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over the past few years, as hundreds of billions of dollars has flowed out of equity
mutual funds and into exchange-traded funds (ETFs), a great migration of assets has been
under way in the asset management business. This 1is occurring because of the changing
business models of advisors and brokers-dealers and because of the unique benefits that

ETFs can bring to investors, including relatively lower feesl, transparency of holdings,

intraday liquidity and the potential for greater tax efficiency.

In many cases, “low-cost beta” ETFs, which track broad indexes, have outperformed the

vast majority of active managers over time.? This has made the decision to move assets
from actively managed mutual funds into ETFs not just a decision based on cost, but also
one based on performance.

But investors making this migration today have a choice that goes beyond just low-cost
beta. For the past 10 years, WisdomTree has been showing investors ways to generate
“Tow-cost alpha” in the form of fundamentally weighted ETFs that provide broad market
exposure but that rebalance equity markets based on income, not market value. In recent
years, other ETF managers have followed similar paths, creating narrower exposures that
seek to tap into return premiums such as value, size, guality, momentum or low volatilit
y-all of which have been associated with generating excess returns versus the market
over time.

In the table below, we show how portfolios targeting value, size, quality, momentum and
Tow volatility have performed compared to the S&P 500 Index in each calendar year since
2000. The last column on the right shows the annualized returns of these factor-based
baskets over the 16-year period. Note that in each and every case, the annualized
returns exceeded those of the broader market over the entire holding period.

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


https://wisdomtree.com/~/link.aspx?_id=96E1DE40562044D9839BB5EE56250DB9&_z=z
https://wisdomtree.com/blog/glossary#liquidity
https://wisdomtree.com/blog/glossary#beta
https://wisdomtree.com/blog/glossary#active-manager
https://wisdomtree.com/blog/glossary#alpha
https://wisdomtree.com/blog/glossary#rebalance
https://wisdomtree.com/blog/glossary#value
https://wisdomtree.com/blog/glossary#quality
https://wisdomtree.com/blog/glossary#momentum-factor
https://wisdomtree.com/blog/glossary#volatility
https://wisdomtree.com/blog/glossary#s&p-500-index

wWisdomTree BLOG ARTICLE

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 |Avg Ann
1.44% |-31.05% | 27.63% | 19.89% | 12.20% | 23.53% | -0.11% |-39.53% [ 19.12% | 7.92% |-10.22% | 29.71% | 40.15% | 11.71% | -7.87% | 25.77% | 6.35%
23.33% [ -15.54% | 66.22% | 17.48% | 5.04% | 19.25% | -6.47% | -37.86% | 36.23% | 29.15% | -9.50% | 17.86% | 47.18% | 3.61% | -5.75% | 24.10% | 9.52%
-5.24% |-19.04% | 21.46% | 11.75% | 4.54% | 15.51% | 12.15% | -29.01% | 27.13% | 15.52% | 5.16% | 13.00% | 31.06% | 13.63% | -0.42% | 11.66% | 6.28%
-9.57% | -13.10% | 27.07% | 10.71% | 15.85% | 9.92% | 19.15% | -36.73% | 15.77% | 26.35% | -4.32% | 15.48% | 37.09% | 12.45% | 5.22% | 4.21% 5.47%
-10.97% [ -16.27% | 19.63% | 12.39% | 0.62% | 19.98% | 8.07% |-21.13% | 8.67% 9.69% | 19.00% | 10.20% | 27.49% | 12.46% | -1.03% | 12.91% | 6.46%
-11.89% | -22.10% | 28.68% | 10.88% | 4.91% | 15.79% | 5.49% |-37.00% | 26.46% | 15.06% | 2.11% | 16.00% | 32.30% | 13.69% | 1.38% | 11.96% | 4.51%

1600

T J\/‘
» Wt J\//\rM

S&P 500 Price Index

600

&
&
\&

s & & & & & & & & &
e Uz v W\ 2 Uz > \a a \a \a
R G R I A b A S

Source: Bloomberg, as of 12/31/16. *Avg Ann = average annual total return from 2000 to 2016. Factor return data from Fama and French Data Library. Value: Top 30% large caps by book
to market. Size: Lowest 30% by market cap. Quality: Top 30% large caps by operating profitability. Mom (Momentum): Top 30% large caps by prior price momentum. Low Vol (Low
Volatility): Top 30% large caps by low variance.

