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Key Takeaways

e As U.S. policy reduces reliance on Chinese drone technology, investors should watch the emerging
domestic drone supply chain, where the WisdomTree Physical Al, Humanoids, and Drones Fund
(WDRN) maintains zero exposure to Chinese-domiciled companies.

e DJl and China's manufacturing ecosystem still dominate global drones, but regulation, defense
spending and reshoring are creating opportunities across U.S. drone manufacturers, suppliers and
software providers.

e Investors can access the drone opportunity through the full value chain—from components and
semiconductors to autonomy software and counter-drone systems—as physical Al adoption expands.

The first article in this series made the case that drones may be the most investable near-term form
of physical Al—machines that are already transitioning from specialized tools into mass-market robotic
infrastructure. This article focuses on the harder questions:

Who makes them, who controls the supply chain, and what is changing?

The honest answer to the first two questions is uncomfortable for investors who prefer domestic exposure.
China, and specifically DJI, dominates global drone production to an extent that has few parallels in

any major technology sector. But the answer to the third question—what is changing—is where the
investment thesis becomes interesting.. A combination of geopolitical pressure, regulatory action, targeted
government financing, and private investment is beginning to construct a domestic U.S. drone supply
chain. It is still early. The gaps are real. But the direction is clear, and the WisdomTree Physical Al,
Humanoids, and Drones Fund (WDRN) is explicitly positioned around that thesis, and it haszero allocation
to Chinese-domiciled companies.1

The Scope of Chinese Dominance

DJI, founded in Shenzhen in 2006, has achieved a market position with few parallels in any consumer
technology sector. According to the Special Competitive Studies Project, a nonpartisan federal advisory
body, DJI holds over 90% of the global consumer drone market, nearly 70% of the overall drone sector, and
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close to 80% of the U.S. commercial segment. In the public safety market, a 2021 survey by the Airborne
International Response Team found that 90.4% of public safety agencies operated DJI drones, rising to
92.1% among law enforcement programs specifically. More recent data suggests DJI's global share has
compressed slightly, to approximately 70% of the civilian market as of 2025, down from 74% in 2024,
reflecting the early effects of regulatory pressure. The core dominance, however, remains intact.2

DJI's dominance is not difficult to explain. The company produces excellent products at competitive prices,
backed by a deeply integrated Chinese manufacturing ecosystem.

Figure 1: Component cost breakdown for a typical 6-10 inch First-Person View (FPV) Drone

Component Approx. Cost Range China's Role
Camera / video transmitter $60- 5150 Dominant supplier
Flight stack (FC + ESC) $40- 5120 Dominant supplier
Brushless motors (x4) $40-$100 Dominant supplier
Frame $20- S60 Dominant supplier
LiPo battery $30- 560 Dominant supplier
Propellers, misc. $20- 550 Dominant supplier
Total bill of materials ~$350 - $1,000

Source: Morgan Stanley Global Embodied Al Team. (2025, December). The Robot Almanac: Vol. 4: Drones
& Air Mobility. Morgan Stanley Research. FC: Flight Controller. ESC: Electronic Speed Controller. LiPo:
Lithium Polymer.

The component picture matters because it illustrates where China's advantage actually lies. It is not
primarily in Al software or cutting-edge semiconductors, areas where the U.S. and its allies retain significant
leadership. It is in manufacturing density—the ability to produce high volumes of physical components at
low cost, with rapid iteration, through tightly integrated supply chains built over decades.

The Regulatory Ratchet

U.S. policy toward Chinese drones has been tightening for several years, and the trajectory is unlikely to
reverse. The sequence of actions illustrates a systematic effort to reduce dependence on Chinese drone
hardware across both defense and civilian markets.

e The National Defense Authorization Act (NDAA) prohibited the use of federal funds to procure drones
from certain Chinese manufacturers, including DJI, citing national security concerns.3

e The Department of Defense placed DJI on its list of companies with alleged ties to the Chinese military,
creating significant reputational and procurement risk for any federal or federally-adjacent customer.4
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e The Blue UAS program, administered through the Defense Innovation Unit, was established to certify
drones for federal use that meet security and supply-chain standards, explicitly creating a pathway for
domestic alternatives.5

e State and local government purchasing has come under increasing scrutiny, with several states
restricting or reviewing their use of Chinese drone hardware for public safety applications.6

The cumulative effect of this regulatory ratchet is that the Chinese dominance described in the previous
section is being contested, not by market forces alone, but by deliberate policy intervention. The question
is no longer whether U.S. policy is moving in this direction. It clearly is. The question is how fast the gap
can be closed and at what cost.

The Supply Chain as Investment Framework

The most useful way to think about drone investment exposure is not as a collection of drone companies
but as a layered supply chain. Each layer has different economics, different competitive dynamics, and
different exposure to the transition underway. WDRN holds companies across many of these layers.

Layer 1. Defense Drone Original Equipment Manufacturers (OEMs)7

These are the most direct plays on U.S. government demand, and they face the most direct pressure to
meet production and cost targets. The competitive landscape is evolving rapidly, with both established
defense primes and specialized startups competing for contracts.

AEROVIRONMENT (1.97%)

* RED CAT HOLDINGS (3.19%)

*  UNUSUAL MACHINES (1.97%)

* KRATOS DEFENSE & SECURITY SOLUTIONS (1.78%)

Layer 2: Counter-Drone Systems7

A world with more drones is also a world that needs more sophisticated defenses against them.
Counter-drone spending is growing as a direct consequence of drone proliferation, and it represents a
structural hedge within the physical Al investment theme.

