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International equity markets have made headlines this year for all the wrong reasons.

Between an abundance of negative-yielding sovereign debt, the fear of a catastrophic
“no-deal” Brexit, and central banks struggling to remedy their worsening economies, it
has been difficult to find an investment that can outpace the region’s dull prospects.

But just because Tackluster performance and looming uncertainty have become the status
quo in developed markets doesn’t mean investors need to acquiesce and hold on for the
ride.

One year ago, WisdomTree introduced a unique way of investing in developed international
equity markets based on an analysis of technical and fundamental factors. Since
inception, the wisdomTree International Multifactor Fund (DWMF) has amassed over 359 bas
is points (bps) of outperformance against the MSCI EAFE Index (on a net return basis),
proving there is no need to settle for underwhelming returns just because the region has
Tittle to offer. For standardized performance of DWMF, please click here.

Looking under the Hood

wisdomTree’s approach blends both technical and fundamental analysis. It scores

companies based on a combination of value, gquality, momentum and correlation
measurements. The result is a carefully selected basket of about 200 holdings with the
highest composite scores, split between large- and mid-cap companies with diversity by

both sector and country. The icing on the cake is a dynamic currency hedge that uses car
ry, value and momentum factors to mitigate the risks associated with weakening developed
market currencies.

Emphasis on the four factors also provides significant diversification across the Fund’s
holdings and factor exposures. Whereas other market cap-weighted developed market
indexes concentrate much of their weight in a smaller number of holdings, WisdomTree’s
strategy distributes dits allocations more broadly thanks to 1its factor-weighting
mechanism. For example, the top decile of companies in the MSCI EAFE Index amounts to 92
companies and holds close to 46% of the 1index’s total weight. WisdomTree’s weighting
mechanism cuts this concentration almost in half, with its top decile holding less than
20% of the total weight. This increased diversification has provided the Fund with the
ability to maintain a Tow beta while still Teveraging its model-based multifactor stock
selection process to help generate excess returns.

Reading Between the Lines
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The Fund combines a composite-scoring multifactor stock selection model with a dynamic
currency hedge 1in an attempt to generate excess return. The Fund’s 359 bps of
outperformance versus the MSCI EAFE Index, as of September 30, can be attributed to both
stock selection and its dynamic currency hedge.

In figure 1, we break down DWMF’s performance since inception across the two components
alongside that of the MSCI EAFE Index. DWMF’s stock selection, shown as the orange Tine,
has consistently outperformed on its own. The dynamic currency hedge return, shown as
the teal T1ine plotted on the right-hand axis, also contributed to the overall
performance of the Fund (shown as the dark blue 1ine) and helped reduce drawdown during
volatile market periods.

Figure 1: Since Inception: Growth of $100
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Sources: WisdomTree, FactSet, 8/09/18-9/30/19.

Performance is historical and does not guarantee future results. Current performance may be lower or higher than
quoted. Investment returns and principal value of an investment will fluctuate so that an investor's shares, when
redeemed, may be worth more or less than their original cost. Performance data for the most recent month-end is
available at wisdomtree.com.

WisdomTree shares are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Total
returns are calculated using the daily 4:00 p.m. ET net asset value (MAV). Market price returns reflect the midpeint of the bidrask
spread as of the close of trading on the exchange where Fund shares are listed. Market price returns do not represent the
returns you would receive if you traded shares at other times.

You cannot invest directly in an index. Index performance does not represent actual fund or portfolio performance. A fund or
portfolic may differ significantly from the securities included in the index. Index performance assumes reinvestment of dividends
but does not reflect any management fees, transaction costs or other expenses that would be incurred by a portfolio or fund, or
brekerage commissions on transactions in fund shares. Such fees, expenses and commissions could reduce returns.
WisdomTree, its affiliates and their independent providers are not liable for any informational errors, incompleteness or delays

or for any actions taken in reliance on information contained herein.

Since DWMF’s +inception, both the stock selection and the dynamic currency hedge have
worked together to achieve DWMF’s outperformance. The interaction between these two has
contributed to the strategy’s Tower beta, which has been especially valuable during
periods of heightened volatility, such as December 2018, May 2019 and most recently in
August 2019. Keep 1in mind, when markets are ripe with uncertainty and recession
anxieties are top of mind, downside protection can be just as valuable as outperformance
itself.

