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Jeremy Schwartz — Global Chief Investment officer
07/13/2021

The universe of Chinese stocks that excludes state-owned enterprises-a basket with a
technology- and consumer-oriented focus—has been among the best performers over the Tlast
three years within the emerging market universe.

We can see this trend in the performance of the wisdomTree China ex-State-Owned Enterpri
ses Fund (CXSE) versus the broader MSCI Emerging Markets Index (MXEF).
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strong for china’s diverse tech-oriented, non-state-owned businesses. The table below
illustrates a cross-section of some of the biggest and fastest growing of these
companies.

only Xiaomi operates in a traditional technology hardware business. Others are Teaders
in e-commerce (Alibaba, Pinduoduo, Meituan, 3JD.com), streaming services/social
media/video games (Baidu, Tencent, NetEase) and online education programs (New Oriental,
TAL Education).

As with tech-enabled companies in the U.S.-names Tike Amazon, Netflix and DoorDash-the
pandemic accelerated the positive network effects and scalability for many of these
businesses when their products/platforms became nearly essential utilities during
Tockdowns.

wisdomTree.com * 1-866-909-WISE (9473) WISDOMTREF



https://wisdomtree.com/blog/glossary#state-owned-enterprise-
https://wisdomtree.com/~/link.aspx?_id=E292EF69FA714B2B92A62D206B7FAD04&_z=z
https://wisdomtree.com/blog/glossary#msci-emerging-market-index

wWisdomTree BLOG ARTICLE

2020 Returns| TTM Sales Growth
100.63%
[Info Tech  [Technology Hardware Storage & Peripherals
[Cons Disc__[Internet & Direct MarketingRetail | 189.11% |
[Cons Disc__[Internet &Direct Marketing Retail [ 149.50% |
[Comm Sves [Interactive Media&Services | 71.08% |

Intera Media & Services 50.59%

TAL Education Group 48.36%

Alibaba Group Holding Cons Disc  |Internet & Direct Marketing Retail
Median

Sources: WisdomTree, FactSet. Trailing 12-month (TTM) sales growth as of 3/31/21.

As the global factor rotation away from growth stocks and toward value stocks took hold
in the first half of 2021-and Chinese regulators made clear their intentions to Timit
some of the unfettered growth of its tech and consumer champions—China tech/consumer
companies underperformed more cyclical and value names 1in commodity sectors and
countries.
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Rather than china, which 1is heavily tilted toward the dominant tech and consumer
companies in the emerging markets, Russia, South Africa and Mexico have led this year.

As we get to mid-year readjustments, some dinvestors are repositioning portfolios away
from just the cyclical value rotation toward tech and growth-and we can see CXSE
benefiting from that return to growth allocations.

We recently saw a Tlarge institutional investor swap $100 million from a broad MSCI cChina
tracking product to CXSE for their China exposure—-and we think it is useful to review
the arguments for why the non-SOE approach for China is compelling.

SOE Drivers of Performance

Using our attribution tools, we can see the drivers of performance of the wisdomTree Chi

na ex-State-Owned Enterprises Index (CHXSOE) versus the MSCI china Index. State

ownership has been a large factor driving returns over the last three and five years, as
the wisdomTree Index benefited from allocating less to the Tlower-returning SOEs over
these periods.

China State-ownership Attribution
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5-Year SOE Attribution

Average Category Weight Category Performance
Cat
ategory Aﬂz‘t’}ﬁ:m CHXSOE m CHXSOE | MSCI China
SOE 4. 7% 39.3% -39.3% 6.1%
XS0E 41% 100.0% 60.7% 39.3% 25 4% 24 7%
Total 8.8% - - - 25.4% 16.6%

3-Year SOE Attribution

Average Category Weight Category Performance
Category Total - o s
SOE 2.6% - 34 3% -34 3% 3.2%
XSOE 55% 100.0% 65 7% 34 3% 18.4% 13.9%
Total 8.1% - - - 18.4% 10.4%

Sources: WisdomTree, FactSet, MSCI, as of 6/30/21. CHXSOE: WisdomTree China ex-State-Owned Enterprises
Index. State ownership (SOE ) defined as government ownership of 20% or more. Universe is the M3CI China

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

Oone of the natural questions that comes up is how much of the SOE factor performance is
a sector allocation story. Notably, 8 of the 11 sectors had a positive contribution to
relative Index performance over the Tlast three years—with Consumer Discretionary and
Financials having the two largest impacts.

