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In an emerging markets portfolio, Taiwan typically represents around 15% of the total allocation, with mainland China
accounting for approximately 33%.

But if we exclude mainland China, Taiwan's weight in the portfolio increases to roughly 25%.

To address the growing interest in tracking the weight of mainland China separately, we at WisdomTree have introduced
an ex-state-owned ex-China Index that specifically excludes it.

As of May 19, 2023, this Index allocates 24.65% to Taiwan equities.

Exposures to Emerging Markets ex-China Indexes

When it comes to political risk, U.S. concerns are directed toward mainland Chinese companies. Taiwanese companies,
on the other hand, primarily face geopolitical risk related to a potential conflict in the Taiwan Strait.

About 20% of Taiwanese equity is TSMC, which is a world-leading semiconductor company facing increasing
competition as every major country ramps up investments in this critical industry.

We believe the actual risk of a military conflict in the short to medium term (next five years) is very low. However, the
perception of military risk remains high due to Taiwan's role as a wedge issue in the U.S. containment strategy against
China. Consequently, there is a greater media focus on Taiwan, which unfortunately leads to some investors being less
inclined to invest in mainland China or Taiwan.

Let's delve into the main reasons behind this assessment.

First, despite reports suggesting an imminent Chinese attack, there is no set timetable for such an event. China's stance is
rooted in the belief time is on its side if Taiwan is acknowledged as part of One China.
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Domestically, there is approximately 55% support for a military solution in mainland China, with 20% accepting the
current situation and being open to it continuing indefinitely. Often, China's aggressive diplomatic posturing on Taiwan
stems from its extreme reluctance to use force while having limited alternative options.

Secondly, it is crucial to consider the official messages conveyed by key figures, such as during Speaker Pelosi's visit to
Taiwan in 2022. The official statements from China and the U.S. exhibit a greater level of cooperation and
communication than is portrayed on social media in either country.

It is essential to give more weight to the viewpoints expressed by those in positions of power, such as U.S. military
communication channels or China's own spokespersons, rather than relying on media narratives.

Third, in the very near term, the likelihood of a serious military conflict is close to zero. Taiwan is currently in a heated
presidential election that will be resolved in January 2024. Both mainland China and the U.S. will closely observe the
election outcome and recalibrate their Taiwan policies accordingly.

Most polls indicate a dead heat between the top two candidates. Therefore, mainland China has little interest in taking
action that could disrupt the status quo, opting instead to emphasize increased cross-Strait human contacts to bolster its
case that both sides belong to One China.

It is crucial to emphasize that Taiwan is not comparable to Ukraine. Taiwan's democratic processes and vibrant economy
could suffer if it excessively models itself after Ukraine. The perception of military risk may deter both individuals and
investments away from Taiwan.

It is important to recognize that the main battleground between the U.S. and China lies in economic and technological
competition, rather than being centered on Taiwan. The U.S./China relationship will be challenged but could see a slight
thaw as both sides find a way to move beyond Speaker Pelosi’s visit to Taiwan and the spy balloons, and into other more
contentious issues.

By considering these factors, investors can gain a more nuanced understanding of the risks associated with China and
Taiwan equities in an emerging markets portfolio.

 

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.

Related Blogs

+ Lowering Your China Risk

+ Values Strong Run in Emerging Markets

+ Golden Shares: The Government’s Role in Chinese Companies

Related Funds

+ WisdomTree Emerging Markets High Dividend Fund

+ WisdomTree Emerging Markets ex-China Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

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

You cannot invest directly in an index.
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DEFINITIONS

Emerging market  : Characterized by greater market access and less potential for operational risks when compared to
frontier markets, which leads to a larger base of potentially eligible investors.
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