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Many investors familiar with the exchange-traded fund (ETF) landscape will agree that multifactor strategies have
become a central part of the investment conversation. WisdomTree pioneered this effort over a decade ago with a
fundamental approach to indexing, but only recently did we launch the WisdomTree U.S. Multifactor Index, which
directly seeks exposure to value, quality, momentum and low correlation, and indirectly provides size and low volatility
exposure in a sector-neutral fashion. While investors still try to wrap their heads around these different multifactor
strategies, we wanted to take advantage of the recent break from the bull market to compare and contrast real-time
performance—in both up and down markets.

 

Since we launched our Index in June 2017, we have had sneak peaks into an up market, characterized by impressive stock
returns and new market highs. We have recently also experienced vicious downdrafts in the market, accompanied by
higher volatility. Below we display returns for a few of the multifactor indexes that serve as the underlying index for some
of the largest multifactor ETFs. We also show returns for the WisdomTree U.S. Multifactor Index, which serves as the
underlying Index for the WisdomTree U.S. Multifactor Fund (USMF). For context, we also include returns for the MSCI US
A Minimum Volatility, S&P 500 Equal Weight, and S&P 500 indexes, during this roller-coaster period in U.S. equity
markets.

 

Please see our glossary for definitions of indexes contained in the chart.

 

A Closer Look at Multifactor Index Performance

 

During the up-market trend, we were quite pleased with the ability of WisdomTree’s Index to keep pace with the S&P

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#value-factor
https://wisdomtree.com/blog/glossary#quality-factor
https://wisdomtree.com/blog/glossary#momentum-factor
https://wisdomtree.com/blog/glossary#low-correlation
https://wisdomtree.com/blog/glossary#size-factor
https://wisdomtree.com/blog/glossary#low-volatility
https://wisdomtree.com/blog/glossary#bullish
https://wisdomtree.com/blog/glossary#volatility
https://wisdomtree.com/~/link.aspx?_id=4AD4041FC37241D6948F720CD10B79AB&_z=z
https://wisdomtree.com/~/link.aspx?_id=AD1F3996A3F341A9B4D830E6DA045BDD&_z=z
https://wisdomtree.com/blog/glossary#msci-usa-minimum-volatility-index
https://wisdomtree.com/blog/glossary#s&p-500-equal-weight-index:
https://wisdomtree.com/blog/glossary#s&p-500-index
https://www.wisdomtree.com/glossary


500 Index. We say this because the latest up trend was characterized by some of the S&P 500’s largest names posting
stellar returns. Our strategy, which contains a concentrated basket of 200 stocks, with about 45% of the Index’s weight

distributed to mid-cap stocks,1 was nevertheless able to keep pace with the S&P 500 despite natural under-weights in
these larger names. However, as the down market came over the last two months or so, and the large-cap beta trade
broke down, stock selection again became advantageous. The 10-Year U.S Treasury yield  over this period rose from

2.66% to 2.73%,2 providing meaningful headwinds for strategies like the MSCI USA Minimum Volatility Index, which tend
to seek lower volatility by undertaking relative over-weights in defensive sectors such as Utilities and Consumer Staples.
This is where the WisdomTree U.S. Multifactor Index truly shined, providing more downside protection than every
other strategy shown here. Relative to the MSCI USA Minimum Volatility Index and the S&P 500 Index, respectively,
this downside protection amounted to 51 and 259 basis points of outperformance over the two-month period. 

 

Because of this balance—capturing most of the upside and providing more downside protection—not only did the
WisdomTree U.S. Multifactor Index outperform the S&P 500 by approximately 250 basis points since its
inception in June 2017, it beat all the other smart beta strategies above over this time period.

 

We believe multifactor exposure, as well as innovative single factors such as low correlation, can provide lower volatility
through diversification, while also being less sensitive to interest rate risk than a strictly low- or minimum-volatility
approach. Additionally, weighting by half low volatility while focusing the other half of the weighting based on a stock’s 
composite factor score provides a risk and return framework that at its core, we believe, is more structurally sound for a
variety of market environments.