The Multifactor Benefit
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wisdomTree’s approach also offers distinct, fundamental advantages due to its emphasis
on value and quality factors. As of 1its most recent rebalance on September 13, the
multifactor strategy offers a 12.5% discount in its price-to-earnings ratio compared to
the MSCI EAFE Index. Likewise, it provides a 282-bps improvement in return on equity and
an 8l-bps enhancement in return on assets, both attributable to the strategy’s focus on
well-capitalized companies with efficient and robust operations.

As a result, the Fund provides a selection of healthy companies at a discount to the
broad developed market, which is especially important in a region with sluggish growth.

Figure 2: The Factors Explain the Fundamentals

Fundamentals Comparison
] DWMF MSCI EAFE Index

Dividend Yield 3.36% 3.32%
Price-to-Earnings 13.24x 1515
Return On Equity 13.40% 10.58%
Return On Assets 2.34% 1.53%
Leverage 5.73x 6.92x

Sources: WisdomTree, FactSet, as of /30/19. You cannot invest directly in

an index. Past performance is not indicative of future results.

For definitions of terms in the chart, please visit our glossary.
It’s Time to Get Creative in Developed Markets

Although the Fund is still in 1its infancy, it has already proven that there’s value in a
multifactor stock selection strategy in developed equity markets.

Couple that with a currency risk mitigator, and suddenly the region has much more to
offer than geopolitical uncertainty and sluggish economic activity.

while it’s easy to be discouraged by prospects within the region, at wisdomTree, we
believe there’s opportunity in every market. You just need to know where to look for it.

Unless otherwise stated, data sources are WisdomTree and FactSet, as of 9/30/19.

Important Risks Related to this Article

Investing involves risk, including the possible loss of principal. 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 Tloss due
to foreign currency fluctuations, political or economic dinstability, or geographic
events that adversely impact issuers of foreign securities. Derivatives used by the Fund
to offset exposure to foreign currencies may not perform as intended. There can be no
assurance that the Fund’s hedging transactions will be effective. The value of an
investment 1in the Fund could be significantly and negatively -impacted if foreign
currencies appreciate at the same time that the value of the Fund’s equity holdings
falls. while the Fund is actively managed, the Fund’s investment process 1is expected to
be heavily dependent on quantitative models and the models may not perform as intended.
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Please read the Fund’s prospectus for specific details regarding the Fund’s risk
profiles.

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.

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.

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


https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal

wWisdomTree BLOG ARTICLE

DEFINITIONS

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that 1is typically expressed annually as a percentage of the market or
face value.

Brexit : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

the possibility that Britain will withdraw from the European Unio.

Factor : Attributes that based on its fundamentals or share price behavior, are

associated with higher return.

MSCI EAFE Index : is a market cap-weighted index composed of companies representative
of the developed market structure of developed countries 1in Europe, Australasia and
Japan.

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.

Quality : Characterized by higher efficiency and profitability. Typical measures include
earnings, return on equity, return on assets, operating profitability as well as others.
This term 1is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Momentum : Characterized by assets with recent price increase trends over time. This

term 1is also associated with the Momentum Factor which associates these stock
characteristics with excess return vs the market over time.

correlation : Statistical measure of how two sets of returns move in relation to each
other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two
subjects of analysis move in Tockstep with each other. A correlation of -1 means the two
subjects of analysis have moved in exactly the opposite direction.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer
to companies with a market capitalization value of more than $10 billion. Large cap is
an abbreviation of the term “large market capitalization”. Market capitalization is
calculated by multiplying the number of a company’s shares outstanding by 1its stock

price per share.

Mid-Cap : Characterized by exposure to the next 20% of market capitalization (after the

top 70% have been removed) within the value, Blend or Growth style zones with the
majority of the fund’s weight.

Diversification : A risk management strategy that mixes a wide variety of investments
within a portfolio.

Market capitalization-weighting : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights 1in approaches
designed to weight firms by market cap.
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Beta : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile
than the benchmark, while a beta more than 1 dindicates that the investment 1is more

volatile than the benchmark.

volatility : A measure of the dispersion of actual returns around a particular average

Tevel.&nbsp.

Price-to-earnings (P/E) ratio : share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by
the firm’s total assets. Higher numbers indicate greater profits relative to the Tlevel
of assets utilized to generate them.
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