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For outsiders, it is common to view China as monolithic, with its central government dominating international news.
When we map the WisdomTree China ex-State-Owned Enterprises (ex-SOE) Index weight onto each province where
companies are headquartered, it shows more weight in China’s southeastern region, which is generally believed to be
more entrepreneur-oriented and better governed.
This geography concentration highlights the cultural element that comes from removing state-owned enterprises, which
may lead to better corporate governance and a more interesting basket of companies than traditional market cap-weigh
ted benchmarks1.

The WisdomTree China ex-SOE Index consists of companies headquartered in a few main growth centers in China:
Beijing, with its dominance of the best education resources, is home to many SOE companies, but also tech ﬁrms
like Baidu, JD and Meituan.
The Yangtze River delta area and the Shanghai and Pearl River area next to Hong Kong are two other main
areas of private company growth in China. Alibaba and Tencent are well-known representatives of these two
regions.
China has a signiﬁcant north-south divide in its economy and culture. This divide has been around for a while. Using data
during the Qing Dynasty (1644–1911), historians collected the number of top-ranked students in national exams for
counties within each province as a measure for human capital. The top provinces are either located near Beijing or in the
Yangtze River delta area, with Jiangsu and ZheJiang provinces ranking consistently among the top five.
For historical reasons, the southeastern area is believed to be better governed, with more trust preserved in the
community due to the common local languages and its own extended social network. Capital from Taiwan ﬂowed
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signiﬁcantly to ZheJiang province after 1980 through these networks. Financial capital from Hong Kong ﬂowed toward
GuangDong province around that time.
The north-south divide is also reﬂected in an episode of China’s own, “Do you trust Chinese data?” drama. As more
high-frequency data becomes available, ofﬁcial Chinese GDP data has become a secondary source when gauging the
Chinese economy.
Around 2014, the central government was extremely concerned that several northern provinces’ reported GDP
numbers were overinﬂated by local ofﬁcials. In 2016, the LiaoNing province in the north was asked to reduce its
reported GDP figure by 22.4%.
In 2018, after the fourth national economic census, 12 out of 15 northern provinces’ GDP estimates were adjusted
lower, while 14 out of 16 southern provinces were adjusted higher. Jilin and HeilongJiang, both northern
provinces, have respectively been adjusted down more than 20%.
These adjustments partly reﬂect a general impression that northern local governments are more bureaucratic, less
transparent and slower moving to support private businesses.
We often hear questions about what ex-state-owned factor we are betting on. Clearly, compared to the SOE sector, it’s a
bet on growth and quality for the ex-SOE sector, with generally higher sales and revenue growth and higher return on eq
uity (ROE).
We believe it is not just about growth and quality, but also other factors that are harder to measure but extremely
important in emerging markets for private business success: relatively better governance, both within the company and
within local governments and in their interactions with private businesses.
These cultural factors are one of the reasons we think the innovation and growth contained within the ex-SOE tilt will be
long-lasting.

1About

22 companies and 4.7% weight in WisdomTree’s Index listed Hong Kong as their headquarters. It is well known
many chose Hong Kong for listing and tax purposes, and some of these companies are relabeled to reﬂect the true
company headquarter province when clear information dictates this change. There are 59 companies (9.3% weight within
the MSCI China Index) in a similar situation that have been reclassiﬁed. Most Chinese companies are young and
headquartered in the provinces where they were founded. So far, it is uncommon to move headquarters across provincial
lines.
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, Kara Marciscano, 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
Market capitalization-weighting : Market cap = share prices x number of shares outstanding. Firms with the highest
values receive the highest weights in approaches designed to weight firms by market cap.
Gross domestic product (GDP) : The sum total of all goods and services produced across an economy.
Growth : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are
higher because investors are willing to pay more due to their expectations of future improvements in these fundamentals.
Quality : Characterized by higher efﬁciency and proﬁtability. Typical measures include earnings, return on equity, return
on assets, operating proﬁtability as well as others. This term is also related to the Quality Factor, which associates these
stock characteristics with excess returns vs the market over tim.
Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much profit a company generates with
the money shareholders have invested.
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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