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Sometimes numbers are worth a thousand words.
For example, these percentages: 99% and 92%. In school, a score of 90% or better on an exam is equated with excellence.
In asset management, these percentages make it easy to compare how a particular fund has performed against competitor funds in a deﬁned category over a speciﬁc
time frame. In the case of the WisdomTree MidCap Earnings Fund (EZM), 99% corresponds to the percentage of funds in its peer group that EZM outperformed over
nearly 10 years, according to Morningstar; 92% is the corresponding ﬁgure for the percentage of mutual funds and exchange-traded funds (ETFs) that the WisdomTree Sm
allCap Earnings Fund (EES) outperformed in its peer group over nearly 10 years.
How is that possible? How can an index fund, an ETF, beat the vast majority of active and passive competitors in its category? Aren’t index funds supposed to be
average?
Well, if it’s a WisdomTree ETF tracking a WisdomTree Index, it’s not uncommon to see above-average results.
As we can see from the table below, after fees, expenses and transaction costs, EES and EZM outperformed both the core and value cuts of major capitalizationweighted indexes since their respective inceptions back in 2007. And if an ETF can beat the major benchmarks over time, the odds are high that it will also beat the vast
majority of active managers.

The truth is, in many instances, index funds over time have generated above-average returns compared to active managers, after accounting for fees, expenses and
transaction costs. That realization has contributed to a great migration in assets that has been occurring over the past several years—out of equity mutual funds and into
equity ETFs.
How WisdomTree Taps into Multiple Factors
How do we explain WisdomTree’s success in generating returns that have beaten active and passive competition for nearly a decade? Let’s start by examining some ways
the earnings-weighted Indexes that EZM and EES seek to track tap into the value, quality and size factors that have been associated with excess returns compared to the
broader market over time.
•Value: The WisdomTree MidCap Earnings and WisdomTree SmallCap Earnings Indexes tap into the value factor through their earnings-weighted methodology
and annual rebalancing process. Each December, the indexes rebalance to include only proﬁtable companies and then weight those companies based on the
proﬁts they generated in the prior year. This selection and weighting process typically lowers the aggregate price-to-earnings (P/E) ratio, a measure of value,
relative to comparable market cap-weighted indexes.
•Quality: We also find that weighting profitable companies by earnings tends to tilt our Indexes toward stocks with higher measures of return on equity (ROE) and r
eturn on assets (ROA), commonly used measures of the quality (or profitability) factor.
•Size: Providing purer exposure to the mid- and small-cap segments of the market can also help improve returns over time. As of December 31, 2016, the
WisdomTree MidCap Earnings Index held 95% of its weight in stocks between the $2 billion and $10 billion market cap range, while the WisdomTree SmallCap
Earnings Index held 100% of its weight in stocks with market values below $2 billion. These percentages, along with the weighted average market capitalizations of
these two WisdomTree Indexes, show just how efficiently they capture targeted size factor exposure.
Learn more about how our fundamentally weighted Indexes exist and perform in the smart beta universe.
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WisdomTree Replenishes These Smart Beta Factor Exposures at the Annual Rebalance
In the two tables below, we show summary statistics for the Indexes that EZM and EES track: the WisdomTree MidCap Earnings Index and the WisdomTree SmallCap
Earnings Index, respectively. Note that in each and every case, at the annual rebalance going back to 2007, WisdomTree was able to lower the P/E ratio of each Index,
while raising aggregate return on equity and return on assets compared to where they were before the rebalance.

By rebalancing, each Index increased its exposure to proxies for value and quality 100% of the time. Ninety-nine percent of the time, these Indexes increased their
exposure to all three return premiums, including size. In other words, both Indexes not only provide exposure to these three smart beta factors in a passive rules-based
structure, they have also successfully refreshed and increased these exposures, once per year, via WisdomTree’s annual rebalance process.
Conclusion: Explore the Core
Because EZM and EES track broad, representative Indexes, they can be used by investors seeking to generate passive alpha in the core of their portfolios. Since their
respective inceptions in February 2007, EZM has beaten 99% of the funds it its peer group; EES has outperformed 92%. Having beaten both beta benchmarks and the vast
majority of active managers over the past decade, these two WisdomTree ETFs rank among WisdomTree’s most compelling “smart beta” offerings.
Importan t Risks Re late d to th is Article

There are risks associated with investing, including possible loss of principal. Funds focusing their investments on certain sectors and/or smaller companies increase their
vulnerability to any single economic or regulatory development. This may result in greater share price volatility. Please read the Fund’s prospectus for speciﬁc details
regarding the Fund’s risk profile.
For standardized performance and the most recent month-end performance click here NOTE, this material is 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. investors 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 investments in 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 its afﬁliates, nor Foreside Fund Services, LLC, or its afﬁliates provide tax or legal advice. Investors seeking tax or legal advice should consult their tax or legal 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 instruments 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 indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,
consequential (including loss 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, Kara Marciscano, 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
Active : Funds that attempt to outperform the market by selecting securities a portfolio manager believe to be the best.
Passive exchange-traded funds : Exchange-traded funds that track the performance of an index.
Value : Characterized by lower price levels relative to fundamentals, such as earnings or dividends. Prices are lower 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.
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.
Active manager : Portfolio managers who run funds that attempt to outperform the market by selecting those securities they believe to be the best.
Earnings-weighted : Earnings for all constituents in an index are added together, and individual constituents are subsequently weighted by their proportional
contribution to that total.
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 is also related to the Quality Factor, which associates these stock characteristics with excess returns vs the market over tim.
Rebalance : An index is created by applying a certain set of selection and weighting rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based
selection and weighting process on an annual basis.
Price-to-earnings (P/E) ratio : Share price divided by earnings per share. Lower numbers indicate an ability to access greater amounts of earnings per dollar invested.
Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much profit a company generates with the money shareholders have invested.
Return on assets (ROA) : Firm proﬁts (after accounting for all expenses) divided by the ﬁrm’s total assets. Higher numbers indicate greater proﬁts relative to the level of
assets utilized to generate them.
Smart Beta : A term for rules-based investment strategies that don’t use conventional market-cap weightings.
Alpha : Can be discussed as both risk-adjusted excess return relative to a speciﬁc benchmark, or absolute excess return relative to a benchmark. It is sometimes more
generally referred to as excess returns in general.
Beta benchmark : Characterized by measuring the performance of a particular universe of equities without attempting to utilize selection and weighting to generate
differences in performance relative to this universe.

WisdomTree.com

1-866-909-WISE (9473)

