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State-owned enterprises (SOEs) in emerging markets have historically underperformed compared to
private companies. We hypothesize this differential exists due to state interests, which pressure SOEs
into placing other objectives above shareholder value and profit maximization.

Cumulative Returns of SOEs vs. Non-SOEs in the MSCI Emerging Markets Index
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Sources: WisdomTree, MSCI, FactSet, data 12/31/07—08/29/23. S0Esare defined as firms that have more than 20% of thelr shares owned by government entities. Mon-50Es
aredefined as firms that have less than 20% of thelr shares owned by government entitles. Unherse of securties 15 the MSCI Emerging Markets Index. You cannat 1nvest
directly In an Index. Past parformance Is not Indicative of future retums.

This has been a tough year for emerging markets amid high geopolitical tensions and increasing investor
concerns regarding China. Large- and mid-cap emerging markets equities underperformed relative to their
U.S. and global counterparts across multiple periods and lagged small-caps by over 11% year-to-date.

MSCI Index Performance by Region and Size
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MSCI Country Indexes (USD), as of 9/29/23
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sources: WisdomTres, MSCI, Factsat. You cannot Invest directly In an Index. Past performance Is not Indlcative of future returns.

The WisdomTree Emerging Markets ex-State-Owned Enterprises Index (EMXSOE) measures the per-
formance of emerging markets companies that are not state-owned enterprises and is tracked by the
WisdomTree Emerging Markets ex-State-Owned Enterprises Fund (XSOE).

State-owned enterprises are defined as companies with government ownership of more than 20% of
the outstanding shares. Since the end of its inception in August 2014, EMXSOE outperformed the MSCI
Emerging Markets Index by over 14%.

WisdomTree Emerging Markets ex-State-Owned Enterprises Index vs. MSCI Emerging Markets
Index
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Sources: WisdomTree, M5CI, Factsat, data 8/15/14—9/29/23. You cannot Invest directly In an Index. Fast performance Is not Indicative of future returns.

The WisdomTree China ex-State-Owned Enterprises Index (CHXSOE) uses the same SOE criteria to
measure the performance of Chinese non-SOEs and is tracked by the WisdomTree China ex-State-Owned
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Enterprises Fund (CXSE). Launched a year after its broad-EM counterpart in 2015, CHXSOE outper-

formed its benchmark, the MSCI China Index, by over 30% since its inception.

WisdomTree China ex-State-Owned Enterprises Index vs. MSCI China Index
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Sources: WisdomTree, MSCI, FactSet, data 3,/31/15—9/29/23. You cannot Invest directly In an Index. Past performance Is not Indicative of future returns.
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Similarly, the WisdomTree Emerging Markets ex-China Index (WTEMXC) measures the performance of
emerging markets non-SOEs excluding Chinese stocks and was launched in May 2022. Tracked by the
WisdomTree Emerging Markets ex-China Fund (XC), the Index outperformed the MSCI ex-China Index by

1.14% since its inception.

WisdomTree Emerging Markets ex-China Index vs. MSCI Emerging Markets ex-China Index
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Sources: WisdomTree, MSCI, FactSet, data 5/2/22—9/29,/23. You cannot Invest directly In an Index. Past performance 1s not Indicative of future retums.

While emerging markets equity returns are depressed this year, portfolios with reduced exposure to SOEs
have been outperforming their more exposed counterparts over the long run.

Ex-State-Owned Indexes Rebalance Highlights

EMXSOE, CHXSOE and WTEMXC were rebalanced this October. Following the rebalance, EMXSOE’s
country allocations were reset to match its starting universe and sector weights were constrained to within
+/-3%

Relative to the MSCI Emerging Markets Index, EMXSOE maintained its over-weight allocations in the
Consumer Discretionary, Consumer Staples and Information Technologies sectors, and under-weight
allocations in Communications Services, Energy and Financials sectors.

EMXSOE Sector Changes

https://www.wisdomtree.com/us/insights/blog/rebalancing-our-ex-state-owned-enterprises-strategies
WISDOMTREE



WISDOMTREE BLOG

30% 24.41%

213.13%
19.19% 19.088° 20.22%
200 16.67% 15.64%
9,569
7.59% 5.259 6.19%
7.56%
O T. 33% T.
10% 1' 07 3.02%)/ 5.780% __ 573% 6.74% T. 15 o
III "ol Ijlf..l III III ”E% " ok
%/ p92% |
T n e e
] & 2 ] =3
& & A & Y.
e (\L & é‘@' o F <2 \e'%‘ ‘\?' c;;é“' o
o () P A (s ) -
o o < < ] & 3 & & N Nk
& Y & 'b\ ) & o 3
& %) & ‘c 3 & <& Qf
+ il 'h‘)& o
. s )
a“e‘b & (&3 &
o o ;
& & &
& 3 &
F

B EMXSOE Pre-Rebalance W EMXSOE Post-Rebalance B MSCIEM Index
Sources: WisdomTres, MSC, asof 9/29/23, You cannot Invest directly In an Index.

