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In 2013, rising interest rates were a common topic of discussion, and we even started to

see the initial stages of this phenomenon during the second half of the year.l However,
so far in 2014, the trajectory of interest rates in developed international markets has

been downward.? Connection between Interest Rates and Stock Performance The current
demographic reality in developed markets is one of aging populations. In dinvestment
terms, this means that there is a need for income, as more and more people will need to
replace Tabor income with investment income. Traditionally, bonds have been the prime
beneficiaries of this demand, but with the current low interest rates, bonds cannot
shoulder the full burden. People have Tooked to equities to fill the gap. WisdomTree’s
Top-Performing Broad Developed 1International Index The top-performing broad
developed international Index at WisdomTree for the year-to-date period ending July 15,
2014, was the wisdomTree International Dividend ex-Financials Index (WT Int. Div. ex-
Financials). Why? We believe that this Index best answered the call for yield in these
developed market regions. The following table illustrates the critical factors in play.
As an important point of reference, we compare the WT Int. Div. Ex-Financials to the
MSCI EAFE Index (EAFE). EAFE does not require constituents to be relatively higher-
yielding dividend payers, but it is a broader, widely followed performance benchmark for
developed dinternational equities. Connecting Dividend Yield to Equity Performance

| 0 ]  weight |  DiidendVield |  TotalRetun | |
W Int. Diw. Ex- WT Int. Div. Ex WT Int. Div. Ex- -
Full Index 100.0% 100.0% 5.0% 3.4% 8.8% 3.8% 5.0%
Uilities 14.5% 3.8% 5.1% 4.1% 15.6% 13.2% 1.9%
Consumer Discretionary 9.2% 11.7% 35% 2.6% 74% 0.6% 0.7%
Telecommunication Services 14.9% 5.0% 9.0% 7.8% 7.0% 1.1% 0.7%
Materials 11.9% 8.1% 4.1% 2.9% 10.2% 5.8% 0.6%
Industrials 11.0% 12.6% 4.0% 2.8% 5.2% 1.4% 0.5%
Energy 12.8% 7.2% 5.1% 4.3% 12.0% 10.0% 0.4%
Financials 0.0% 25.5% NfA 3.5% NfA 1.5% 0.4%
Consumer Staples 11.3% 11.2% 4.5% 3.00% 6.6% 6.6% 0.0%
Information Technology 5.8% 4.3% 2.0% 1.8% -1.4% 0.4% 0.0%
Health Care 8.6% 10.7% 3.4% 2.8% 12.3% 11.6% 0.1%
*attribution: Term used for performance comparison. Here, positive numbers indicate contributors to the sutperformance of the WT Int. Div.

s EAFE, and s umbers indicate contributors to the underperformance of WT Int. Div. Ex-Financials t EAFE.
fomTree, Bloomb andard & Poo sight and dividend vi asaf 7/1 total return and attribution data for
2014 12/31/13 to 7/15/14. Past performance |s not indicative of future results, You cannot invest directly in an indes.

in .
Approximately 50% Exposure to Defensive Sectors: We consider the defensive sectors
to be Utilities, Telecommunication Services, Health Care and Consumer Staples. In both
EAFE and WT Int. Div. Ex-Financials, Utilities and Telecommunication Services are among
the highest-yielding sectors. A critical difference regards the weighting—in the
wisdomTree Index, approximately 10% more weight was allocated to each of these sectors,
as of July 15, 2014. o Beyond that, we can call attention to the methodology behind wT

Int. Div. Ex-Financials. on an annual basis3, outside of Financials, the 300 Tlargest

constituents from the WisdomTree DEFA Index are selected. From there, the 10 highest-
yielding stocks from each of the remaining nine sectors are selected. These are weighted
on the basis of their dividend yields. EAFE 1is simply weighted by a function of float-
adjusted market capitalization. We believe that wisdomTree’s focus on yield 1is the
critical factor behind this Index’s strong performance during this period. ¢ Nine out
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of 10 Sectors cContribute Positively to Relative Performance: The attribution
column of the table is also informative. The biggest contribution to WT Int. Div. ex-
Financials’ outperformance of EAFE came from the Utilities sector. we’re not surprised
by this-Utilities are a common starting point for people seeking potentially stable
dividend income from equities, as they tend to have stable cash flows and slow but
incremental growth, and, in this sector, it is difficult for new entrants to upset the
balance of established competitors. The fact that the attribution was positive in every
other sector except Health Care, however, is a strong sign and really speaks to WT Int.
Div. ex-Financials’ preference for higher-yielding stocks across nearly all sectors. o
It’s worth noting that, even though Health Care was the Tone detractor from relative
performance, it was still one of the top-performing sectors, as its defensive, income-
generating nature was in favor. It just so happens that EAFE had the greater weight to
the sector, which gave it the advantage. where May We Go from Here? It’s worth
remembering that, at the end of 2013, there was a widespread consensus that 1interest
rates would continue to exhibit a rising trend in 2014-something that has, thus far,
turned out to be 1incorrect, especially when measured using the U.S. 10-Year Treasury

note.* This unexpected behavior has brought higher-yielding dividend payers into favor as
potential sources of income replacement. Should rates begin to rise, we might change our
view of WT Int. Div. ex-Financials as the most favorably positioned Index, but so Tong
as developed market interest rates remain Tow, we think it has the potential to zero in
on dividend-yield opportunities across developed markets outside the United States. For
the full research on the WisdomTree International Developed Indexes rebalance, click
here. lRefers to the u.S. 10-Year Treasury note, which had an interest rate of
2.49% on 6/30/13 and an finterest rate of 3.03% on 12/31/13. Source: Bloomberg. 2ye
audited the behavior of 10-year government bond yields in five large markets in the MSCI
EAFE Index universe of developed international markets. Yields for 10-year government
bonds from 7/15/14 and 12/31/13 respectively were: 3Japan: down to 0.539% from 0.735%;
United Kingdom: down to 2.64% from 3.02%; Germany: down to 1.20% from 1.93%; Spain: down

to 2.71% from 4.15%; Australia: down to 3.44% from 4.24%. Source: B1oomberg.3Annua1
basis refers to the annual Index screening date, 5/31, for WT Int. Div. ex-Financials.

4source: Bloomberg, with data from 12/31/13 to 7/15/14.

Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty.

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)

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,
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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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DEFINITIONS

WisdomTree International Dividend ex-Financials Index : Measures the performance
of high dividend-yielding stocks outside the financial sector. Selects the 10 Targest
dividend-paying stocks within each sector outside of financials, then the resulting Tist

is weighted by dividend yield.

12-Month Yield : The sum of the per-share dividends over the last 12 months, divided by
the fund’s current net asset value (NAV.)

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.

U.S. 10 Year Treasury Note : A debt obligation issued by the United States government
that matures in 10 years.
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