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EX-STATE-OWNED ENTERPRISES IN EM
—STILL OUR CORE APPROACH
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10/22/2021

As an eventful year heads into the final stretch, Tlet’s evaluate one of our highest
conviction investment themes in recent years.

Do we still believe investing in non-state-owned companies in emerging markets is better
than investing in the full market?

our answer to that question is: yes.

Increased Regulation Risks vs. Long-term Efficiency

Chinese companies have been under regulatory pressure over the Tast few months, causing
equity prices to recede as much as 32%! from five-year highs.

This regulation comes on the heels of an extremely profitable 2020 for technology and
retail companies, and Tooking ahead to next year’s Communist Party Congress where

President Xi could be tapped to Tead the country through 2032. Emerging markets are no
strangers to regulatory risks; therefore, these markets tend to trade at a significant

discount to developed markets and have provided higher returns over the long run.?

Regulatory concerns from China along with a broad-based commodity rally have impacted
the relative performance of non-state-owned enterprises (non-SOEs) versus state-owned
enterprises (SOEs).

As we can see in the chart below, there have been periods where the trailing 12-month
performance of non-SOEs underperformed that of SOEs. These periods have typically been
short-Tived, and we’ve seen a steep reversal in the trend.

Trailing 12-Month Return
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Sources: FactSet, WisdomiTres, 12/31/07-09/30/21. Fas performance i not Indicative of futures results. SOEs are defined as firms that have more than 2086 of thelr shares ownad by
govarmment entities. Mon-S0Es are defined as firms thae have lessthan 20% oftheirshares owned by govemment entitles. Universs of securttles Is the MSC1Emenging Markets Index,

we maintain our view that 1investing 1in companies with stronger governance and more
efficient operations will tend to outperform over the Tong run. whatever new regulation
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comes out, we believe non-SOEs will always be better positioned to be more dynamic and
efficient and better maximize shareholder value than SOEs, which tend to serve
government interests.
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Taking SOE Risks off the Table

wisdomTree’s Emerging Markets ex-State-Owned Enterprises Index and China ex-State-Owned
Enterprises Index—EMXSOE and CHXSOE respectively—-seek broad exposure to the emerging
markets and Chinese markets, respectively, favoring non-SOEs and reducing the exposure
to those companies that can be subject to these conflicts of interest.

EMXSOE and CHXSOE, which are tracked by the WisdomTree Emerging Markets ex-State-Owned E

nterprises Fund and the WisdomTree China ex-State-Owned Enterprises Fund-XSOE and CXSE,
respectively—underwent their annual reconstitutions in October.

The two most notable updates are the increased exposures to China Class A shares and how
these Indexes have continued to switch from Chinese ADRs to the equivalent Hong Kong
Tistings.

EMXSOE and CHXSOE increased their cap for Class A shares from 5% to 7.5% and 25% to 33%,
respectively. The Chinese domestic stock market has continued to grow, and updating this
cap will allow these Indexes to fully reflect the composition of the market. Both EMXSOE
and CHXSOE will be overweight compared to their broad market benchmarks.

Class A Exposure
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Sources: WisdomTree, FactSet as of 05/30/21. Subjectto change.

Although we do not see delisting of ADRs as an immediate risk, we believe that as the
respective Hong Kong Tistings become more Tliquid it 1is favorable to have exposure.
During their most recent reconstitution, EMXSOE and CHXSOE switched out of 15 ADRs into
their respective Hong Kong listings.

Below are the 10 Targest ADRs along with their weight in CHXSOE prior to rebalance.
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CHXSOE Pre-Rebal

Weight
BMM2709 JD.cam, Inc. 3.37%
BOFXT17 Baidu, Inc. 2.48%
BF 7¥aHs NIO, Inc. (China) 2.11%
2606440 NetEase, Inc. 2.00%
BYVWOFT Pinduoduo, Inc. 1.94%
BFMNLEMNE Bilikili, Inc. 0.87%
BYYDFNO ZTO Express (Cayman), Inc. 0.85%
BK1K3N2 Trip.com Group Ltd. 0.80%
BDaGWY 0 Zai Lab Ltd. 0.43%
BDGFLLT GDS Holdings Ltd. 0.41%

Source: WisdomTree as of 09/30/21. Weights subject to change.

EMXSOE Rebalance Highlights

After reconstitution, EMXSOE’s country exposure was reset to match 1ts starting
universe, while its sector tilts continue to be overweight in the Consumer Discretionary
and Information Technology sectors and underweight in Financials and Energy.

Sector Exposures
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CHXSOE Rebalance Highlights
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CHXSOE pared some of 1its sector tilts during reconstitution but remains overweight in
the 1Information Technology and Health cCare sectors, and underweight 1in Energy and
Financials with respect to the_MSCI China Index.

Sector Exposures

1 sources: wisdomTree, FactSet. Data as of 09/30/21.

2 MscI Emerging Markets Index hast outperformed MSCI EAFE Index by 340 basis points
annually since 2001. Sources: WisdomTree, FactSet. Data from 09/30/01-09/30/21.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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.

Related Funds
+ WisdomTree Emerging Markets ex-State-Owned Enterprises Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1indicative 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

Rebalance : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based
selection and weighting process on an annual basis.

MSCI China Index : A free float-adjusted, market capitalization-weighted equity index
designed to measure the performance of the Chinese equity market.
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