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OVER THE LONG TERM
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At WisdomTree, we are fortunate to have a rich tapestry of investment strategies with 10
years or more of Tive performance history. when looking at our U.S. Earnings Indexes, we

find the following:?!

e Broad Based: The WisdomTree Earnings Index outperformed the Russell 3000 Index,
7.77% to 7.40%, 33 basis points (bps) per year since inception.

e Large Cap: The wisdomTree Earnings 500 Index outperformed the S&P 500 Index, 7.50%
to 7.34%, 16 bps per year since inception.

e Mid-Cap: The wisdomTree MidCap Earnings Index outperformed the S&P MidCap 400
Index, 9.74% to 9.05%, 69 bps per year since inception.

e Small Cap: The wisdomTree SmallCap Earnings Index outperformed the Russell 2000
Index, 8.56% to 7.09%, 147 bps per year since inception.

The issue: Particularly in the broad market and large-cap areas, clients tend to tell
us that the margin of outperformance over this Jlong period isn’t large enough to be
“exciting” or at least enough of a catalyst to think about diverging from looking at mar

ket capitalization-weighted “beta” indexes.

How Important Is 20 Basis Points?

To put a round number to it, we took a step back and did the math to determine how much
of a real difference 20 basis points of incremental, annualized outperformance actually
is. We also Tooked at a 50-bps annualized outperformance.

Incremental Difference in Growth of Hypothetical $1,000 over Specified Periods
(June 30, 1963, to March 31, 2017)
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e The analysis starts with the market portfolio, which -dincludes all U.S.-Tisted
equities, market capitalization weighted. we then took the monthly returns and
increased them in the appropriate fashion in order to equate to approximately 0.20%,
or 0.50% per year. Due to compounding over a period greater than 50 years, the
actual percentages weren’t EXACTLY 0.20% and 0.50% (rather, about 0.22% and 0.55%).

e If we recognize that with the assumption of only a hypothetical $1,000 going in and
nothing further being contributed, at the 10-year mark, yes, there is a difference
compared to the market, but one cannot say 1it’s a huge difference. The way
compounding works—and what makes investing so hard in our society of idinstant
gratification-is that the picture doesn’t start to get exciting until 30 to 50
years. But the point here is that it gets REALLY exciting. Over a 50-year period, an
approximate outperformance over the market return of 20 bps Tled to more than
$12,000, hypothetically. This figure was more than $32,500 at the 50-bps Tevel.

while many people aren’t necessarily buying their -dinvestments with a 50-year holding
period in mind, we do know that a popular term these days is “goals-based investing.”
with increased 1ife expectancies, even if people aren’t thinking 50 years ahead in their
portfolios, there are certainly people out there with goals referring to 50 years into
the future. Although 20 bps may not seem like much this year, next year or even next
decade, over a goals-based horizon of multiple decades, it’s possible that it will add
up.

The Market Immensely values EVERY Basis Point

while it is absolutely true that we speak each day to investors who may not even raise
their eyebrows at 10, 20 or 30 bps of annualized outperformance, we know that the
collective U.S. market of 1investors absolutely cares-A LOT-about every single basis
point. Otherwise, why would we be talking about “fee wars” or replacing human-led
investment teams with algorithmic approaches? It’s a classic illustration of “framing.”
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e Scenario 1l: There is a portfolio with the potential to generate 10-30 bps of

incremental outperformance over time with a rules-based investment process and a
decade-plus track record.

e Scenario 2: There is a portfolio that just saw 10-30 bps of

incremental fee
reduction.

The current environment seems much more apt to respond to Scenario 2 than Scenario 1.

Cumulative Growth of Hypothetical $1,000 under Different Fee Scenarios (June 30,
1963, to March 31 2017)

S1E0750 0.80% Fee 0.20% Fee S1a1ose
ZeroYears S0 S0 S0 S0 S0 5165:440
SI60750 1o vears -$80 -365 -349 -333 -316 iigiggg
2 5120750 Twenty Years -5507 -5409 -5310 -5208 -5105 $146,109
§, ' Thirty Years -52,524 -$2,044 -51,552 -41,048 -4530
T s120750  Forty Years -$8,177 -56,648 -$5,068 -63,435  -51,746
_E Fifty Years -521,082 -517,200 -$13,157 -58,948 -54,564
& 5100750 Full Period -535,426 -528,940 -522,168 -515,096 -57,711
= 580,750
S
5 560,750
540,750
520,750
5750
BEBCERERKERREEISE8855348588888388343347
SBSSHii5E58555858 555858583858 58538¢83
—arket (Mo Feg)  =———I100-bpsFee  ———B80-bpsFee  ———060-bpsFee  =———d40-bpsFee = 20-bps Fee

Saurces: WisdomTrae, Kenneath French Data Library

e We start out by assuming again that there is a market portfolio holding all publicly
Tisted U.S. equities. A hypothetical $1,000 in this portfolio from June 30, 1963, to
March 31, 2017, would have grown to more than $181,500.

e If an investor were paying an annual fee of 1.00%, instead of getting to the
$181,536 Tlevel, that investor would have gotten to a Tevel of only approximately
$146,109 (a $35,427 difference). If the annual fee were 1instead 0.20%, this
difference would have been only $7,712, and the hypothetical growth would have

gotten all the way to $173,824. So the difference between the 1.00% fee and the
0.20% fee is about $27,700 over this period.

Similar to what we saw earlier, the benefit of lowering fees is not over the short

term but rather over the Tong term. The difference over the first 10 years, for
instance, was not all that great.

Passive vs. Active vs. Rules Based

So a big debate 1in today’s market regards whether it makes sense to be “active” or

“passive.” In our opinion, any basis points that an investor can get from either
outperformance or TJlower costs absolutely matter over the Tong run. This 1is why

wisdomTree developed a suite of Tow-cost? index-based investing options that we believe
have potential to add to performance while mitigating costs.
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lsource: Bloomberg, for period from 2/1/07 to 3/31/17.

2ordinary brokerage commissions apply.

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 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 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

Russell 3000 Index : Measures the performance of the 3,000 Targest U.S. companies
based on total market capitalization.

Basis point : 1/100th of 1 percent.
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.

S&P Midcap 400 Index : provides investors with a benchmark for mid-sized companies.
The index covers over 7% of the U.S. equity market, and seeks to remain an accurate
measure of mid-sized companies, reflecting the risk and return characteristics of the
broader mid-cap universe on an on-going basis.

Russell 2000 Index : Measures the performance of the small-cap segment of the U.S.
equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing
approximately 10% of the total market capitalization of that <index. It -dncludes
approximately 2000 of the smallest securities based on a combination of their market cap
and current index membership.

Market capitalization-weighting : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches
designed to weight firms by market cap.

Beta : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile
than the benchmark, while a beta more than 1 indicates that the 1investment 1is more
volatile than the benchmark.

Framing : a behavioral finance concept for how 1investors view the same or similar

Passive : Indexes that take a rules-based approach with regular rebalancing schedules

that are not changed due to market conditions.

Active : Funds that attempt to outperform the market by selecting securities a portfolio

manager believe to be the best.
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