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GLOBAL EQUITIES: INTERNATIONAL
DIVERSIFICATION WITHIN OUR MODEL
PORTFOLIOS
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This article is relevant to financial professionals who are considering offering Model
Portfolios to their clients. If you are an individual 7investor interested in wisdomTree
ETF Model Portfolios, please inquire with your financial professional. Not all financial
professionals have access to these Model Portfolios.

In the 10+ years following the great financial crisis, U.S. companies with high growth
potential dominated global equity markets.

This was Tlargely due to the prevailing macro environment, as steady economic growth,
muted inflation and ultra-low interest rates facilitated the continued multiple
expansion of U.S. stocks.

As a result, the more cyclical and value-oriented universe of stocks outside the U.S.
lagged. From 3June 2008 to December 2022, the cumulative underperformance of
international versus U.S. equities amounted to more than 200%.
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Sources: WisdomTree, FactSet, as of 9/30/22. U.5. Equity returns based on the M5SCI USA Net Total Return USD Index. International Developed Equity
returns based on the MSCI EAFE Net Total Return USD Index. Emerging Market Equity returns based on the MSCI Emerging Markets Met Total Return
USD Index. Past parformance is not indicative of future results. You cannot invest diractly in an indax.

Any diversification away from Tlarge U.S. growth stocks over this period generally
detracted from overall returns. Some U.S. 1investors have responded by reducing or even
eliminating their exposure to international stocks.

At WwisdomTree, we believe this era of “deworsification” has come to an end. with an
evolving macro backdrop and a renewed focus on balance sheet strength, margin resilience
and the ability to return capital via dividends, diversification across both regions and
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factors may once again prove critical in generating enhanced returns.

This is reflected across our suite of strategic and outcome-oriented Model Portfolios,
which incorporates globally diversified equity allocations with:

e Regional weights roughly aligned with the MSCI All-Country World Index (ACWI)

e Strategic tilts toward value, guality and dividend factors

Below, we outline the Tlogic behind our conviction in global diversification and why
valuation-focused investors might find <international stocks particularly attractive in
today’s market environment.

The Benefits of Global Diversification

First, it is important to view the most recent example of U.S. outperformance 1in a
historical context, as it only represents one period in what has historically been a
cyclical relationship. There are numerous examples of European, Japanese and emerging ma
rkets having their own “moments in the sun.”

Rolling 2-Year Annualized Relative Returns of U.S. vs. International Equities
(1969-2022)
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Sources: WisdomTree, FactSet, as of 9/30/22. U.5. Equity returns based on the MSCI USA Net Total Return USD Index. International Equity returns based on the MSCI
EAFE Net Total Return USD Index from L969-1398 and the MSCI ACWI Ex USA Net Total Return USD Index from 1999-2022. Past performance is notindicative of future
results. You cannotinvest directly in an index.

Even after this recent prolonged cycle of U.S. outperformance, Tong-term cumulative
dollar returns across global regions do not differ significantly. Put simply, we don’t
believe global diversification sacrifices long-term return potential.

However, imperfect correlations of returns across regions can help protect portfolios on
the downside, particularly in periods of poor

U.S. equity returns.
Rolling 5-Year Returns, U.S. vs. International (1970-2022)
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Sources: WisdomTree, FactSet, as of 11/20/22. Based on quarterly observations of rolling five-year returns. U.S. Equity returns based on the
MSCIUSA Net Total Return USD Index. International Equity returns based on the MSCIWorld Ex-USA Net Total Return USD Index. Past
performance is not indicative of future results. You cannot invest diractly in an indax.

This was the case 1in 2022, as international equities, as measured by the MSCI All-Countr
y World Ex-USA Index, were down approximately -16.0% compared to the -18.5% return on
the S&P 500 Index. Local returns of idinternational equities were even more resilient,
with the MSCI EAFE and MSCI Emerging Markets (Local) Indexes down only -7.0% and -15.5%,

respectively.l

A global approach to equity investing can also help enhance sector diversification.