But while over-weights to Consumer Discretionary (by five points) and under-weights to
Financials (by 7.4 points) helped, stock selection was also a significant driver. The
Consumer Discretionary and Financials stocks that were included performed better than
those in the benchmark.

3-Year Sector Attribution

Average Category Weight Category Performance
Category Total
Attribution
Consumer Discretionary 2.8% 32.6% 27.5% 51% 22.3% 15.58%
Financials 22% 11.6% 19.0% -T.4% 11.5% 29%
Information Technology 1.2% 7.1% 41% 3.0% 30.6% 20.1%
Industrials 1.0% 57% 51% 0.6% 26.8% 9.0%
Health Care 0.6% 8.9% 4.4% 4.4% 22.3% 22.8%
Energy 0.6% 0.1% 3.4% -3.3% -6.3% -6.8%
Utilities 0.2% 0.8% 2.5% -1.8% 24.6% 7.6%
Real Estate 0.1% 5.3% 4.9% 0.4% 1.9% 1.2%
Communication Services 0.0% 21.4% 23.3% -1.9% 6.8% 8.2%
Materials -02% 0.9% 2.1% -1.2% 52% 14.9%
Caonsumer Staples -0.5% 5.5% 3.5% 2.0% 7.6% 20.8%
Total 8.1% - - - 18.4% 10.4%

Sources: WisdomTree, Fact$et, M5CI, as of 5/30/21. CHXSOE: WisdomTree China ex-3tate-Owned Enterprises Index. State ownership (SOE } defined as government

ownership of 20% or more. Universe is the MSCI China Index. You cannot invest directly in an index. Past performance is not indicative of future returns.

conclusion

The pockets of the market most sensitive to global economic conditions-Materials,
Energy, Financials, 1Industrials-rallied in the first few months of the year 1in
anticipation of continued reopening of the global economy.

As the narrative shifts from a “reopening trade” to how to build portfolio allocations
toward Tong-term winners, more 1investors may want to consider the opportunity set of
non-state-owned Chinese companies—-a universe that 1includes many tech and consumer
businesses that only seemed to bolster their economic moats over the past year.

Important Risks Related to this Article

There are risks associated with investing, including possible Toss of principal. Foreign
investing 1involves special risks, such as risk of loss from currency fluctuation or
political or economic uncertainty. The Fund focuses 1its investments in China, including
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A-shares, which include the risk of the Stock Connect program, thereby -dincreasing the
impact of events and developments associated with the region that can adversely affect
performance. Investments in emerging or offshore markets are generally Tless Tiquid and
Tess efficient than dinvestments 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 <increase 1its 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 dissuers. Please read the Fund’s prospectus for specific details
regarding the Fund’s risk profile.

References to specific securities and their issuers are for illustrative purposes only
and are not intended to be, and should not be interpreted as, recommendations to
purchase or sell such securities.

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 Blogs
+ The Unsaid Truths of China Tech
+ Driving outperformance with a State-Ownership Screen

Related Funds

+ WisdomTree China ex-State-Owned Enterprises Fund
+ WisdomTree Emerging Markets ex-State-Owned Enterprises Fund

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 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

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

MSCI Emerging Market Index : The MSCI Em (Emerging Markets) Index is a free-float

weighted equity index that éaﬁtures large and mid cap representation across Emerging
Markets (EM) countries.

Growth stocks : Stocks whose share prices are higher relative to their earnings per
share or dividends per share. 1Investors are willing to pay more because of their
earnings or dividend growth expectations going forward.

Value stocks : Stocks whose share prices are lower relative to their earnings per share
or dividends per share. Investors pay less for these stocks because their earnings or
dividend growth expectations going forward are lower.

Growth : characterized by higher price Tevels relative to fundamentals, such as

dividends or earnings. Price Tlevels are higher because investors are willing to pay more
due to their expectations of future improvements in these fundamentals.

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.

commodity : A raw material or primary agricultural product that can be bought and sold.

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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