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Due to their intraday liquidity and convenience as trading tools, ETFs are a fast and
efficient way to express 1investment sentiment about a given sector, asset class or
region. For this reason, ETFs can serve as price discovery tools as well as Tleading
indicators of a shift in broader market sentiment. In fact, in 2010 ETFs accounted for
roughly 18% of U.S. equity trading volume, with trading often exceeding 2 billion shares

per day.1 Yet ETFs are more than just flexible trading tools. Their tax efficiencya
transparency and other structural benefits can help make ETFs great vehicles for Tong-
term investors, too. However, when it comes to these Tong-term investors, the financial
media, research groups and asset management firms tend to focus solely on flows 1into

traditional mutual funds, not ETFs. After all, even with $1.3 trillion in assets,3 ETFs
are still dwarfed by mutual funds, only representing about 13% of the $9.7 trillion
mutual fund market. But I believe these traditionalists are missing a critical trend.
Even from their relatively small asset base, over the last five years ETFs accounted for

roughly 50% of total long-term flows*. No complex math necessary-that’s a fraction of the

market taking half the total pie. Simply put, the new money coming from the sidelines
has been going into ETFs at the expense of such traditional product structures as mutual
funds. For traditional asset managers, the truth may hurt. But, we believe, the flows

ETF and Mutual Fund AUM (5 trillions) Cumulative Net Inflows since June 2006 5 billions)

$804

Sources: Investment Company Institute, Bloomberg, WisdomTree. Data as of September 30, 2012. Excludes exchange-traded
notes, money market and hybrid funds”.

don’t Tie. In the
weeks to come, we will dig deeper into where these net inflows are going. Here’s a hint:

we believe equity 1investing 1is alive and well, depending on where you Took. Iabner,

pavid, The ETF Handbook, Hoboken: John wiley & Sons, Inc., 2010. 2The creation/redemption
mechanism of ETFs 1is what allows them to be very tax efficient. Specifically, when
portfolio holdings can be transferred on an “in-kind” basis during redemptions, it
allows ETFs to be very tax efficient and able to minimize their capital gains
distributions. The reason: When shares are redeemed in-kind, the ETF is not liquidating
or selling shares on the market, which would trigger gains inside the ETF; rather, with
in-kind redemptions, an exchange 1is made between qualified qinstitutional investors and
the fund company—in exchange for shares of the ETF, the qualified institutional investor
receives underlying holdings of the fund on an 1in-kind basis, and this swapping of
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holdings for ETF shares does not trigger a taxable event for the fund. 3Source: ETF

Industry Association, www.etf-ia.com. “Long-term flows: Allocations into investment
products with an average holding period of greater than one year. Source: Investment

company Institute. °Hybrid funds: A category of mutual fund that is characterized by
portfolios that are made up of a mix of stocks and bonds, which can vary proportionally
over time or remain fixed.

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 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)
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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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