Even with several Tlarge, tech-focused U.S. firms now in the Communication Services
(Meta, Alphabet) and Consumer Discretionary (Tesla, Amazon) sectors, U.S. equities are
sti11l much more concentrated in the Technology sector than international indexes.

Sector Exposures—-U.S. and International Equity Indexes

S&P 500 Index MSCI EAFE Index MSCI Emerging Markets Index
Communication Services 7.50% .50% 4.30%
Consumer Discretionary 10.40% 11.40% 13.40%
Consumer Staples 7.00% 10.509 6.30%
Energy 5.10% 5.10% 5.10%
Financials 11.60% 18.00% 2200
Health Care 15.20% 13.40% ‘ 4.00%
Industrials 8.40% 15.20% 6.00%

Information Technology _ 8.20% 19.60%

Materials 7.70% 4.10%
Real Estate 2.70% 2.60% 2.10%
Utilities 2005 3.40% 3009

Sources: WisdomTree, FactSet, as of 11/30/22. U.5. Equity exposures based on the S&P 500 Index. International Equity exposures based on the MSCI EAFE Net
Total Retum USD Index and MSCI Emerging Markets Net Total Return USD Index (as labelad). You cannot invest directly in an index.

we also believe a regionally diversified equity portfolio is necessary to gain exposure
to today’s global economy.

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


https://wisdomtree.com/blog/glossary#msci-acwi-ex-u.s.-index
https://wisdomtree.com/blog/glossary#msci-eafe-index
https://wisdomtree.com/blog/glossary#msci-emerging-market-index

wWisdomTree BLOG ARTICLE

Despite calls for the “end of globalization,” U.S. annual imports have only accelerated

in recent years,? and U.S. companies in the MSCI USA Index now generate approximately 40%
of their revenues from overseas.3

Geographic Revenue Exposure for MSCI Country Indexes
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Sources: WisdomTree, FactSet, as of 11/20,22. United States data basad on MSCI United States Index. China data based on M5CI China
Index. India data based on M3Cl India Index. Japan data basad on MSCI Japan Index. Germany data based an MSCI Germany Indesx.
United Kingdom data based on MSCI United Kingdom Indax. France data based on MSCI France Index. You cannot invest directly in an
index,

Senior Investment Strategy Advisor to WisdomTree, Professor Jeremy Siegel, and Global
CIO Jeremy Schwartz argue in the Tatest edition of Stocks for the Long Run that the
current definition of a company’s domicile based on the location of 1its headquarters may

become increasingly arbitrary in today’s globally interconnected world.*
Current valuations Support an Allocation to International Equities

Beyond the strategic arguments for global diversification, current valuations of

international equities make a compelling opportunistic case for their inclusion in
portfolios.

The price premium on U.S. equities, based on the estimated price-to-earnings (P/E)
ratio, is now near an all-time high.

Historical Estimated Price-to-Earnings (P/E) Ratios
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Sources: WisdomTree, FactSet, as of 11/30/22. 1.5, Equity valuations based on the S&P 500. International Equity valuations basad on the MSCI EAFE Net
Total Return USD Index. You cannat invest directly in an indax.
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The relative valuation discounts on international stocks can also be seen in current div
idend yields. As of December 31, 2022, the MSCI EAFE and Emerging Markets Indexes offer
dividend yields of 3.23% and 3.36%, respectively, versus the 1.69% dividend yield of the
S&P 500 Index.’

Relative Strength of the uU.S. Dollar

As most U.S. investors do not hedge foreign currency exposure within dinternational
equity allocations, another 1important factor in relative performance versus domestic
equities is the strength of the uU.S. dollar.

Historically, a stronger USD has generally been associated with U.S. equity
outperformance, while a weaker USD has generally been associated with dinternational
stocks outperforming U.S. equities.

Rol1ling 2-Year Annualized Relative Returns

while the dollar recently took a breather from the relentless strengthening seen
throughout 2021-2022, it 1is still more than one standard deviation above Tong-term
averages.

U.S. Dollar Index

Should this trend of USD weakness continue, it may present an additional tailwind for
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international stocks.
conclusion

while recent U.S. equity outperformance has Ted some investors to question the role of
international stocks, we are strong believers in the potential Tong-term advantages of
global equity investing:

1 sources: wisdomTree, Factset, as of 12/31/22.
2 source: Bloomberg, as of 10/31/22.

