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Recently we wrote a blog post discussing the attribution of the wWisdomTree Europe
Smallcap Dividend Index (WTESC) relative to the S&P Europe 350 Index (European Large
Caps). The focus of that post was how small-cap stocks in sectors such as Consumer
Discretionary, Industrials and Information Technology benefited more from the cyclically
driven recovery 1in Europe than the more defensive sectors that are often well-
represented in large-cap indexes. what we didn’t discuss in that attribution piece was a
focus on the individual country exposures across these same markets. A recovery in some
of the peripheral European markets was also part of the reason why small caps
outperformed large caps as part of the European recovery story over the Tlast 18 months.
Moreover, small caps outperformed Targe caps in 14 out of the 15 countries represented

in both European indexes,! showing that the theme of small caps outperforming on the

heels of a cyclical recovery in Europe was not confined to one country or a result of
specific country allocations. Positive Performance Spread across European Countries
From June 2012 to December 31, 2013, every single country equity market represented in
WTESC and European Large Caps delivered a positive total return. Peripheral Recovery:
within WTESC, the three best-performing equity markets were Ireland (152.53%), Portugal
(127.14%) and 1Italy (116.19%). This demonstrates that WTESC, with its small-cap focus,
was able to zero in on the performance of the European periphery recovering post-crisis,
whereas European Targe caps, though performing strongly as well, saw more of the
performance coming from the stronger core countries. o Italy was the second most
important contributor to the relative performance (WTESC vs. European Large CcCaps),
explaining 9% of the 45% return differential, which was due to Italy’s exposure in the

WTESC, which is four times as large as it is in the large-cap index?. « Portugal, Ireland
and Spain were the fifth, sixth and seventh most dimportant contributors to the
performance of the European small caps—-and each had a return that was over 100%, 1in
other words more than three times the return of traditional Tlarge-cap Europe. These
three peripheral European markets would have had a greater impact on performance if they
had received Targer weights, but their collective weight in WTESC was less than 10%,

below Italy’s weight of 13.5%3. while each of these country’s equity markets delivered
positive performance over the period, we believe that the dispersion warrants special
consideration. So, to gain a deeper understanding, we present a look at the country
Tevel attribution between these two indexes below. Bottom Three European CcCountry
Equity Markets: within WTESC, the three lowest-performing equity markets were Finland
(50.75%), the Netherlands (45.78%) and Norway (33.86%)—countries that were viewed as

relatively stable through the experience of the 2008-09 global financial crisis.*

Highlighting the uUnited Kingdom: Both WTESC and European Large Caps were heavily
exposed to UK equities over the period. But the crucial question concerns which sectors
are being captured within which index. Approximately half of WTESC’s exposure to United
Kingdom equities was in the Industrials and Consumer Discretionary sectors. In other
words, WTESC was well positioned to take advantage of improving sentiment in UK equity
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markets, while avoiding the more defensive sectors (Consumer Staples, Health cCare,
Telecommunication Services and Utilities), as well as Financials and Energy. These were

all areas where European Large Caps had significantly higher exposure. The Top 10
contributors to Relative Performance WTESC vs. European Large Caps from
(6/29/2012 to 12/31/2013)
Average % Weight* Total Returns Attribution®
WTESC S5&P Over-or- SEP WTESC vs.
Europe . WTESC  Europe | S&P Europe
IndeX 160 Index Underweight’ 350 350

Index 100.00% 100.00% NfA 80.18% 34.67% 45.51%

United Kingdom | 24.61%  30.34% -5.73% 80.80%  37.52% 11.27%

Italy 13.51% 3.36% 10.15% 116.19% 48.31% 9.18%

Sweden 11.86% 4.66% 7.20% 65.36%  47.15% 3.535%

Switzerland 3.00% 14.49% -11.49% 73.75%  47.91% 2.26%

Portugal 2.71% 0.24% 2.47% 127.14% 52.10% 2.09%

Ireland 1.99% 1.01% 0.98% 152.53% 48.31% 1.85%

Spain 4.75% 4.49% 0.26% 104.67% 61.55% 1.56%

Germany 10.41%  13.04% -2.63% 85.24%  62.35% 1.16%

Austria 1.80% 0.27% 1.53% 101.04% 62.97% 1.08%

Denmark 1.20% 1.61% -0.41% 61.57%  44.78% 0.65%

'Average % Weight: Average weight within the specified sector for each respactive Index from B/2ZH2012 ta 12031/2013.

“Over- or Under-weight: Difference in weight (WTESC minus S&P Europe 350). Positive numbers indicate that WTESC is

over-weight

“Attribution: Compares the performance of one index or investmeant to another, noting particularly the differences in weights or

holdings. This analysis guantifies both the positive and the neg, affects of selecting or heavily weaighting differant stocks or

;;Tirf Bloomberg. Past perfarmance is not indicative of future results. You cannot imvest directly in an index. Subject to

change. Average Annual
Returns (as of 12/31/2013)

WT Index Since WT
Index Name Inception 1-Year 3-Year 5-Year Index
Date Inception

WisdomTree Europe SmallCap Dividend Index  6/1/2006 47.40% 15.52% 23.99%  6.63%
SE&P Europe 350 Index 20.31%  9.15%  13.27% 3.16%

Source: Bloombang. Past perfarmance is not indicative of future results. You cannot imvest directly in an inde. Comp'l et-i on and

Complementarity In our prior blog post, which focused on WTESC’s sector exposures and
their resultant attribution over this same period, we concluded with emphasizing WTESC’s
potential complementarity to more large-cap-focused approaches. we believe the same can
be said for this analysis of country exposures. within Europe, a focus on Tlarge-cap
stocks results 1in different sector exposures across countries than does a focus on
small-cap stocks. For example, 1in the United Kingdom, which we highlighted earlier, a
focus on small caps delivered greater economic sensitivity and under-weights to
typically defensive sectors (Consumer Staples, Health Care, Telecommunication Services
and Utilities), as well as Financials and Energy. In Tlooking at ways to generate
European equity exposure, small caps could offer a potentially differentiated approach

and performance experience across different country markets. lsource: Bloomberg, period
6/29/2012 to 12/31/2013. 2Source: Bloomberg; refers to average % weight and attribution
for period 6/29/2012 to 12/31/2013. 3source: Bloomberg; refers to average % weight an

attribution for period 6/29/2012 to 12/31/2013. 4source: Bloomberg; period 6/29/2012 to
12/31/2013.

Important Risks Related to this Article

Investments focused in Europe are -increasing the impact of events and developments
associated with the region, which can adversely affect performance. Foreign investing
involves special risks, such as risk of loss from currency fluctuation or political or
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economic uncertainty. Investments focusing on certain sectors and/or smaller companies
increase their vulnerability to any single economic or regulatory development. This may
result in greater share price volatility. Recent growth rate in the stock market has
helped to produce short-term returns for some asset classes.

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 indicative 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 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 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.
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DEFINITIONS

WisdomTree Europe smallcap Dividend Index : A fundamentally weighted index meant to

measure the performance of small-cap European dividend-paying equities weighted by cash
dividends paid.

S&P Europe 350 Index : A float adjusted market capitalization-weighted measure of the
performance of large cap equities within European markets.

small caps : new or relatively young companies that typically have a market
capitalization between $200 million to $2 billion.

Defensive sectors : Consumer Staples, Health care, Telecommunication Services and
Utilities.

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 its stock

price per share.
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