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Key Takeaways

e While the S&P 500 Index has reached new highs, the MSCI Emerging Markets (EM) Index remains
20% below its 2021 peak, presenting a potential valuation and mean reversion opportunity for
investors.

WisdomTree's EM ex-state-owned Indexes offer targeted exposure that outperformed broader EM
benchmarks over the last year by excluding underperforming state-owned enterprises (SOES).

e Positive momentum trends and historically low relative valuations suggest tactical upside in EM, with
WisdomTree’s award-winning EM Funds offering diverse options that manage corporate governance
risks by excluding SOEs.

Listen to the blog post below:

The S&P 500 has repeatedly hit new all-time highs this year.

The MSCI EM Index is still 20% below its early 2021 peak.

For investors looking for valuation and mean reversion opportunities, EM is a clear favorite over the U.S.

Just to retrace back to its high-water mark of over three years ago, the EM index would have to return over
26%, as shown in figure 1.

Figure 1: Drawdowns
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Index Drawdown Summary, as of 10/16/24

S&P 500 MSCIEM

% Drawdown -0.30%

-20.829
% to Recover to Peak 0.30% 26.30%
Feak Date 10/14/24 2/17/21
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Sources: WisdomTree, FactSet,

S&P, Russell, MSCI. Indexes are price return indexes measured in USD.
You cannot invest directly in an index. Past performance is not indicative of future returns. Starting
points based on data availability. S&P 500 start on 12/31/15. MSCI EM start on 5/31/16.

From a valuation perspective, figure 2 shows us that EM is trading at a 42% discount on forward P/E relative
to the U.S.—one of the largest discounts going back two decades.

Figure 2: Trailing 20-Year Forward P/E Ratio
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Sources: WisdomTree, FactSet, MSCI, 9/30/04-9/30/24. U.S. = MSCI USA. EM = MSCI Emerging Markets.
You cannot invest directly in an index. Past performance is not indicative of future returns.

Broad EM Exposure excluding SOEs

WisdomTree offers a robust lineup of EM options for investors looking to capitalize on valuation opportu-
nities in EM, and it's an exposure we’ve been recognized for in the industry.

Late last month, WisdomTree won “Best Emerging Markets Equity ETF Issuer ($10bn+)” at the ETF
Express US Awards.1

Our largest family of products in EM is our ex-state-owned family. WisdomTree designed proprietary
ex-state-owned Indexes to represent broad regional and country-specific exposures. SOEs are defined
in our Indexes as companies with 20% or more of their shares owned by the government.

Our two broad EM Funds that track these Indexes are the WisdomTree Emerging Markets ex-State-Owned
Enterprises Fund (XSOE) and the WisdomTree Emerging Markets ex-China Fund (XC).

The Indexes tracked by these two Funds underwent their annual rebalances this October. Each Index had
modest turnover (<10% one-way turnover).

Over the last 12 months, as of the September 30 screening date, the WisdomTree Emerging Markets
ex-China Index (WTEMXC) outperformed the WisdomTree Emerging Markets ex-State-Owned Enterpris-
es Index (EMXSOE) by nearly 200 basis points. This performance spread was consistent with the relative
performance between the MSCI EM Index and the MSCI Emerging Markets ex China Index, which is
shown in figure 3.
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The lagging returns of China—reversed somewhat in recent weeks amid government stimulus specula-
tion—and the ever-present political risks of Chinese investments has increased attention to allocations to
ex-China EM options like XC.

Figure 3: Index Cumulative 1-Year Total Return Performance
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mance is not indicative of future returns.

State-Owned Enterprises Lagged

Each of the WisdomTree Indexes outperformed the respective MSCI EM index over the last 12 months.
The underperformance of state-owned enterprises—excluded from both our Indexes—explains why.

In figure 4, we see that while the overall MSCI EM Index was up 26.1%, SOEs were up just 19.5%, lagging
non-SOE companies by over 800 basis points.

The WisdomTree Emerging Markets ex-State-Owned Enterprises performed slightly better than the MSCI
EM — non-SOE group, with a return of 28.6% over the one-year period.

Figure 4: Cumulative 1-Year Total Return Performance
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mance is not indicative of future returns.

Under-the-Radar Positive Momentum Trends in EM

As previously noted, the U.S. has been on a tear so far this year with returns of well over 20%.
But the returns of broad EM have been strong as well—up over 13%.

Comparing recent trends in returns from the moving averages of the MSCI U.S. and EM indexes in figures
5 and 6 we see a similar compelling picture of strong momentum where the short-term (50-day) moving
average is well above the long-term (200-day) moving average in both markets.

Figure 5: MSCI USA Index
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Figure 6: MSCI Emerging Markets Index
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Sources: WisdomTree, MSCI, 10/1/23-10/28/24. Index levels based on gross total return levels for the
MSCI USA Index and net total return levels for the MSCI EM Index. Past performance is not indicative
of future returns. You cannot invest directly in an index.

Conclusion
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We understand many investors are more tactical asset allocators in EM. To this point, the bull case for
an allocation today is a combination of historically low relative valuations and the tailwinds of a positive
momentum backdrop.

And when comparing EM options and the various risks involved, systematically removing SOEs is one way
to mitigate the risks inherent in investing alongside the government.

1 US Awards Winners 2024, ETF Express, https://etfexpress.com/wp-content/up-
loads/2024/11/ETF-US-Awards-24-ver-3.pdf.
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Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic uncertainty. Please read
the Fund’s prospectus for specific details regarding the Fund'’s risk profile.

XC: Investments in emerging markets are generally less liquid and less efficient than investments in
developed markets and are subject to additional risks. The Fund’s investment strategy limits the types and
number of investment opportunities available and, as a result, the Fund may underperform other funds.
The Fund’s exposure to certain sectors, countries or regions may increase its vulnerability to any single
economic or regulatory development related to such sector, country or region. The Fund is non-diversified,
as a result, changes in the market value of a single security could cause greater fluctuations in the value
of Fund shares than would occur in a diversified fund. Investments in currency involve additional special
risks, such as credit risk and interest rate fluctuations. The Fund invests in the securities included in,

or representative of, its Index regardless of their investment merit and the Fund does not attempt to
outperform its Index or take defensive positions in declining markets.

XSOE: Investments in emerging or offshore markets are generally less liquid and less efficient than in-
vestments in developed markets and are subject to additional risks, such as risks of adverse governmental
regulation and intervention or political developments. Funds focusing their investments on certain sectors
and/or regions increase their vulnerability to any single economic or regulatory development. This may
result in greater share price volatility. Investments in currency involve additional special risks, such as
credit risk and interest rate fluctuations. The Fund invests in the securities included in, or representative
of, its Index regardless of their investment merit and the Fund does not attempt to outperform its Index or
take defensive positions in declining markets.
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