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Given WisdomTree’s focus on dividend-weighted strategies, clients frequently ask us how we would
navigate a rising interest rate environment. Recently, the US 10-year Treasury Note rose above 3% for
the first time in over four years. While it's difficult to say with certainty whether we’ll see 3.5% or 2.5%
next, we think it's important to analyse our quality dividend growth strategy on a historical basis, to better
understand how the strategy has performed during periods of rising and falling interest rates.

Interest rate scenarios

Figure 1: Testing WisdomTree’s US Quality Dividend Growth Index in rising vs. falling interest rate
environments

WisdomTree U.S. Quality Dividend Growth Index Returns in Interest Rate Regimes*

WisdomTree U.S. Quality Dividend Growth Index -0.03% 23.21% 10.65%
S&P 500 Index -3.25% 22.46% 8.48%

* Average Annual Returns (31 December 2003 to 29 March 2018)

Source: Factset. Past performance is not indicative of future results. You cannot invest directly in an Index.
Data is calculated on a monthly basis and months are classified as rising or falling interest rate months
based on the trend in the 50-day simple moving average for the US 10-Year Treasury Note. The trend in
the 50-day and 100-day centred moving averages are used to confirm the classification.
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* Rising Rates: Itis important to set the baseline and first consider some of the factors that tend
to drive the US 10-year rate higher. One such factor is improving or increasing economic growth
expectations. Another is rising inflation. Both rising growth and increasing inflation are more likely to
be associated with rising equity markets than falling equity markets, as rising growth usually translates
to higher revenues and earnings for companies. This explains why the ‘Rising Rates’ average annual
return figures are so much higher than the ‘Falling Rates’ average annual return figures. While the
WisdomTree US Quality Dividend Growth Index outperformed the S&P 500 Index in this particular case
due to its dividend focus, we wouldn’t necessarily expect it to generate the bulk of its outperformance
in strong, upward-trending equity markets. A strategy focused solely on dividend payers, in our view,
should have potential to exhibit a high correlation to a market benchmark such as the S&P 500 Index,
however, we would expect greater relative outperformance in tougher, downward trending or more
volatile markets.

e Falling Rates: Of course, falling rates reflect the opposite baseline scenarios—declining growth
expectations and decreasing inflation. Typically, these translate to lower revenues and earnings for
companies. These scenarios, at least with regard to the US and the liquidity of US Treasuries, are
often associated with ‘risk-off’ or ‘safe-haven’ flows and can result in lower or even negative returns
across equity markets. During this particular historical analysis, the WisdomTree US Quality Dividend
Growth Index delivered more than 3% average annual outperformance. This is where we would expect
outperformance to occur, due to the fact that we focus on the quality factor premium which has
delivered more historical outperformance during down markets.

US Dollar scenarios

We shouldn’t end our analysis at interest rates though, as the US dollar is another important factor to
consider. Of course, interest rates can have an influence on how the dollar performs against foreign
currencies, so interest rates and the dollar are not truly independent.

Figure 2: Testing WisdomTree’s US Quality Dividend Growth Index in strong dollar vs. weak dollar
scenarios

WisdomTree U.S. Quality Dividend Growth Index Returns in USD Regimes*

WisdomTree U.S. Quality Dividend Growth Index 5.60% 13.26% 10.65%
S&P 500 Index 2.76% 11.45% 8.48%

* Average Annual Returns (31 December 2003 to 29 March 2018)

Source: Factset. Past performance is not indicative of future results. You cannot invest directly in an Index.
Data is calculated on a monthly basis and months are classified as rising or falling US dollar months based
on the trend in the 50-day simple moving average for the US Dollar Index, frequently referenced as ‘DXY:
The trend in the 50-day and 100-day centred moving averages are used to confirm the classification.
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e Weak Dollar: Both the WisdomTree US Quality Dividend Growth and S&P 500 Indexes focus predom-
inantly on large-cap US companies, many of which have multinational revenue streams. US exporters
tend to see a boost in demand for the goods and services they offer when the dollar depreciates in
value, and this can create a stronger return environment for equities. It is difficult to provide more insight
beyond that. The WisdomTree strategy outperformed, but there is nothing specific in the methodology
that would lead us to expect it to continue outperforming the S&P 500 Index during future weak dollar
scenarios.

e Strong Dollar: A strengthening US dollar can be a result of ‘safe-haven’ investor flows when riskier
assets such as equities are volatile. As with the falling interest rate environment, the WisdomTree
US Quality Dividend Growth Index outperformed the S&P 500 Index during stronger dollar periods.
This makes sense, and emphasises the potential for the strategy to outperform during tougher market
environments.

