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Typically, moderate allocations are tracked against a 60/40 equity/fixed income
benchmark. 1Ideally, while constructing such allocations, a manager would attempt to
outperform by tactically over-weighting or under-weighting portions of the market or
through the choice of which investment strategy to implement in various sleeves.

Below, I will show how wisdomTree’s dividend methodology compares to a market cap-weight
ed 60/40 value benchmark without making any tactical bets. In addition, for those
willing to alter asset allocations, we believe a continuous improvement in returns per
unit of risk could be realized.

Moving from Market Cap 60/40 to wWisdomTree 60/40

In the chart below, we begin our journey at the central bottom where our benchmark
allocation Tives and go in a clockwise direction, making stops at allocations A, B and
C.

The benchmark we show here is a traditional cap-weighted 60/40 combination consisting of
the Russell 1000 value and Barclays U.S. Aggregate Total Return Indexes. Traveling along
the Tower edge, we gradually blend an 87% and 13% split of the wWisdomTree LargeCap (WTLD
I) and Midcap Dividend (WTMDI) Indexes to the equity portion of our starting benchmark
while keeping the fixed income portion intact. A static split of 87/13 between large-
and mid-cap distribution attempts to keep consistent with the Russell 1000 value Index

market cap breakdowns.?!

Asset Allocation Using WisdomTree Dividend Index Family
6/30/06-1/31/17
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For definitions of indexes and terms in the chart, visit our glossary.

Reducing Risk, Increasing Return

It is clear that as we blend wisdomTree dividend Indexes there is a continuous reduction
of annualized volatility and improvement of annualized total return. Put another way, a
manager tracking a 60/40 cap-weighted value benchmark could have potentially
outperformed by blending the wisdomTree LargeCap and MidCap Dividend Indexes into their
equity allocations.

In fact, an allocation consisting solely of WwisdomTree Indexes (i.e., WisdomTree 60/40
or allocation A 1in the chart above) would have outperformed by 55 basis points (bps)
2

with 51 bps of Tower volatility on annualized basis.

The results show an improved performance on a risk-adjusted basis without taking an
asset allocation bet!

Performance of Benchmark & wisdomTree 60/40 Allocation

Annualized Annualized Sharpe

Risk (%) Return (%) Ratio

60/40 Benchmark 9.16 6.44 0.65
WisdomTree 60/40 Allocation

A 8.63 6.99 0.75
Source; Bloomberg, as of 1/31/17. Past performance is not indicative of future results, You cannaot

invest directly in an index,

How About If we Change the Asset Allocation?
1. Moving Away From Large Caps to Mid Caps For a Static 60/40 Allocation

Now that we have established the outperformance generated by WwisdomTree’s dividend
Indexes without altering asset allocation, Tlet’s take it a step further. what if we
over-weight mid-cap equities? How would that change investors’ positioning on the
efficient frontier?
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For the next stop, we start with our allocation A consisting of all wisdomTree equities
(87/13 split of Targe/mid-cap, consistent with Russell 1000 value) and gradually over-
weight mid-caps. As we move away from large-cap equities to mid-cap equities, we again
notice a monotonous <increase in annualized returns, though this time with increasing
volatility.

on our way along the upper edge of this efficient frontier, our first stop is
allocation B. In this allocation, we have an approximate 57/43 split of large- and mid-
cap equities (34% Targe cap and 26% mid-cap, for a total 60% equity allocation)
implemented again through wisdomTree dividend Indexes.

This allocation is interesting because it over-weights mid-cap equities and has
therefore outperformed by 72 bps on an annualized basis, while maintaining the

same volatility as our original benchmark.?

Performance of WisdomTree Risk-Equality & Mid-Cap Allocation

Annualized Annualized
Risk (%6) Return (%)

Sharpe
Ratio

WisdomTree Risk Equality Allocation
. 9.16 7.16 0.73
WisdomTree Mid-Cap Allocation
o 10.44 8.03 0.72

Source: Bloomberg, as of 1/31/17. Past performancs is not indicative of future results. You cannot
invest directly in an index.

Finally, if we go all the way to the last stop on the upper edge of our chart above, we
get our allocation C, with 60% in the wisdomTree MidCap Dividend and 40% in the Barclays
bond Index. Although this allocation had higher volatility, it generated more than 100

bps of annualized outperformance over the benchmark.? Thus, on a risk-adjusted basis, it
kept pace with increasing volatility by generating excess returns.

2. Moving Away from a 60/40 Model Itself, i.e., Over-weighting Equities

So far we have kept a constant 60% equity allocation. Another equally interesting
question 1is, can I over-weight equities without 1increasing risk relative to our
benchmark?

The chart below shows beta, i.e., a measure of risk for various wisdomTree allocations
to our standard 60/40 benchmark, above. Each wisdomTree equity allocation is split 87:13
into large and mid-caps (as above) to ensure consistency with our Russell 1000 value
benchmark. The chart shows that by using WisdomTree component in equity piece, investors
could have historically over-weight equities by up to 5% without increasing sensitivity
(beta) or risk compared to a benchmark.

Beta to a 60/40 Russell 1000/Barcap Agg Benchmark
wWisdomTree Portfolio with varying Equity Percentages and Rest in Barcap Agdg
6/30/2016-12/31/2016
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conclusion

It is clear that, historically, a manager who incorporated an element of WisdomTree’s
fundamentally weighted dividend strategies would have benefitted from the outperformance
over a cap-weighted benchmark during that period.

To an extent, WisdomTree’s methodology also permitted investors to over-weight market
segments such as mid-cap or even total equity allocation, which potentially generates
higher returns over Tonger periods.

our smart beta strategies have added value to investors’ portfolios, and wisdomTree’s
core dividend family now has more than 10 years of proven track record. we believe
blending wisdomTree’s methodology to an all-cap-weighted portfolio can potentially yield
better results for investors.

lsource: Bloomberg, as of 1/31/17.
2source: Bloomberg, as of 1/31/17.
3source: Bloomberg, as of 1/31/17.
4source: Bloomberg, as of 1/31/17.

Important Risks Related to this Article

Dividends are not guaranteed, and a company currently paying dividends may cease paying
dividends at any time.

Annualized Performance of Indexes as of 1/31/17
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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 its
affiliates, nor Foreside Fund Services, LLC, or its 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 qinternal 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 idinvestment 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.
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DEFINITIONS

Active manager : Portfolio managers who run funds that attempt to outperform the market
by selecting those securities they believe to be the best.

Dividend : A portion of corporate profits paid out to shareholders.

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

outstanding. Firms with the highest values receive the highest weights in approaches
designed to weight firms by market cap.

value : cCharacterized 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.

Russell 1000 value Index : A measure of the large-cap value segment of the U.S. equity
universe, selecting from the Russell 1000 Index.

Barclays US Agg Total Return value unhedged usD : The Barclays US Aggregate Bond
Index is a broad-based flagship benchmark that measures the investment grade, US dollar-
denominated, fixed-rate taxable bond market. The index includes Treasuries, government-
related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs),

ABS and CMBS (agency and non-agency).

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

Basis point : 1/100th of 1 percent.
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