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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 last three years within the
emerging market universe.

We can see this trend in the performance of the WisdomTree China ex-State-Owned Enterprises Fund
(CXSE) versus the broader MSCI Emerging Markets Index (MXEF).
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2020 was particularly 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 leaders in e-commerce
(Alibaba, Pinduoduo, Meituan, JD.com), streaming services/social media/video games (Baidu, Tencent,
NetEase) and online education programs (New Oriental, TAL Education).
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As with tech-enabled companies in the U.S.—names like Amazon, Netflix and DoorDash—the pandemic
accelerated the positive network effects and scalability for many of these businesses when their prod-
ucts/platforms became nearly essential utilities during lockdowns.

Name Ind 2020 Returns| TTM Sales Growth

N Sector usti

Pinduoduo 100.63%
Xiaomi Info Tech | Technology Hardware Storage & Peripherals | 207.98% | 18.85%
Meituan 17.54%
JD.com 29.89%
Baidu 0.10%

NetEase 9.18%
New Oriental Education & Tech 2.99%
Tencent Holdings 27.00%
TAL Education Group 23.78%

Alibaba Group Holding Cons Disc  |Internet & Direct Marketing Retail 2.73% 32.96%
Median 64.50% 21.32%

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 limit some of the unfettered growth of

its tech and consumer champions—China tech/consumer companies underperformed more cyclical and
value names in commodity sectors and countries.
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Sources: WisdomTree, M3C, FactSet, 12/31/20-6/30/21. You cannot invest directly in an index. Past performance is not indicative of future

returns.
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Rather than China, which is 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 investors 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 large institutional investor swap $100 million from a broad MSCI China 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 China
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 lower-returning SOEs over these periods.

China State-Ownership Attribution

5-Year SOE Attribution

Average Category Weight Category Performance
Cat
st CHXSOE | MSCI China CHXSOE | MSCI China
Attrlbutmn
SOE 39.3% -39.3% 6.1%
XSO0E -1.1% 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
Attribution
SOE 26% 34 3% -34 3% 3.2%
XSOE 5.5% 100.0% 65.7% 34 3% 16.4% 13.9%
Total B.1% - - - 18.4% 10.4%

Sources: WisdomTree, FactSet, MSCI, as of 6/30/21. CHXSOE: WisdomTree China ex-5State-Owned Enterprises
Index. State ownership (S0E ) 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.

One 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 last three years—with Consumer Discretionary and Financials having the two largest impacts.
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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 T
Attribution
Consumer Discretionary 28% 32 6% 27.5% 51% 22 3% 15.5%
Financials 2.2% 11.6% 19.0% -7 4% 11.5% 2.9%
Information Technology 1.2% 7.1% 4.1% 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 -0.2% 0.9% 2.1% -1.2% 52% 14.9%
Consumer Staples -0.5% 5.5% 3.5% 2.0% 7.6% 20.8%

Sources: WisdomTree, FactSet, M5CI, 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 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,
Industrials—rallied in the first few months of the year in anticipation of continued reopening of the global
economy.

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

There are risks associated with investing, including possible loss of principal. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic uncertainty. The Fund
focuses its investments in China, including A-shares, which include the risk of the Stock Connect program,
thereby increasing the impact of events and developments associated with the region that can adversely
affect performance. Investments in emerging or offshore markets are generally less liquid and less efficient
than investments 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 its 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 issuers. 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.
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