CHXSOE remained under-weight in the Communications Services and Financials sectors and over-weight
in Consumer Discretionary, Health Care, Industrials and Information Technology sectors relative to the

MSCI China Index.

CHXSOE Sector Changes

40% 34.93%
33.44%
30% 30.48
20.08%
2006 i 14.02% 12.41%
9.95% 933% 13.79% 10.91%
10% 343 5:‘-:.'116% 5.5 - 302% e ,3.45% o 2.30
b X 510 X 4 3i
3.15% 5.58 5 - I 3.31% 3.3 2.56% 0.83%
0.75%
. (| & [ B mme mmm "%
) & o
: B A& @ o 3 > i~ o
\"‘\b ; 0“« Mo & & A & 6\0 @° & &
of o o & e & & & & 3
& g . A & S ¥ 3
& e & « & I & &
o Q""’ 5& e {\"\ &
'\‘? & d’\"(ﬁ ‘-}0
L
3 & 2 é{b
':,\\({L 0({'.! s
43 & o

B CHXSOE Pre-Rebalance B CHXSOE Post-Rebalance m M5CI China Index
Sources: WisdomTres, MSC, as of 9/20/23. You cannot Invest directly In an Index.
Relative to the MSCI Emerging Markets Index, WTEMXC remained under-weight in the Communication

Services and Consumer Discretionary sectors, while over-weight in the Consumer Staples, Information
Technology and Materials sectors. The Index increased its exposure to Financials, and is now over-weight

in the sector relative to the MSCI EM Index.

WTEMXC Sector Changes
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Sources: WisdomTres, MSCI, as of 9/29/23. You cannot Invest directly in an Index.

According to a recent report from the International Monetary Fund, Chinese government deficits are
projected to increase due to heavy local government borrowing. The local Chinese governments are
struggling to service their debts, roughly 80% of which is held by Chinese banks, as land sales have
dropped considerably in the past few years.1 EMXSOE, CHXSOE and WTEMXC are all under-weight in
Chinese Financials, which are among the cheapest of equities currently, compared to the MSCI Emerging
Markets Index, and thus are less exposed to a potential Chinese financial crisis.

MSCI Emerging Markets Index Country-Sector Combinations
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Top 10 Conntry & Sector Combinations Price-te-Earnings Dividend Yield
“m Current/Histerical Median ent/Historical Median
Taiwan Information Technology 10.53% 41 15.5% f 15.8x 3.349% [ 3.47%
China Consumer Discretionary 8.14%; 17 28.1x /[ 34.4x 0.63% / 0,.86%
China Communication Services 6.0250 31 14.9x% [ 3¢ 0.829 / 0.25%
South Korea  Information Technology 5.60%% 12 19.1x/ 9.7x 1.85%0/ 1.63%
China Financials 4.72% a6 4.2% | 6.5x 6.94% | 4.29%
India Financials 4.29% 25 17.6x/ 20.3x 0.83% / 0.77%
Taiwan Financials 2.09% 17 172 11T 3.03% / 3.97%
India Information Technology 2.079% 8 25.6x [ 20.7x 2,129/ 1.74%
Saudi Arabia Financials 1.82% 13 13.3x/14.1x 3.7% /3.3%
India Consumer Discretionary 1.78% 19 33.3x/ 28.8x 0.75% | 0.68%

Sources: WisdomTrea, MSCI, as of 9729722, You cannot Invest directly In an Index. Past performance 15 not indicative of future returns.

Rebalance Fundamentals Changes
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Large Cap| Mid Cap (Small Cap

CHXS0E Post-Rebalance 195 20.1x 1.6% 1.6% 10.4% 73.5% 25.1% 1.4%

CHXS0E Pre-Rebalance 193 20.2x 1.7% 1.59% 10.0% 73.1% 25.5% 1.3%

MSCI China Index 765 11.6x 2.6% 1.3% 11.5% 75.7% 22.6% 1.7%

EM#SOE Post-Rebalance 818 18.2x 2.2% 2.19% 11.4% 66,49 31.9% 1.7%

EMHSOE Pre-Rebalance 138 18.2x 2.2% 2.2% 11.1% 68.5% 30.2% 1.3%

MSCI Emerging Markets Index 1437 12.9x 3.1% 1.8% 12.3% T2.69% 26.7% 0.8%

WTEMAC Post-Rebalance 623 17.2x 2.5% 2.3% 12.0590 63.0% 35.1% 2.0%

P

WTEMKC Pre-Rebalance 544 16.7x 2.6% 2.4%, 11.659%0 54,45, 34.1% 1.5%

MSCI Emerging Markets lndex 1437 12.09% 3.1% 1.8% 12.3% T2.6% 26.7% 0.8%

Sources: WisdomTree, MSCI, as of 9729723, You cannot Invest directly In an Index. Past performance 1s not Indicative of future returns.

1 Greg Ip, “A Financial Crisis in China Is No Longer Unthinkable,” The Wall Street Journal, 10/19/23.
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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.
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. 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. Please read the Fund’s prospectus for specific details regarding the Fund’s
risk profile.
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