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we have been focusing on the motivations to hedge currencies from a high-level
perspective and outlined the three myths to currency hedging. To help provide a broad-
based benchmark to this concept of currency-hedged allocations, WwisdomTree created an
Index of developed world dividend growth stocks that we believe are attractive
candidates for a currency-hedged strategy. The WisdomTree International Hedged Dividend
Growth Index covers the same 21 equity markets as the MSCI EAFE Index. However, it
includes only dividend-paying securities that WwisdomTree believes have above-average
prospects for dividend growth. The universe of eligible companies begins with the
wisdomTree DEFA Index, a very broad measure of the performance of 2,193 investable
dividend payers as of March 31, 2014. Then we add the following screening criteria: -
Minimum market capitalization of $1.0 billion e« Dividend coverage ratio greater than
1.0x ¢ The 300 companies with the best combined rank of growth and guality factors from
this universe o Growth Ranking 50%: Derived from long-term earnings growth expectations,
which ultimately encompass the estimated growth in operating earnings per share over the
company’s next full business cycle, typically three to five years o Quality Ranking 50%:
Split evenly between three-year average return on assets (ROA) and three-year average
return _on equit ROE). In our blog post introducing the wWisdomTree Europe Dividend
Growth Index, we discussed the specific motivations for the growth and quality factors
that are the same factors driving selection across all our dividend growth strategies
(U.s., emerging markets, Europe, global ex-US). In short, we believe ROE is a key driver
of sustainable Tong-term dividend growth over time, and companies that have better
earnings growth have the most potential to raise dividends over time. Below we discuss
some of the key exposures and differentiated positions—from a currrency and sector
perspective—of this new International Hedged Dividend Growth Index. Which Currencies
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Are Being Hedged?

e Most Notable Difference-Yen Under-weight: when measured against the MSCI EAFE
Index, the Tlargest under-weight is the Japanese yen. Japanese firms, compared to the
rest of the developed international equity landscape, tend to have Tower ROE and ROA
figures. A number of currency-hedged Japan strategies can blend 1in with this
International Hedged Dividend Growth exposure to increase exposure to Japan if one has a
more favorable outlook on Japan. As the ROE and ROA metrics improve, or earnings growth
expectations rise, Japan’s weight can also increase in this index during subsequent
annual dindex screenings over time. e Cost of Hedging: An important element to
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consider is the ultimate cost of hedging, which can be estimated as the weighted average
difference 1in short-term -interest rates relative to the United States. For the
wisdomTree International Hedged Dividend Growth Index, this figure 1is 0.51%, whereas for
the MSCI EAFE Index it would be 0.25%. Both are relatively small numbers to remove a
Targe source of additional volatility. Importantly, as central bank policies change, we
believe this cost 1is 1ikely to keep decreasing and may actually turn dinto a small
positive in the near future 1if the U.S. raises short-term 1interest rates ahead of
foreign central banks. o The differentials in the cost to hedge the wisdomTree Index
and the MSCI Index can be explained by the MSCI EAFE Index weight containing three times
the exposure to the yen, a currency with a minimal cost to hedge.The other notable
difference is the higher weight within the wisdomTree International Hedged Dividend
Growth Index to Australia, which has a higher cost to hedge than some of the other
developed markets. Sector Allocation Differentials The growth and quality selection
factors emphasize companies that are employing less leverage to achieve their return on
equity. This often results in an under-weight in financials and utilities, and this is
true of this new WisdomTree dividend growth Index. Health Care, Consumer Discretionary
and Consumer Staples stocks receive greater weights 1in this Index, as these sectors
typically have higher return-on-equity and return-on-assets metrics. Conclusion:
Growth and Quality at a Reasonable Price wisdomTree believes currency-hedged
investment strategies are growing 1in prominence due to shifting policy winds among
global central banks. we believe the new International Hedged Dividend Growth Index
represents a potential marriage of growth and quality characteristics with this added
currency-hedged feature. This type of exposure represents to us an attractive holding
for core allocations to developed international stocks.

Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. Investments in currency involve additional special
risks, such as credit risk and interest rate fluctuations. Investments focused in Europe
or Japan may 1increase the 1impact of events and developments associated with those
regions, which can adversely affect performance. Diversification does not eliminate the
risk of experiencing investment losses.

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,
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

currency hedging : strategies designed to mitigate the impact of currency performance

on investment returns.

MSCI EAFE Index : is a market cap-weighted index composed of companies representative
of the developed market structure of developed countries in Europe, Australasia and
Japan.

Market capitalization : Market cap = share prices x number of shares outstanding.
Firms with the highest values receive the highest weights 1in approaches designed to
weight firms by market cap.

Dividend coverage ratio : Earnings per share divided by dividends per share. Higher
numbers 1indicate a firm has a greater amount of earnings per share relative to its
dividend payments.

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.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by
the firm’s total assets. Higher numbers 1indicate greater profits relative to the Tevel
of assets utilized to generate them.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.

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

Tevel.&nbsp.

Leverage : Total assets divided by equity. Higher numbers indicate greater borrowing to

finance asset purchases; Tleverage can tend to make positive performance more positive
and negative performance more negative.
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