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We have been discussing the very strong performance runs seen in U.S. equity markets over the last year—especially in
the mid- and small-cap segments of the market. I highlighted the performance of the WisdomTree SmallCap Earnings
Index (WTSEI) in an earlier blog, and below I extend the analysis to the mid-cap segment of the market, where gains
have been even greater. When market movements reach this level, it’s important to ask whether these moves are justiﬁed
in each case. Are market prices moving more than their underlying fundamentals? A focus on valuation becomes
increasingly important when equity markets move at such a speed. Below, I will again review the process the
WisdomTree MidCap Earnings Index employs to manage the valuation risk inherent in these types of gains over the prior
y e a r . WisdomTree MidCap Earnings Index (WTMEI) Sector Performance (7/31/2012–7/31/2013)

What we see (in this case on
a sector basis) is that WTMEI delivered a greater than 40% return over the period, with strong returns spread across all 10
sectors. • 50% Sectors: Consumer Staples, Telecommunication Services, Health Care and Consumer Discretionary led
the way within WTMEI as the sectors with greater than 50% cumulative returns. So, strong performance is well and good,
but a potential issue with the traditional market capitalization-weighted indexes is that they simply hold what has run up
in price instead of rebalancing based on any metric of relative value. In essence, there is no mechanism employed with a
disciplined regularity that attempts to shift weight from what has performed strongly in the past to what may have
potential to perform strongly in the future. How WTMEI Delivers a Disciplined Rebalancing Process Every year on
November 30, WisdomTree runs a screen upon which a subsequent rebalance of WTMEI is based. The purpose of this
screening and rebalancing process is simple: • Looking to trim weight from stock positions whose prices have
appreciated signiﬁcantly but whose fundamentals may not have increased commensurately. • Looking to add weight to
stock positions whose prices have stagnated or even fallen but whose fundamentals may have actually exhibited positive
growth. It is in this way that WisdomTree looks to mitigate the risk of being exposed to ﬁrms that may have enjoyed
strong momentum and price increases but whose price levels may be at a relatively higher risk of being classiﬁed as
“expensive.” Same Process as WTSEI Some readers may be thinking that this synopsis of the Index methodology
employed for WTMEI seems eerily similar to that of WTSEI, which we wrote about in a prior blog. Apart from their focus
on a different size segment of the market capitalization spectrum, the approaches taken for the two Indexes are in fact
exactly the same. This is worth noting, ﬁrst because there may be some investors for whom the WTSEI process sounded
interesting, and we’d like to also draw their attention to WTMEI. Second, many market participants may come to the
table with strong opinions about how they like to focus on large-cap or small-cap stocks, but they may pay less attention
to mid caps, so this could be a way to draw their focus to this size segment of the market. Continual Focus on the
Earnings Stream Mechanically, WTMEI’s rebalancing process is based on the Earnings Stream (just as it is for WTSEI),
which, simply put, is derived from a ﬁrm’s earnings per share multiplied by its number of shares outstanding. This ends
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up being much different than the process employed by market capitalization-weighted indexes, where the weights are
determined by multiplying share price with the number of shares outstanding. In essence: • WTMEI “rewards” (with
greater weights) the ﬁrms that have generated the greatest levels of earnings. • A market capitalization-weighted index
“rewards” the ﬁrms with the greatest market capitalizations, which in many cases ends up being the ﬁrms whose share
prices have increased the most. Perhaps the most interesting element of WTMEI’s rebalance is the fact that each and
every year companies must demonstrate proﬁtability to maintain their eligibility for inclusion. Put another way; ﬁrms that
on the screening date cannot demonstrate a prior four quarters of cumulative positive earnings are excluded from the
Index. Conclusion After such strong performance in U.S. mid-cap stocks, we believe a focus on a disciplined rebalancing
process gains signiﬁcant importance. While market capitalization-weighted indexes may simply continue giving the
greatest weights to the ﬁrms with the largest market caps, WTMEI focuses on fundamentals, speciﬁcally the Earnings
Stream, to determine its constituent weights. We believe this gives WTMEI the potential to sell stocks that have become
more expensive and buy stocks that have become less expensive relative to the earnings they have generated. In essence,
this could be one way to manage risk after a market rally.
Importan t Risks Re late d to th is Article

Investments focusing 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.
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
WisdomTree SmallCap Earnings Index (WTSEI) : measures the performance of earnings-generating companies within
the small-capitalization segment of the U.S. Stock Market. The index is comprised of the companies in the bottom 25% of
the market capitalization of the WisdomTree Earnings Index after the 500 largest companies have been removed.
Fundamentals : Attributes related to a company’s actual operations and production as opposed to changes in share
price.
Valuation : Refers to metrics that relate ﬁnancial statistics for equities to their price levels to determine if certain
attributes, such as earnings or dividends, are cheap or expensive.
WisdomTree MidCap Earnings Index : Fundamentally-weighted index that measures the performance of the top 75%
of the market capitalization of the WisdomTree Earnings Index after the 500 largest companies have been removed.
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.
Relative value : The relationship between a particular attribute, e.g., a dividend, and the ﬁrm’s share price compared to
that of another firm.
Earnings Stream® : Earnings per share x the number of shares outstanding. For an index, these totals are added for all
constituents.
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