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we’re only a few weeks into 2020, but the cChinese equity market has already continued
the surge that began Tate last year. with the thawing of trade tensions between the U.S.
and china, culminating in the Tlong-awaited Phase One trade deal being signed earlier
this month, dinvestors have become increasingly optimistic amid the global risk-on
sentiment.

Chinese equities! finished 2019 up over 20%, which solidified them as one of the best
performing risk assets globally. Wwhile that’s certainly an impressive return, what if
there was a way that 1investors could allocate to cChina more strategically, and
potentially eclipse the gains of the broader market?

In 2012, wisdomTree introduced its China ex-State-Owned Enterprises Fund (CXSE), which
avoids companies with a significant government influence 1in favor of those with the
Tiberty to make decisions on behalf of their business and shareholders. Our unique
strategy has delivered unique results, returning over 36% (on a NAV basis) Tlast year and
beating the broader Chinese market by about 13%. For standardized performance of CXSE,
please click here.

We believe that China may continue to surge even higher this year for a few different
reasons.

Reason #1: Addition via Subtraction

CXSE avoids companies where the government is a significant shareholder, whose interests
may not align with that of the business or other common shareholders. Classified as
companies where the government owns at Teast 20% of shares outstanding, state-owned ente
rprises (SOEs) make up about 40% of the Chinese market (represented by the MSCI cChina
Index) but have 1ittle to show for their prominence.

If we compare the performance of the wisdomTree China ex-State-Owned Enterprises Index

(the dindex that CXSE seeks to track?) versus the MSCI china Index, we see that
WisdomTree’s rejection of SOEs 1is responsible for half of the 13% excess return
generated in 2019. The other half came from reallocating into non-SOEs, or companies
that are able to make decisions aligned with shareholder <interests and business
objectives.

Figure 1: State-ownership Performance Attribution

State-Ownership Attribution

Attribution Components Average Category Weight Category Performance

Cat:
sregeny Allocation Stock Total Index |Benchmark W WT Index |Benchmark
Selection Attribution | Weight Weight gt Return

State-Owned Enterprises 6.72% 6.72% 40.17% -40.17% 92.16%
Non-State-Owned Enterprises 481% 107% 0.85% 674% 100.00% 59.83% 40.17% 36.92% 34.36%
Total 11.53% 1.07% 0.85% 13.46% = = . 36.92% 23.46%

Sources: WiscdomTree, FactSet, as of 12/31/19. Past performance is not indicative of future results. You cannot invest directly in an index. Index used: WisdomTree
China ex-State-Owned Enterprises Index (CHXSOE). Benchmark used: MSCI China Index (MXCN). Index performance does not represent actual fund or portfolio
performance. A fund or pertfolio may differ significantly from the securities included in the index. Index performance assumes reinvestment of dividends but does not
reflect any management fees, transaction costs or ather expenses that would be incurred by a portfolio or fund, or brokerage commissions on transactions in fund
shares. Such fees, expenses and commissions could reduce retumns. Analysis period: 12/31/18-12/31/19.

Reason #2: Targeting the Right Sectors
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The second reason is a byproduct of the first. By avoiding SOEs, our exposures are
titled away from the government-influenced fixtures of the economy, such as banks,
energy and utility companies, 1in favor of consumer-driven and growth-oriented
businesses, 1ike information technology.

During 2019, we had an average underweight of about 15% to banks, energy companies and
utilities, which, along with the non-SOEs within them, contributed about half of the
year’s excess return. By contrast, our average 15% overweight to information technology,
health care and consumer discretionary contributed about 5%, driven by the Tlarger
allocation in these non-SOE-heavy sectors.

Figure 2: Sector Performance Attribution

Sector Attribution

Attribution Components Average Category Weight Category Performance

Cat:
ategory Allocati Stock Total Index |Benchmark oW WT Index |Benchmark
ocation | ¢ olection Attribution | Weight Weight gt Return

Financials 0.77% 581% -2.12% 4.47% 13.82% 22.32% -8.50% 42.37% 17.02%
Information Technology 0.81% 0.59% 0.77% 217% 6.77% 312% 3.65% 72.50% 46.36%
Health Care 0.69% 0.51% 0.71% 1.91% 7.86% 3.26% 4.60% 55.89% 37.52%
Industrials 0.15% 1.84% -0.23% 1.75% 4.60% 536% -0.76% 39.23% 6.16%
Energy 0.97% 1.91% -1.86% 1.03% 0.15% 4.37% -4.22% 40.27% 2.52%
Consumer Discretionary 221% -0.93% -0.34% 0.93% 30.43% 23.44% 6.99% 48.28% 52.14%
Communication Services 0.43% 047% -0.07% 0.83% 22.13% 24.44% -2.32% 10.17% 8.88%
Utilities 0.49% 0.60% -0.44% 0.65% 0.84% 2.99% -2.15% 21.08% 579%
Real Estate 0.00% 0.28% 0.04% 0.32% 6.53% 5.56% 0.96% 3855% 3376%
Materials -0.14% -0.15% 0.12% -0.17% 1.29% 2.06% 0.77% 15.82% 24.68%
Consumer Staples 0.32% -0.40% -0.35% -042% 5.59% 3.07% 252% 24 60% 38.15%
Total 6.71% 10.52% -3.77% 13.46% - - - 36.92% 23.46%

