annual 10Y Annual

WisdomTree Dividend 3.02% 16.4x 2.9x 11.5x 6.38% 5.73% 12.55% 15.65% 12.46% 11.16%

S&P 500 1.80% 18.1x 3.5x 13.8x 7.71% 10.56% 17.91% 17.29% 13.94% 11.96%

Russell Midcap 1.86% 19.0x 2.9x 12.5x 5.00% 7.46% 13.98% 14.50% 11.65% 12.30%

Russell 2000 1.36% 27.6x 2.4x 17.6x 3.58% 11.51% 15.24% 17.10% 11.07% 11.11%

MSCI ACWI 2.56% 15.9x 2.3x 11.7x 4.28% 3.83% 9.77% 13.38% 8.66% 8.18%

MSCI EAFE 3.24% 14.3x 1.7x 9.9x 1.35% -1.43% 2.74% 9.23% 4.41% 5.38%

MSCI EMU (Local) 3.28% 14.2x 1.7x 9.0x 0.43% -0.01% -0.54% 7.74% 7.70% 5.65%

MSCI Europe SmallCap 2.75% 17.8x 1.9x 10.2x -1.62% -2.55% 1.57% 10.84% 8.25% 10.30%

TOPIX (JPY) 1.99% 14.1x 1.4x 9.0x 5.86% 1.98% 10.84% 11.14% 11.02% 7.48%

MSCI Japan SmallCap 1.87% 15.8x 1.3x 14.3x -0.13% -1.25% 7.36% 14.93% 9.79% 9.84%

MSCI Emerging Markets 2.74% 12.0x 1.6x 8.9x -1.09% -7.68% -0.81% 12.35% 3.61% 5.40%

U.S. REITs (MSCI REIT) 4.33% 33.0x 2.3x 15.5x 1.09% 2.30% 3.74% 7.72% 9.15% 7.50%

Foreign REITs (DJ Global ex-U.S. Real Estate Securities) 4.13% 18.4x 1.0x 15.7x -1.53% -3.27% 3.13% 4.40% 2.88% 5.69%

Commodities and Currencies Level
Performance

QTD YTD 1Y 3Y Annual 5Y Annual 10Y Annual

Commodities (CRB) 415 -5.50% -4.02% -2.89% 0.97% -2.36% 0.06%

West Texas Crude Oil (spot) 73.25 -1.21% 21.23% 41.77% 17.55% -6.46% -3.13%

Gold (spot) 1191 -4.93% -8.59% -6.94% 2.22% -2.17% 3.18%

Copper (LME Cash) 6264 -5.46% -13.09% -2.62% 6.56% -2.99% -0.20%

U.S. Dollar (BBDXY) 1183 0.17% 2.05% 1.96% -0.85% 3.18% 1.73%

Euro (EUR) 1.16 -0.68% -3.34% -1.78% 1.26% -3.02% -1.92%

British Pound (GBP) 1.30 -1.33% -3.57% -2.74% -4.85% -4.24% -3.07%

Australian Dollar (AUD) 0.72 -2.44% -7.49% -7.79% 0.97% -4.96% -0.92%

Brazilian Real (BRL) 4.05 -4.28% -18.22% -21.92% -0.85% -11.36% -7.27%

Indian Rupee (INR) 72.49 -5.55% -11.89% -9.95% -3.28% -2.89% -4.25%

Chinese Yuan (CNY) 6.87 -3.61% -5.27% -3.14% -2.55% -2.28% -0.03%

Mexican Peso (MXN) 18.72 6.35% 5.03% -2.48% -3.31% -6.90% -5.23%

Russian Ruble (RUB) 65.56 -4.24% -12.00% -12.20% -0.10% -13.15% -8.96%

Japanese Yen (JPY) 113.70 -2.59% -0.89% -1.05% 1.78% -2.88% -0.69%

Past performance is not indicative of future results. You cannot invest directly in an index.
Sources: Bloomberg, WisdomTree. Data as of  9/30/2018.

*Dividend yield: a financial ratio that shows how much a company pays out in dividends each year relative to its share price.
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MARKET MONITOR:

