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Most investors tracking the markets know that the S& 500 Index and the Dow Jones
Industrial Average have reached record highs, finally surpassing October 2007 levels. A
few weeks back I noted my strong view on Australian equities, and I continue to believe
Australian equities are an dimportant market to watch, given their connection to
commodity prices and to the Asian growth story. And Australia also had a very strong
first quarter of 2013. Australian Equities Deliver in Ql 2013 The MSCI Australia
Index returned over 9% for the quarter, a level fairly comparable to the 10.61% for the
S&P 500 Index and well ahead of the -1.62% for the MSCI Emerging Markets Index. As we
parse this performance, we see: e Double-Digit Sectors: Information Technology,
Financials, Consumer Staples, Consumer Discretionary and Industrials all returned
greater than 12.7% for the first quarter of 2013. That’s 5 out of 10 sectors. .
Single Negative Sector: Materials was the only sector to deliver negative returns for
the first quarter of 2013. petrimental weight Distribution Obviously, the ideal
portfolio for this past quarter would be one heavily weighted toward the five sectors
with double digit returns and 1lightly weighted toward the Materials sector. Now, the
MSCI Australia 1Index 1is simply a market capitalization-weighted measure of the
performance of Australian equities, so we wouldn’t expect it to position 1in this way,
but its actual distribution of sector weights is worth noting: e Concentrated
Bets: Over the quarter, the average weight to Financials was nearly 50%, and the average

weight to Materials was over 20%. This means that approximately 70% of the index’s

weight is in these two sectors—with performance significantly influenced by how
they do. e Six Sectors Below 5% Weight: of the previously discussed five sectors
with better than 12.7% performance during Q1 2013, three had weights Tower than 5%.
There was performance to be had, but weighting by market capitalization Tlargely

steered around it. Is There Another Option? While market capitalization is definitely
the most widely used method to weight equity indexes, it certainly isn’t the only way.
wWe believe that Australian equities 1in particular offer a good case study of one
potential risk to this approach: concentration. The Jlargest firms do not always make the
best 1Tinvestments. WisdomTree’s Approach Added Significant value The WisdomTree
Australia Dividend Index selects up to the 10 Targest dividend-paying firms by market
capitalization within each of the 10 sectors, with a minimum market capitalization
requirement of $1 billion. Qualifying firms are then weighted on the basis of their
dividend yields, leading to significantly different constituent weights than a market
capitalization-weighted methodology. As of March 31, 2013, both approaches had
approximately 70 constituents, so one approach 1is not necessarily broader than the
other. pPast performance is not indicative of future results. In the first quarter of
2013, the wisdomTree Australia Dividend Index outperformed the MSCI Australia Index, its
market capitalization-weighted benchmark, by 4.61%. Let’s Tlook at the key drivers 1in
terms of an attribution analysis:
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Both at on and relative weight are for the Wisdom Tree Australia Cividend Index as compared to the MSCI Australia Indesx.
Attribution uses the period 1273172012 to 3/31/2013. Relative weight takes the average WisdomTree Australia Dividend Index waight

minus the averags M5C1 Australia Index weight from 1273172012 to 3/31/2013. Past perfformance is not indicative of future results.

e Strongest Boost
to Relative Performance: The strongest boost to relative performance came from the
Materials sector, where the wisdomTree Australia Dividend Index had a nearly 11.5%
under-weight. BHP Billiton LTD, a greater than 11% average weight within the MSCI
Australia Index for the quarter, was down slightly over 10%. The WisdomTree Australia
Dividend Index still included this rather well-known firm, but 1its average weight was
only about 1.2%. e« Tilting Toward Consumer Discretionary: CcConsumer Discretionary
represented a nearly 20% overweight for the wisdomTree Australia Dividend Index against
the MSCI Australia Index. Within this strongly-performing sector, WisdomTree’s specific
Cconsumer Discretionary stocks outperformed those of the MSCI Australia Index by more
than 8.2%, helped by 6 firms that delivered double-digit returns. Many of these firms
related to either real estate or vacation planning, so we believe they could 1indicate
positive potential for the Australian economy. e« Biggest Detractor: The Financials
sector was actually a strong performer, and since WisdomTree’s Index was almost 26%
under-weight, this positioning detracted from 1its relative performance. At each
rebalance, the WisdomTree Australia Dividend Index caps its maximum weight to any sector
at 25%. Ssimilar to the Consumer Discretionary sector’s strong performance, we believe
that such performance by the Financials sector may also be dindicative of confidence
regarding Australia’s economic prospects. conclusion The fact of the matter is that
there will Tikely be times when each of the 10 sectors takes its turn as the strongest-
performing segment within Australia’s equity market, no matter the approach. we believe
that for passive 1indexes, greater diversification helps mitigate the risk of having
Targe weights on the worst-performing sectors. Data sources are WisdomTree and
Bloomberg.

Important Risks Related to this Article

You cannot invest directly in an index. 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
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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 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 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

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.

Dow Jones Industrial Average : The Dow Jones Industrial Average is a price-weighted

average of 30 significant stocks traded on the New York Stock Exchange and the Nasdaq.

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

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

that are not changed due to market conditions.
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