 

Conclusion: WisdomTree U.S. Multifactor Index Offers Balanced and Efficient Multifactor Exposure

 

Compared to the indexes shown above, the WisdomTree Multifactor Index has been the best and most balanced smart
beta strategy investors could have adopted over the past nine months. We believe that as market volatility continues,
whether it be via up or down days, stock selection will again play a vital role in investors’ considerations. We believe the
WisdomTree U.S. Multifactor Index provides pointed stock selection via value, quality, momentum and low correlation,
giving investors a way to seek alpha when buying the biggest stocks by market-cap stops working. While we believe the
right way to view multifactor exposure is through the lens of a long-term time horizon, once the large-cap beta trade
starts to break down is when we believe thoughtful and rules-based stock selection can truly shine. And as a reminder,
outside of bubbles, it is not the norm to have the biggest names by market cap consistently driving the market forward.
In other words, with a large-cap beta run potentially behind us, now may be as good as time as any to introduce efficient
multifactor exposure into the core of your portfolio for the long-term.

 

 

 

 

 

 

1Source: WisdomTree, as of 3/31/18.
2Source: Bloomberg. Period from the close of 1/26/18 through 3/29/2018
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Diversification does not eliminate the risk of experiencing investment losses.

 

There are risks associated with investing, including possible loss of principal. Investing in a Fund exposed to particular
sectors increases the vulnerability to any single economic, political or regulatory development. This may result in greater
share price volatility. Due to the investment strategy of the Fund, it may make higher capital gain distributions than other
ETFs. Please read the Fund’s prospectus for specific details regarding the Fund’s risk profile. 
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For the top 10 holdings of USMF please visit the Fund's fund detail page at https://www.wisdomtree.com/investments/et
fs/equity/usmf

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, 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

Value Factor  : 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 time.

Quality Factor  : Excess returns achieved by companies exhibiting higher quality or profitability vs the market. Typically
measured using operating profitability, return on equity and/or return on assets.&nbsp.

Momentum Factor  : Characterized by assets with recent price increase trends over time. This term is also associated
with the Momentum Factor which associates these stock characteristics with excess return vs the market over time.

Low Correlation  : Characterized by assets that have a relatively lower correlation vs the market over time. This term is
also associated with the Low Correlation Factor which associates these stock characteristics with excess returns vs the
market over time.

Size Factor  : the average returns of small portfolios minus the average returns of the large portfolios after adjusting for
growth or value tendencies.

Low Volatility  : Characterized by lower standard deviation of price over time. This term is also associated with the Low
Volatility Factor, which associates lower volatility stocks with better risk-adjusted returns vs the market over time.

Bullish  : a position that benefits when asset prices rise.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

MSCI USA Minimum Volatility Index  : Aims to reflect the performance characteristics of a minimum variance strategy
applied to the large and mid cap USA equity universe.

S&P 500 Equal Weight Index  : Designed to track the equally weighted performance of the 500 constituents in the S&P
500 Index.

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.

Mid-Cap  : Characterized by exposure to the next 20% of market capitalization (after the top 70% have been removed)
within the Value, Blend or Growth style zones with the majority of the fund’s weight.

Large-Capitalization (Large-Cap)  : A term used by the investment community to refer to companies with a market
capitalization value of more than $10 billion. Large cap is an abbreviation of the term “large market capitalization”.
Market capitalization is calculated by multiplying the number of a company’s shares outstanding by its stock price per
share.

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.

10- Year Treasury  : a debt obligation of the U.S. government with an original maturity of ten years.

Basis point  : 1/100th of 1 percent.

Downside protection  : A broad investment conception referring to the potential mitigation of risk or negative return
experience.

Correlation  : Statistical measure of how two sets of returns move in relation to each other. Correlation coefficients range
from -1 to 1. A correlation of 1 means the two subjects of analysis move in lockstep with each other. A correlation of -1
means the two subjects of analysis have moved in exactly the opposite direction.
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Interest rate risk  : The risk that an investment’s value will decline due to an increase in interest rates.

Composite Factor Score (CFS)  : Taking individual measurements of factor exposures, and combining them into a single
measure meant to represent multifactor exposure for a certain asset. For example, in the case of the WisdomTree U.S.
Multifactor Index, the composite factor score aims to measure factor exposures to Value, Quality, Momentum and Low
Correlation as they relate to a single asset..

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.

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.
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