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The value factor has outperformed growth globally, including in emerging markets (EM),
since the Tast half of 2020.

Valuations for growth companies in EM Took “stretched” by traditional metrics -while
many notable value investors believe EM value stocks represent one of the bright spots
for forward-looking returns.

EM value multiples have remained stagnant and near single-digit numbers over the Tast
six years—tough to find in the U.S.-while growth multiples have been rising.

Meanwhile, it encourages us to see how the WisdomTree Emerging Markets ex-State-Owned En
terprises Index (EMXSOE), which has elements of a growth-tilted core strategy, has
managed to generate excess returns over this most recent period, we believe solidifying
its state-owned enterprise (SOE) screen as a driver of outperformance.

valuations in EM

The rapid recovery in prices and sluggish earnings and sales we’ve experienced over the
Tast 12 months have caused standard valuation metrics to spike in certain markets. EM is
one.

As we can see in the chart below, trailing price-to-earnings (P/E) for companies in the
most expensive valuation quartile (“EM Growth”) spiked in the middle of last year,
deviating from its historical spread versus the Towest multiple stocks (“EM value”) and
the broad MSCI EM Index. (These sorts are all done within dindustries, so they don’t
represent sector bias of higher multiple sectors).

It is interesting to see how the S&P 500 Index’s P/E ratio has followed a similar path
as the EM growth stocks, and the EM value basket is trading around the same 10 times
earnings it has traded at over the Tlast six years.

P/E Ratio
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—SEP 500 =—EM Value =—EM Growth
Sources: WisdomTree, FactSet, 11/30/14-2/26/21. Value measure incorporates current measures of sales-to-price,

book-to-price, earnings-to-price, estimated-earnings-to-price, EBITDA-to-enterprise-value and operating-cash-flow-to-price.

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

Premium Multiples for Premium Growth Rates

when profit and sales growth is scarce, investors may assign greater value-and higher
multiples—to those companies that are consistently growing. Combining valuation with
sales and earnings growth metrics can give investors greater insight into why they see
significant valuation spreads in certain areas of the market.

The chart below compares the forward one-year growth rates of constituents in these EM
baskets. Companies in the EM Growth portfolio at the end of 2019 saw a median sales
growth of 6.08% during 2020, while companies in the EM value portfolio saw their median
sales decrease by 0.63%.

During the Tast six calendar years, the EM Growth basket has shown stronger sales and
earnings growth, Tleading to higher multiples. The average differential in sales growth
between these baskets was 5.81%, favoring the EM Growth basket. The strong sales growth
together with higher margins and profitability caused the differential in earnings
growth to be 8.67%.
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EMXSOE vs. MSCI EM

The WwisdomTree EM ex-State-Owned Enterprises Index (EMXSOE) was created with the
objective of 1improving investors’ exposure to the EM region. Through 1its SOE screen,
EMXSOE removes companies with significant government ownership from +its 1investment
universe, resulting in a portfolio with constrained over-weights 1in sectors with a
growth tilt.

Looking at the trailing P/E ratio, we can see that EMXSOE’s basket is not more expensive
than usual compared to MSCI EM. It even looks slightly cheaper than its history when
adjusting for forward earnings.

Trailing P/E Ratio
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Similarly, EMXSOE’s sales and earnings growth rates have exceeded MSCI EM’s in the past
12- and 36- month periods.

Fundamental Growth Rates
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Sources: WisdomTree, FactSet, as of 2/26/21. Past performance is not indicative of future results. You cannct invest directly in an index.

Performance Drivers

Since 1its 1inception 1in 2014, EMXSOE has outperformed the MSCI EM by more than 3.5%
annually. EMXSOE’s constrained tilts toward sectors with a higher growth profile have
contributed to the outperformance, but the main driver has been the SOE screen along
with the resulting over-/under-weights in high-/Tow-profitability companies in EM.

A testament to the SOE screen as a consistent driver of outperformance is the fact that
EMXSOE has outperformed the MSCI EM in periods when growth has outperformed value-1ike
2017-and to a lesser extent, during the most recent value-led market cycle.
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whether we’re seeing the start of a bull market of value or perhaps just a six-month
outperformance, EMXSOE’s performance in growth and value markets reveals that it’s a
strategy reliant on stock selection more than factor tilting.

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.
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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 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 its
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 qinternal 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 idinvestment 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

value : characterized by lower price levels relative to fundamentals, such as earnings
or dividends. Prices are Tower because investors are less certain of the performance of
these fundamentals in the future. This term is also related to the value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

YﬁlﬂﬁElQE"-: Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Tra111ng Price-to-earnings (P/E) ratio : Trailing Price-to-earnings (P/E) ratio:

Share price divided by trailing 12-month earnings per share. Lower numbers indicate an
ability to access greater amounts of earnings per dollar invested.

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.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

Growth : Ccharacterized by higher price Tevels 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.

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.
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