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Key Takeaways

e Active ETFs are getting a lot of press because, in many investors’ minds, ETFs mean passive
investment. But this has not been the case for at least two decades.

e Forthe last 20 years, ETFs have offered investors a large variety of strategies to invest in ways that
differ from the market: to outperform, to be more robust in uncertain times, to be more defensive, to
have more income, to have more growth...whereas Active ETFs are not bringing anything new to the
table.

e The main difference between Active ETFs and all other ETFs is that they allow traditional fund houses
to wrap their stock-picking strategies that have been bleeding assets for decades in a “cool” wrapper.
But investment-wise, this is no innovation.

e Related Products WisdomTree US Quality Dividend Growth UCITS ETF - USD Acc, WisdomTree
Global Quality Dividend Growth UCITS ETF - USD Acc, WisdomTree US Quality Growth UCITS ETF
- USD Acc, WisdomTree Global Quality Growth UCITS ETF - USD Acc Find out more

Active exchange-traded funds (ETFs) are on everyone's lips these days. Every second article discusses
the incredible growth of this ‘new idea’ of active ETFs and how they impact the ETF landscape and its
future. But are active ETFs useful innovations that add to investors’ toolboxes, or are they just another
marketing fad?

Why are active ETFs getting so much press?

To get to the root of that marketing success, we must return to what ETFs are. Without turning this article
into a history lesson, it is important to remind ourselves that in the early 90s, ETFs bundled together two
significant but unrelated innovations that drove their early success:

1. They are a more efficient and transparent wrapper, superior in most ways to mutual funds.
ETFs tend to be more tax efficient (this is the case in many jurisdictions, particularly in the US), provide
intraday liquidity (instead of once a day at the end of the day), are cheaper and are more transparent
(it is possible to see the constituents daily instead of monthly or quarterly).
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2. They made a new way to invest accessible — passive investing.
Historically, the only way for investors to invest in a diversified portfolio of stocks, short of selecting
stocks themselves, was active, stock-picking mutual funds. By the early 90s, many investors were tired
of paying high fees and underperforming the market because of the inability of most active funds to
consistently create alpha higher than their fees. Being able to buy the market at a fraction of the cost
of an active mutual fund was extremely attractive.

The fact that ETFs delivered both innovations simultaneously led to immediate confusion in investors'
minds between ETFs and passive investing. Thirty years later, this confusion persists. In that context,

active ETFs feel like something that should not exist: the association of two opposites. They, therefore,
sounded edgy and new, and the press latched on to what appeared to be an interesting new concept.

However, as discussed above, an ETF is just an investment vehicle/wrapper, a very efficient wrapper with
many advantages, but a wrapper, nonetheless. Its underlying strategy can be a market benchmark, a
systematic, fundamentally based approach, a smart beta approach, an actively managed process, or a
combination of these options. Investors have been able to invest in ‘non-passive’ ETFs that can outperform
the market and track quantitative or fundamental-based strategies since the early 2000s. With that proper
context, Active ETFs already sound less new and innovative.

What is not new about active ETFs?

At last count, there were around 2,500 non-active Europe-domiciled ETFs1.These ETFs give investors
access to a wide range of asset classes, geographies, sectors, themes, and strategies. Almost any
well-constructed investment process can be summarised as an index and delivered to investors through
an ETF, and asset managers have been doing just that for the last 20 years.

WisdomTree, for example, was founded in 2006 with a passion for creating better ways to index, innovate
and invest for our clients. We pioneered fundamentally based ETFs, starting with dividend-weighted ETFs
and then moving on to more and more value-add strategies, always wrapped in ETFs. For the last almost
20 years, WisdomTree ETFs have offered investors a large variety of strategies to invest in ways that differ
from the market: to outperform, to be more robust in uncertain times, to be more defensive, to have more
income, to have more growth...

For many, Active ETFs seem like the only way to invest in an ETF with the potential to outperform
the market. This is, of course, not the case; investors have hundreds of ETFs to choose from that are
constructed in a systematic way that can lead to outperformance.

So, what is new about active ETFs?

Looking at the legal definition of active ETFs in Europe, they can differ from all other ETFs on two main
points:
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* Less Transparency. Active ETFs are allowed not to share their constituents daily and to hide those
constituents from investors2. In many ways rolling back one of the main innovations of the ETF
wrapper.

* NoIndex. Active ETFs are allowed not to track an index. However, thousands and thousands of indices
are now available, from market cap-weighted indices to the most advanced systematic quantitative
strategies. Even very complex strategies can be explained in an index. The only strategies that cannot
be described in an index are active stock-picking strategies, where a Portfolio Manager decides, daily,
what goes in the portfolio.

Conclusion: What do investors get?

Once all is said and done, active ETFs could have some small legal efficiency advantages as a wrapper
with slightly different rules than classic ETFs. However, investment-wise, they seem to be mainly a way
for well-established, stock-picking asset managers to deliver strategies that have been bleeding assets
for decades into the ‘cool’ wrapper. After all, it is no wonder that many active houses are trying to capture
some of that ETF magic. The pressure from legacy asset managers on the AMF to relax transparency
rules on ETFs is clear proof. But stock-picking strategies in an ETF wrapper are just old wine in a new
skin. From an investor's point of view, though, there is nothing new.

1 Source: Just ETF. September 2024.
2 https://www.amf-france.org/en/news-publications/news/active-etfs-amf-publishes-recommenda-
tion-transparency-portfolios
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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