3 sources: wisdomTree, FactSet, as of 11/30/22. United States data based on MSCI United
States Index.

4 Source: Jeremy J. Siegel with Jeremy Schwartz, Stocks for the Long Run: The Definitive
Guide to Financial Market Returns and Long-Term Investment Strategies (6th ed.), New
York: McGraw-Hil1l.

5> sources: wisdomTree, FactSet, as of 12/31/22.

Important Risks Related to this Article
Diversification does not eliminate the risk of experiencing investment losses.

For Financial Advisors: wisdomTree Model Portfolio information is designed to be used
by financial advisors solely as an educational resource, along with other potential
resources advisors may consider, in providing services to their end clients.
wisdomTree’s Model Portfolios and related content are for information only and are not
intended to provide, and should not be relied on for, tax, Tlegal, accounting, investment
or financial planning advice by WisdomTree, nor should any WwisdomTree Model Portfolio
information be considered or relied upon as 1investment advice or as a recommendation
from wisdomTree, 1including regarding the use or suitability of any WwisdomTree Model
Portfolio, any particular security or any particular strategy.

For Retail Investors: wisdomTree’s Model Portfolios are not intended to constitute
investment advice or investment recommendations from wisdomTree. Your investment advisor
may or may not implement WisdomTree’s Model Portfolios in your account. WisdomTree is
not responsible for determining the suitability or appropriateness of a strategy based
on WwisdomTree’s Model Portfolios. WisdomTree does not have investment discretion and
does not place trade orders for your account. This material has been created by
wisdomTree, and the information included herein has not been verified by your investment
advisor and may differ from information provided by your investment advisor. wisdomTree
does not undertake to provide impartial investment advice or give advice in a fiduciary
capacity. Further, wisdomTree receives revenue in the form of advisory fees for our
exchange-traded Funds and management fees for our collective investment trusts.
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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.

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 1indicative 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 its
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 idinvestment 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

The Global Financial Crisis : Refers to the period of extreme stress 1in global

financial markets and banking systems between mid 2007 and early 2009.

Macro : Focused on issues impacting the overall economic Tandscape as opposed to those

only impacting individual companies.

Growth : characterized by higher price Tevels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more
due to their expectations of future improvements in these fundamentals.

Inflation : Characterized by rising price levels.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

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.

Balance sheet : refers to the cash and cash equivalents part of the Current Assets on a
firms balance sheet and cash available for purchasing new position.

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

Diversification : A risk management strategy that mixes a wide variety of investments
within a portfolio.

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.

Emerging market : characterized by greater market access and Tless potential for

operational risks when compared to frontier markets, which leads to a larger base of
potentially eligible investors.

MSCI ACWI ex-U.S. Index : A free-float adjusted market capitalization-weighted index
that 1is designed to measure the equity market performance of developed and emerging
markets excluding companies based in the United States.

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.

_____________ The MSCI Em (Emerging Markets) Index is a free-float
weighted equity index that captures large and mid cap representation across Emerging
Markets (EM) countries.
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Estimated P/E ratios : Share price divided by estimated 12-month earnings per share.
Lower numbers 1dindicate an ability to access greater amounts of estimated 12-month
earnings per dollar invested.

Dividend yield : A financial ratio that shows how much a company pays out in dividends
each year relative to its share price.

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 Teading
industries in the United States economy.

Foreign Exchange (FOREX, FX) : The exchange of one currency for another, or the

conversion of one currency into another currency.

USD (uUnited states Dollar) : The UsD (United States dollar) is the official currency
of the United States of America. The United States dollar, or U.S. dollar, is made up of
100 cents. It is represented by the symbol $ or uUs$ to differentiate it from other

dollar-based currencies.

Sstandard deviation : measure of how widely an 1investment or dinvestment strategy’s
returns move relative to 1its average returns for an observed period. A higher value
implies more “risk”, 1in that there 1is more of a chance the actual return observed is
farther away from the average return.
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