Past performance is not indicative of future results. You cannot invest directly in an index.

Factors’ Long-Run Performance

Yet, it 1is important to note that, despite all five of these factors outperforming the
S&P 500 since 2000, they did not do so in each and every year. Factors are subject to
the ebbs and flows of the business cycle, much 1like the sectors of the S&P. But, unlike
factors, it 1is 1impossible for every sector of the S& 500 to individually and
collectively outperform the entire S&P 500 Index over time. The appeal of factor-based
investing is that these major return premiums, based on decades of data, appear not to
be subject to this same constraint.

wisdomTree believes the best way to capitalize on factor return premiums 1is consistent
exposure to more than one factor versus the more speculative nature of “factor timing.”
This is why-more than 10 years ago-we Tlaunched core equity Indexes that differentiated
themselves from traditional benchmarks by weighting equity markets by dividends or
earnings and rebalancing back to these measures of relative value once per year. Using
dividends or earnings as our vehicle to tap into return premiums was both an academic
and an intuitive choice. To us, they represent common sense and transparent metrics that
allow wisdomTree to consistently tap into both value and quality as potential sources of
excess return. Going one step further, wisdomTree then segmented these Indexes by size-
so that the large-cap, mid-cap and small-cap segments of the universes could be
efficiently captured.

our dividend suite tends to tilt more toward the value factor but maintains a bias to
quality companies. oOur earnings suite has proved to be a more blended approach,
providing exposure to profitable companies, but with a bias toward those that are
attractively valued compared to the market. Among WisdomTree’s eight core U.S. Indexes
with 10-year track records, seven outperformed their comparable market cap-weighted

Indexes in the decade following their respective inception dates.? we believe this
consistency displays the efficacy of wisdomTree’s multifactor approach, Tlegitimizing the
innovative and intelligent design and providing an important track record for dindexes
that seek to provide “better beta.” Read more about the 10-year anniversary performance
of WisdomTree’s dividend-weighted suite of Indexes and the earnings-weighted suite of in
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dexes.
conclusion

More than 10 years ago, WisdomTree launched some of the industry’s first multifactor
Indexes, tracked by corresponding dividend-weighted and earnings-weighted ETFs. For
investors navigating the “great migration” from actively managed mutual funds to ETFs,
wisdomTree believes these core “smart beta” offerings represent an important choice for
investors exploring the core of the portfolios in search of alpha. Wwe believe
wisdomTree’s core ETFs represent a way to generate Tlow-cost alpha 1in a world
increasingly dominated by low-cost beta.

lordinary brokerage commissions apply.
Zsource: S&P SPIVA U.S. Scorecard.

3pividend Index suite inception date: 6/1/06. Earnings Index suite inception date:
2/1/07. The WisdomTree LargeCap Dividend Index did not outperform the S&P 500 in the 10
years following 6/1/06.

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

Liquidity : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high Tevel
of trading activity. Assets that can be easily bought or sold are known as 1liquid asset.

Beta : A measure of the volatility of a security or a portfolio in comparison to a
benchmark. In general, a beta Tess than 1 indicates that the investment is Tess volatile
than the benchmark, while a beta more than 1 indicates that the investment 1is more

volatile than the benchmark.

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

Rebalance : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based
selection and weighting process on an annual basis.

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 Factor : 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.

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

Tevel.&nbsp.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

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

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.

small caps : new or relatively young companies that typically have a market
capitalization between $200 million to $2 billion.
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Dividend weighted : Constituent securities represented within the Index in proportion
to their contribution to the dividend stream of the Index.

Earnings-weighted : Earnings for all constituents in an index are added together, and
individual constituents are subsequently weighted by their proportional contribution to
that total.

smart Beta : A term for rules-based investment strategies that don’t use conventional

market-cap weightings.
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