Treasuries: Represented by the yields, durations and the total return indexes for the generic United States for the two-, five- and ten-year on-the-run 
Treasuries. Returns provided by Citigroup. Yields and durations provided by Bloomberg. Bloomberg Barclays US Corporate High Yield 2% Issuer Capped 
Index (US High Yield): Includes all non-investment-grade, fixed income securities with a minimum amount outstanding of $150 million and at least one 
year to maturity. It has a maximum exposure of 2% per issuer. Bloomberg Barclays US Aggregate Index: Represents the investment-grade, U.S. dollar-
denominated, fixed-rate taxable bond market, including Treasuries, government-related and corporate securities, as well as mortgage- and asset-backed 
securities. Bloomberg Barclays US Corporate Index (Investment Grade Credit): Broad-based benchmark that measures the investment-grade, U.S. dollar-
denominated, fixed-rate taxable corporate bond market. It includes U.S. dollar-denominated securities publicly issued by U.S. and non-U.S. industrial, 
utility and financial issuers that meet specified maturity, liquidity and quality requirements. Bloomberg Barclays US Mortgage Backed Securities (MBS) 
Index (MBS Fixed Rate): Covers agency mortgage-backed pass-through securities (both fixed-rate and hybrid ARM) issued by Ginnie Mae (GNMA), 
Fannie Mae (FNMA) and Freddie Mac (FHLMC). J.P. Morgan Corporate Emerging Market Bond Index – Broad (CEMBI Broad) (EM USD Corporate Debt): 
A market capitalization-weighted index consisting of U.S. dollar-denominated emerging market corporate bonds. The index serves as a global corporate 
benchmark representing Asia, Latin America, Europe and Middle East/Africa. U.S. dollar-denominated corporate issues from index-eligible countries 
are narrowed down further by only including issues with more than $300 million current face outstanding and at least five years to maturity (at the time 
of inclusion into the index). J.P. Morgan Emerging Market Bond Index – Global (EMBI Global) (EM USD Sovereign Debt): Tracks total returns for U.S. 
dollar-denominated debt instruments issued by emerging market sovereign and quasi-sovereign entities including Brady bonds, loans and eurobonds. 
J.P. Morgan Government Bond Index – Emerging Markets (GBI-EM) Global Diversified Index (EM Local Currency Debt): Tracks the performance of local 
currency debt issued by emerging market governments whose debt is accessible by most of the international investor base. The index incorporates a 
constrained market capitalization methodology in which individual issuer exposures are capped at 10% (with the excess distributed to smaller issuers) for 
greater diversification among issuing governments. EM local currency debt (implied currency returns): Represented by the derived implied currency returns 
from EM local debt U.S. dollar and local currency terms. S&P/LSTA U.S. Leveraged Loan 100 Index (Bank Loans): Designed to reflect the performance 
of the largest facilities in the leveraged loan market. Bloomberg Barclays US High Yield 350mn Cash Pay 0-5 Yr 2% Capped Index (US Short Term High 
Yield): Includes all non-investment-grade fixed income securities with a minimum amount outstanding of $350 million and at most five years to maturity. 
It has a maximum exposure of 2% per issuer. WisdomTree Dividend Index: Measures the performance of dividend-paying companies incorporated in the 
United States that pay regular cash dividends and meet WisdomTree’s eligibility requirements; weighted by indicated cash dividends. S&P 500 Index: 
Market capitalization-weighted benchmark of 500 stocks selected by the Standard & Poor’s Index Committee, designed to represent the performance of 
the leading industries in the United States economy. Russell Midcap Index: The Russell Midcap Index measures the performance of the mid-cap segment 
of the U.S. equity universe. The Russell Midcap is a subset of the Russell 1000 Index. It includes approximately 800 of the smallest securities based on 
a combination of their market cap and current index membership. Russell 2000 Index: Measures the performance of the small-cap segment of the U.S. 
equity universe. The Russell 2000 is a subset of the Russell 3000 Index, representing approximately 10% of the total market capitalization of that index. It 
includes approximately 2,000 of the smallest securities based on a combination of their market cap and current index membership.  MSCI ACWI Index: A 
free-float adjusted market capitalization-weighted index that is designed to measure the equity market performance of developed and emerging markets. 
MSCI EAFE Index: A market cap-weighted index composed of companies representative of the developed market structure of developed countries in 
Europe, Australasia and Japan. MSCI EMU Index: A free float-adjusted market capitalization-weighted index designed to measure the performance of 
the markets in the European Monetary Union. MSCI Europe Small Cap Index: A free float-adjusted market capitalization-weighted index designed to 
measure the performance of developed equity markets in Europe, specifically focusing on the small-cap segment of these equity markets. Tokyo Stock 
Price Index (TOPIX): A free float-adjusted market capitalization-weighted index that is calculated based on all the domestic common stocks listed on 
the Tokyo Stock Exchange First Section. MSCI Japan Small Cap Index: A free-float adjusted market capitalization-weighted index that is designed to 
measure the performance of the small cap segment of the Japanese market. MSCI Emerging Market Index: The MSCI EM (Emerging Markets) Index is a 
free-float weighted equity index that captures large and mid cap representation across Emerging Markets (EM) countries. MSCI US REIT Index: a market 
capitalization index measuring the performance of equity Real Estate Investment Trusts (REITs) with the United States. Dow Jones Global ex-U.S. Select 
Real Estate Securities Index (RESI) : represents equity real estate investment trusts (REITs) and real estate operating companies (REOCs) traded globally, 
excluding the U.S. CRB CMDT Index (Commodities (CRB)): Represents Commodity Research Bureau BLS spot indexes. West Texas Intermediate Oil 
(spot): Represents the price of the front-month (or closest to expiration) oil futures contract. Gold (spot): Spot exchange rate between gold and the U.S. 
dollar. The gold spot price is quoted as U.S. dollars per troy ounce. Copper (LME Cash): Represents the cash price for copper from the LME (London Metal 
Exchange) end-of-day Evening Evaluations (Closing Price). Bloomberg Dollar Spot Index (U.S. Dollar BBDXY): Tracks the performance of a basket of 10 
leading global currencies versus the U.S. dollar. Each currency in the basket and its weight is determined annually based on its share of international trade 
and FX liquidity.Euro (EUR): Represents euro-USD spot exchange rate (price of 1 EUR in USD). British pound (GBP): Represents British pound-USD spot 
exchange rate (price of 1 GBP in USD). Australian dollar (AUD): Represents Australian dollar-USD spot exchange rate (price of 1 AUD in USD). Brazilian 
real (BRL): Represents USD-Brazilian real spot exchange rate (price of 1 USD in BRL). Indian rupee (INR): Represents USD-Indian rupee spot exchange rate 
(price of 1 USD in INR). Chinese yuan (CNY): Represents USD-Chinese yuan spot exchange rate (price of 1 USD in CNY). Mexican peso (MXN): Represents 
USD-Mexican peso spot exchange rate (price of 1 USD in MXN). Russian ruble (RUB): Represents USD-Russian ruble spot exchange rate (price of 1 USD 
in RUB). Japanese yen (JPY): Represents USD-Japanese yen spot exchange rate (price of 1 USD in JPY).


