wWisdomTree BLOG ARTICLE

WHY CORRELATIONS BETWEEN ASSET
CLASSES MATTER

Tripp Zimmerman — Director, Research
08/11/2015

Strategic allocation models typically carve out a portion of an investment portfolio for
alternative 1investments, such as commodities, hedge funds, private equity or managed
futures. These alternative asset classes can provide exposure to Tess correlated assets,
theoretically 1increasing returns and Tlowering risks over the long term. Of course,
investors are glad when these types of exposures are performing well and adding to their
portfolio returns, but many have trouble understanding why they even own these assets
when they are underperforming. with the S&P 500 Index up more than 200% since the 2009
Tows and near all-time highs, many +investors have questioned why they own anything

besides the s& 500 Index!. It is always easy to be a Monday-morning quarterback, but it
is surprising to us that many have forgotten the 1importance of true diversification.
Although we do not believe the markets are headed for a substantial correction or a
repeat of 2008, we do think it is important for investors to Tearn from the past. One of
the most crucial outcomes from 2008 was that many investors became more aware of the
importance of downside protection and true diversification. Traditional allocations, as
it turned out, generally did not provide enough diversification, and as the markets
unwound, correlations between traditional asset classes increased. Managed Futures May
Provide Diversification As during the 2008 sell-off, correlations can also increase
during positively trending markets, which is what we have witnessed over the past few
years, ultimately decreasing the diversification benefits traditional allocations may
provide. Institutional investors have long utilized managed futures strategies as a way
to achieve diversification and performance potential in almost any market. Consider some
of the benefits managed futures may provide: « Blending assets that are non- or
negatively correlated to traditional assets provides diversification. « Unlike long-only
investments, managed futures employ long/short strategies designed to potentially profit
from both rising and falling markets. ¢ They have the potential to perform in both
inflationary and deflationary environments. e« Many managed futures are not confined to
commodities futures but can also invest 1in currencies or interest rate futures.
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Broad-Based Indexes: Over the past 10 years, the Diversified Trends Indicator™ (DTI®)
Index had a correlation of -0.20 and -0.17 to the Barclays U.S. Aggregate Index and the
S&P 500 Index, respectively. Typically, the Tower or more negatively correlated asset
classes are to each other, the more diversification benefit. To put these numbers in
perspective, the MSCI EAFE Index had a correlation of 0.13 and 0.88 to the Barclays U.S.
Aggregate Index and the S&P 500 Index, respectively. The MSCI Emerging Markets Index had
a correlation of 0.14 and 0.78 to the Barclays U.S. Aggregate Index and the S&P 500
Index, respectively. o Performance during a Crisis: The DTI Index was up 8.29% over
the 2008 calendar year, impressive when compared to the S& 500 Index return of -37.00%.
During October 2008, the DTI Index was up 10.41%, compared to the S& 500 Index return

of -16.79%.2 An Established Strategy—-Now 1in the Exchange-Traded Fund (ETF)
Structure Traditionally, to access managed futures strategies, individuals would have
to make significant investments with hedge funds or commodity trading advisors (CTAs)-an
expensive proposition. These investments typically charge a 20% performance fee on top
of a 2% annual fee. Additionally, CTAs generally Tack transparency, have Timited
Tliquidity and can introduce single-manager risk. The wWisdomTree Managed Futures Strategy
Fund (WDTI) 1is managed using a quantitative, rules-based strategy designed to provide
returns that correspond to the performance of the DTI Index. These are some of the
advantages we believe an ETF structure can provide: e Low fees of only 95 basis points
(bps) e« Intraday liquidity ¢ Full transparency of strategy and holding « No investment

minimums, sales Toads or redemption fees o No K-1 filing Isources: wisdomTree,
Bloomberg, as of 7/23/15. 2source: Bloomberg.

Important Risks Related to this Article

Diversification does not eliminate the risk of experiencing investment loss.

There are risks associated with 1investing, including possible Tloss of principal. An
investment in this Fund is speculative and involves a substantial degree of risk. one of
the risks associated with the Fund 1is the complexity of the different factors that
contribute to the Fund’s performance, as well as its correlation (or non-correlation) to
other asset classes. These factors include use of long and short positions in commodity
futures contracts, currency forward contracts, swaps and other derivatives. Derivative
investments can be volatile, and these -investments may be Tless T1iquid than other
securities, and more sensitive to the effects of varied economic conditions.

The Fund should not be used as a proxy for taking Tong-only (or short-only) positions in
commodities or currencies. The Fund could Tlose significant value during periods when
Tong-only 1indexes rise (or short only indexes decline). The Fund’s investment objective
is based on historic price trends. There can be no assurance that such trends will be
reflected in future market movements. The Fund generally does not make dintramonth
adjustments and therefore 1is subject to substantial losses if the market moves against
the Fund’s established positions on an dintramonth basis. In markets without sustained
price trends or markets that quickly reverse or “whipsaw,” the Fund may suffer
significant Tosses. The Fund is actively managed; thus, the ability of the Fund to
achieve its objectives will depend on the effectiveness of the portfolio manager. Due to
the investment strategy of this Fund, it may make higher capital gain distributions than
other ETFs. Please read the Fund’s prospectus for specific details regarding the Fund’s
risk profile.

Alpha Financial Technologies, LLC (“AFT”), has developed, maintained and owns
rights to the methodology that is employed in connection with the Diversified

Trends Indicator™ (“DTI”). DTI° is a registered mark of AFT. The Fund is not
sponsored, endorsed, sold or promoted by AFT. DTI was created, compiled, maintained and
is owned by AFT without regard to the Fund. DTI is licensed on an “as 1is” basis without
warranties or guarantees or other terms concerning merchantability, absence of defects,
fitness or use for a particular purpose, timeliness, accuracy, completeness, currentness
or quality. Neither AFT nor its affiliates make any warranties or guarantees as to the
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results to be obtained in connection with the use of the DTI or an investment in the
Fund, and AFT and 1its affiliates shall have no Tiability 1in connection with any Fund
investment.

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

commodity : A raw material or primary agricultural product that can be bought and sold.

Managed futures : An alternative investment strategy in which futures contracts are
used as part of the investment strategy.

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.

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.

Downside : Currency depreciation.
Long (or Long Position) : The buying of a security such as a stock, commodity or
currency, with the expectation that the asset will rise in value, the opposite of Short
(or Short Position).

Short (or short Position) : The sale of a borrowed security, commodity or currency

with the expectation that the asset will fall in value, the opposite of Long (or Long
Position).

Inflation : cCharacterized by rising price levels.

Deflation : The opposite of inflation, characterized by falling price levels.
Interest Rate Futures : An interest rate future is a financial derivative (a futures
contract) with an idinterest-bearing 1instrument as the underlying asset. It 1is a
particular type of interest rate derivative.

Barclays U.S. Aggregate Bond Index, 1-3 Year : This index is the 1-3 Yr component

of the U.S. Aggregate index.

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.

MSCI Emerging Markets Index : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

Transparency : The extent to which 1investors have ready access to any required
financial information about a company, such as price Tevels, market depth and audited
financial reports.

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.

Basis point : 1/100th of 1 percent.

Redemption Fee : A fee collected by selling an investment before a specified time. Also
referred to as an “exit fee”, “back-end load” or “contingent deferred sales charge”.
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