Sources: WisdomTres, FactSet, as of 12/31/19. Past performance is not indlicative of future results. You cannot invest directly in an index. Analysis period:
12/31/18-12/31/19. Index used: WisdemTree China ex-State-Owned Enterprises Index (CHXSOE). Benchmark used: MSCI China Index (MXCN).

Reason #3: Avoiding SOEs Targets Efficient Companies

our third reason is attributable to our non-SOE mandate once again. We only allocate to
companies that are free from the government’s interests as a shareholder, which means
leaders and directors are able to pursue business objectives, such as cutting costs,
increasing revenues and other endeavors. That results in a collection of companies with
robust operations and financial health.

If we compare Tlast year’s returns by return-on-equity (ROE) quintiles, we see that
performance was driven by companies with the highest ROE quintile (which had an 18%
overweight), while underweighting those with the Towest ROE. In many cases, the
underlying methodology invested in the companies that performed the best within the
Tower ROE quintiles as well, which aided performance further.

Figure 3: ROE Quintile Performance Attribution

Return on Equity Attribution

Attribution Components Average Category Weight Category Performance

Cat:
sregeny Allocation Stock Index |Benchmark W WT Index |Benchmark
Selection Attrlbutlnn Weight Weight gt Return Return

1st Quintile (Highest ROE) 0.89% 2.57% 1.94% 540% 44 49% 26.99% 17.50% 38.69% 26.54%
2nd Quintile 0.01% -0.74% 0.06% -0.67% 27 .20% 2451% 2.69% 28.04% 31.66%
3rd Quintile 0.44% 12.30% -6.29% 6.44% 12.74% 28 66% -15.92% 65.22% 20.32%
4th Quintile 041% 1.62% -0.51% 152% 5.80% 8.71% -2.92% 3041% 13.63%
5th Quintile (Lowest ROE) 0.48% 2.15% -0.80% 1.83% 4.52% 8.08% -3.55% 31.86% 9.08%

Negative Return -0.27% -0.62% 0.16% -0.73% 3.38% 2.45% 0.93% 6.92% 3649%
N/A 0.05% -0.03% -0.35% -0.33% 1.87% 0.60% 1.27% 20.14% 163.10%
Total 2.00% 17.24% -5.78% 13.46% - - - 36.92% 23.46%

Sources: WisdomTree, FactSet, as of 12/31/19. Past performance is net indicative of future results. You cannot invest directly in an index. Analysis period:
12/31/18-12/31/19. Index used: WisdemTree China ex-State-Owned Enterprises Index (CHXSOE). Benchmark used: MSCI China Index (MXCN).

wWill Cchina Climb Higher in 20207

while past performance 1is not indicative of future results, we do think that unique
performance 1is indicative of a unique strategy. For 1investors considering where China
fits 1into their asset allocation, we think the WwisdomTree cChina ex-State-Owned
Enterprises Fund (CXSE) is a compelling offering with a track record of success.
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Unless otherwise stated, data sources are WisdomTree and FactSet, as of
12/31/2019.

lyniverse used: MSCI china Index (MXCN)

2cxse seeks to track the price and yield of the wisdomTree china ex-State-Owned
Enterprises Index before fees and expenses

Important Risks Related to this Article

There are risks associated with investing, including the possible Toss of principal.
Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. The Fund focuses 1its 1investments 1in China,
including A-shares, which idinclude the risk of the Stock Connect program, thereby
increasing the impact of events and developments associated with the region which can
adversely affect performance. Investments in emerging or offshore markets are generally
less Tiquid 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 1increase 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. 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 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.

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. 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 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 1its
affiliates, nor Foreside Fund Services, LLC, or its 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

Risk-on/risk-off : refers to changes 1in investment activity in response to perceived
risk. During periods when risk is perceived as Tow, investors tend to engage in higher-
risk 1investments. When risk is perceived as high, 1investors tend to gravitate toward
Tower-risk investments.

State-owned enterprise : Companies in which governments have a significant ownership
stake and the potential to influence the firms’ actions over time.

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

Excess Returns : refers to investment returns on a securities above that of a benchmark
or index exhibiting similar risk characteristics.
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