+  DRONESHIELD (2.02%)
* LEONARDO SPA (2.18%)
Layer 3: Enabling Components and Subsystems?7

Component manufacturers often offer more diversified and defensible exposure than OEMs, because their
products serve multiple platforms and customers. If drone volumes grow, component demand grows with
them — regardless of which airframe wins any given procurement contest.

* AMPRIUS TECHNOLOGIES (5.13%)
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«  MOOG INC. (1.47%)
«  EXAIL TECHNOLOGIES (1.10%)
«  ELSIGHT (0.78%)

Layer 4: Semiconductor and Sensor Enablers7

Drones require compute, sensing, and processing capabilities that draw on the broader semiconductor
and sensor ecosystem. Several fund holdings provide this exposure.

«  NVIDIA (4.85%)

«  NXP SEMICONDUCTORS (1.58%)

« STMICROELECTRONICS (1.08%)

« ALLEGRO MICROSYSTEMS (1.44%)

« TELEDYNE TECHNOLOGIES (1.83%)

«  NEXT VISION STABILIZED SYSTEMS (1.99%)

Layer 5: Autonomous Systems and Software Infrastructure?

The software that enables drone autonomy — flight planning, obstacle avoidance, mission management,
swarm coordination — may be the most defensible layer of the stack over time. Companies that own the
operating layer for drone fleets could have durable advantages as hardware commoditizes.

«  AURORA INNOVATION (3.13%)
«  ONDAS HOLDINGS / AMERICAN ROBOTICS (3.46%)
«  SAMSARA (1.64%)

Layer 6: Defense and Aerospace Primes with Drone Programs?

Several large defense companies in the fund have significant drone or unmanned systems programs
embedded within broader portfolios.

«  TEXTRON (1.62%)
« AIRO GROUP HOLDINGS (0.46%)

The Zero-China Stance: Bold or Obvious?

WDRN'’s current 0% allocation to Chinese-domiciled companies is worth examining directly. It is not a
passive outcome of screening; it is a deliberate investment stance, and one with meaningful implications.

In our view, as of mid-2026, it is the only coherent position for a fund aligned with U.S. defense and industrial
policy. The regulatory trajectory described earlier in this article points in the direction of reducing, not
increasing, U.S. reliance on Chinese drone technology. A fund that owns DJI or other Chinese-domiciled
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drone companies while positioning as a domestic-drone-industry thesis is working at cross purposes with
itself.

We believe the geopolitical logic is durable. The industries the U.S. government has identified as strate-
gically indispensable, such as semiconductors, batteries, shipbuilding, and now drones, have all moved
toward domestic supply chain development regardless of short-term commercial cost. The pattern is
consistent.

1 As of May 29, 2026, WDRN, which tracks the total return performance of the WisdomTree Physical
Al, Humanoids and Drones Index before fees and expenses, did not have exposure to any companies
domiciled in China. Holdings subject to change.

2 Sources: Special Competitive Studies Project. (2025, January 7). Commercial drones: 2025 gaps
analysis; Airborne International Response Team & DRONERESPONDERS. (2021). 2021 public safety
UAS survey. As reported in: DRONELIFE. (2021, August 9). DJI still dominates public safety sector, survey
finds; BusinessWire / ElectrolQ. (2025, October 23). DJI statistics by usage, sales, revenue and facts
(2025).

3 Source: Axon Enterprise. (2025, December 10). New drone laws take effect: What public safety agencies
need to know.

4 Source: DroneDJ. (2025, October 1). DJI fires back after court upholds Pentagon's drone blacklist label.

5 Source: Morgan Lewis. (2026, January 26). FCC exempts certain drones and components from covered
list to address national security risks.

6 Source: Government Technology. (2025, January 10). Drones in 2025: What state and local governments
should know.

7 Percentages reference the weight in WDRN as of May 27, 2026. Holdings subject to change.
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Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Companies engaged in
Physical Al Activities are subject to unique regulatory, operational and technological risks, such as intense
competition and potentially rapid product obsolescence. The regulation of such companies in the United
States and other countries is diverse and rapidly evolving, which may inhibit or delay adoption. These
companies are also heavily dependent on intellectual property rights and may be adversely affected by
loss or impairment of those rights. Companies engaged in Physical Al Activities typically invest significant
amounts of spending on research and development, and there is no guarantee that the products or
services produced by these companies will be successful. Humanoid robotics companies are sensitive
to trends in industrial production, capital-expenditure cycles, supply-chain conditions, and adoption rates
of automation technologies across varied sectors including business and industrial end-users.

Humanoid robotics companies may have long and capital-intensive development timelines, highly un-
certain paths to profitability and large-scale deployment, and limited product lines, markets, financial
resources or personnel. Drone companies may be dependent on the U.S. Government and its agencies
for a significant portion of their revenues, and the commercial and military adoption of drone technologies
remains subject to extensive and evolving governmental oversight, including aviation safety standards,
airworthiness certification requirements, export controls, and national security reviews. A fund that has

a portfolio that is concentrated in the securities of issuers in a particular industry or group of related
industries, may be adversely affected by the performance of those securities, and more susceptible to
adverse economic, market, political, or regulatory occurrences affecting that industry or group of related
industries.

Investments in non-U.S. securities involve political, regulatory, and economic risks that may not be present
in U.S. securities. For example, foreign securities may be subject to risk of loss due to foreign currency
fluctuations, political or economic instability, or geographic events that adversely impact issuers of foreign
securities. Investments in securities and instruments traded in developing or emerging markets, or that
provide exposure to such securities or markets, can involve additional risks relating to political, economic,
or regulatory conditions not associated with investments in U.S. securities and instruments or investments
in more developed international markets.

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. The composition of the Index is governed by
an Index Committee and the Index may not perform as intended. Please read the Fund’s prospectus for
specific details regarding the Fund’s risk profile.
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