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It’s interesting that investors will often slice and dice their U.S. equity exposures in almost endless fashion but focus only
on the MSCI EAFE Index when looking abroad. If anything, the factor discussion becomes even more interesting when
you look outside the United States, because, in these less-efficient markets, disciplined strategies governed by a
systematic focus on factors could have greater potential to outperform over time.   A Factor Aligned with Investment
Goals Similar to what we wrote about regarding factors in the U.S., it is difficult to picture clients saying that they need
size or momentum or minimum volatility on an individual basis. In our experience, it is much more common to think of
these as tools, which can then lead to the construction of portfolios more aligned with the goals of investors. At
WisdomTree, we’ve developed what we call the income factor in developed international stocks, through the
WisdomTree International Equity Index. • This strategy seeks to include all constituents within the same 21 developed
markets in the MSCI EAFE Index that have paid regular cash dividends over the annual cycle that ends May 31 of each
year. Beyond the application of WisdomTree market capitalization and liquidity requirements, there is not meant to be
any real stock selection.   • These qualifying constituents are then weighted on the basis of the cash dividends they have
paid over the annual cycle leading up to the annual Index screening date. The critical consideration here is that the
weighting methodology is designed to not introduce other biases, such as might be seen with either a dividend yield or
dividend-per-share-weighted approach, which may tilt toward smaller-capitalization firms. If we can quantify the tilts
seen over nearly 10 years of performance history for the WisdomTree International Equity Index, we can then understand
what the income factor is really tapping into in developed international equities.   Growth Outperformed Value

 For definitions of indexes in
the chart, visit our glossary. • Just as we saw in the United States over this period, the growth style outperformed the
value style within the developed international equity markets. The WisdomTree International Equity Index outperformed
both the MSCI EAFE and MSCI EAFE Value Index indexes over this period.   The Developed International Income
Factor Introduces Tilts Different from the USA Income Factor
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 • The Income Factor Has
Greater Market Sensitivity Abroad Than at Home: In the United States, we saw that the WisdomTree Dividend Index,
in its execution of the income factor, delivered a market sensitivity below 1.0. The WisdomTree International Equity
Index, on the other hand, delivered a market sensitivity of about 1.03. This tells us that, on a relative basis, the
WisdomTree International Equity Index could be apt to more fully capture both upward and downward market moves.
One reason for this may be that mid-cap and small-cap growth stocks in developed international markets are much more
likely to pay dividends, giving the WisdomTree International Equity Index broader coverage compared to the
WisdomTree Dividend Index in the United States.   • The Income Factor Has Fewer Large-Cap Tilts Abroad Than at
Home: Since a greater proportion of mid-cap and small-cap stocks in developed international markets pay dividends,
there tends to be less of a pronounced bias toward large caps in the WisdomTree International Equity Index. We see
here that it is fairly in line with both the MSCI EAFE Value and MSCI EAFE indexes.   • The Value Tilt of the Income
Factor Melts Away in Developed International Markets: While the U.S.-focused WisdomTree Dividend Index
exhibited a clear tilt toward value, the WisdomTree International Equity Index turned out to be closer to a core strategy,
not tilting significantly toward either the value or the growth end of the spectrum.   • The Income Factor Tilted toward
Robust Operating Profitability in Developed International Markets: The most notable common thread between the
WisdomTree Dividend Index and the WisdomTree International Equity Index was the tilt toward robust operating
profitability. Taking the same concept of an extremely broad Index of dividend-paying stocks in two non-overlapping
equity markets led to this similar result. WisdomTree’s first dividend-oriented equity Indexes just passed their 10-year
anniversary. The WisdomTree International Equity Index, a competitor to the MSCI EAFE Index for long-term, strategic
international exposures, shows that dividend weighting was much more than a value-tilted strategy. In a market
environment where growth outperformed value by almost 250 basis points per year, this Index outperformed the MSCI
EAFE Index. We believe this was caused by the quality factor tilt. This Index had nearly double the profitability factor
exposure of the MSCI EAFE Value Index, largely because the latter just searches for the lowest-priced stocks in a market,
with no consideration for quality. Dividends are very commonly associated with attributes of profitability and quality, as
firms must have good profits to consistently pay and grow their dividends. These companies that can grow dividends are
the ones that receive greater weights in WisdomTree’s Indexes through the annual rebalancing process.
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Dividends are not guaranteed, and a company currently paying dividends may cease paying dividends at any time.

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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

MSCI EAFE Index  : is a market cap-weighted index composed of companies representative of the developed market
structure of developed countries in Europe, Australasia and Japan.

Factor selection  : Refers to selection process that focuses on common attributes (i.e., factors), be it in terms of their
fundamentals or their share price behavior, that are associated with higher returns.

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.

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

Qualified dividends  : Dividend paid by corporations meeting certain criteria defined by the Internal Revenue Service
and therefore eligible in certain instances to be taxed at rates below a tax filer’s tax bracket on ordinary income.

Market Capitalization  : 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.

Liquidity  : The degree to which an asset or security can be bought or sold in the market without affecting the asset’s
price. Liquidity is characterized by a high level of trading activity. Assets that can be easily bought or sold are known as
liquid asset.

Annual screening date  : The screening date refers to the date upon which characteristics of eligible constituent firms
are measured, whereas the rebalance refers to when the results from the screening date are implemented by way of Index
weights and constituents.

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

Dividends per Share  : The sum of declared dividends for every ordinary share issued. Dividend per share (DPS) is the
total dividends paid out over an entire year (including interim dividends but not including special dividends) divided by
the number of outstanding ordinary shares issued.

Growth  : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are
higher because investors are willing to pay more due to their expectations of future improvements in these fundamentals.

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.

MSCI EAFE Value Index  : Market capitalization-weighted subset of stocks within the MSCI EAFE Index that have lower
share prices relative to their earnings or dividends per share.

Basis point  : 1/100th of 1 percent.
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