Strong vs. weak equity markets

We've looked at how falling rates or a stronger dollar might impact our US Quality Dividend Growth Index.
Next, let’s take a more direct look at how the Index performed during weaker and stronger periods for
equity markets. From the findings above, our intuition tells us that a greater degree of outperformance
should be generated during tougher market periods, rather than stronger market periods.

Figure 3: Testing WisdomTree’s US Quality Dividend Growth Index in strong upward-trending equity
markets & weak downward-trending equity markets

WisdomTree U.S. Quality Dividend Growth Index Returns in U.S. Equity Regimes*

Weak Equity Strong Equity sl Pesiod
Market Market
WisdomTree U.S. Quality Dividend Growth Index -13.90% 28.55% 10.65%
S&P 500 Index -18.60% 28.80% 8.48%

* Average Annual Returns (31 December 2003 to 29 March 2018)
Source: Factset. Past performance is not indicative of future results. You cannot invest directly in an Index.

Data is calculated on a monthly basis and months are classified as weak equity market or strong equity
market months based on the trend in the 50-day simple moving average for the S&P 500 Price Index,
frequently referenced as ‘SPX. The trend in the 50-day and 100-day centred moving averages are used
to confirm the classification.

In this case, the data speaks for itself. The WisdomTree US Quality Dividend Growth Index significantly
outperformed the S&P 500 during weaker market periods, in line with the results of the interest rates and
dollar analyses.
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+ The Time for Quality is Now
+ How factor analysis shows that quality and growth outperforms

Related products
+ WisdomTree US Quality Dividend Growth UCITS

+ WisdomTree US Quality Dividend Growth UCITS - Acc
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Important Risks Related to this Article

Informations importantes

Communications commerciales publiées dans |Y4aEspace économique européen (« EEE »)Ce
document est publié et approuvé par WisdomTree Ireland Limited, une société autorisée et réglementée
par la Central Bank of Ireland.

Communications commerciales émises dans des juridictions en dehors de I“4aEEECe document est
publié et approuvé par WisdomTree UK Limited, une société autorisée et réglementée par la Financial
Conduct Authority du Royaume-Uni.

WisdomTree Ireland Limited et WisdomTree UK Limited sont toutes les deux désignées comme « Wis-
domTree » (le cas échéant). Notre Politique sur les conflits d%intéréts et notre Inventaire sont disponibles
sur demande.

Réservé aux clients professionnels uniquement. Les informations figurant dans ce document sont
fournies atitre informatif et ne constituent pas une ore de vente, ou une sollicitation dvsore d¥%achat
de titres ou d%actions. Ce document ne doit pas étre utilisé comme fondement d%une décision
d¥%investissement. La valeur des investissements peut fluctuer et vous étes susceptible de perte
tout ou partie du montant investi. La performance passée ne constitue pas nécessairement une
indication des performances futures. Toute décision d¥investissement doit étre fondée sur les
informations figurant dans le prospectus approprié et sur des conseils indépendants en matiére
dvinvestissement, fiscaux et juridiques.

L¥application des réglementations et lois fiscales peut souvent conduire a des interprétations diérentes.
Tous les points de vue ou opinions exprimés dans cette communication représentent les points de vue de
WisdomTree et ne doivent pas étre interprétés comme des conseils réglementaires, fiscaux ou juridiques.
WisdomTree ne donne aucune garantie ou représentation quant a I'exactitude des vues ou opinions
exprimées dans cette communication. Toute décision d'investissement doit étre fondée sur les informations
contenues dans le prospectus approprié et aprés avoir sollicité des conseils indépendants en matiére
d'investissement, fiscaux et juridiques. Ce document n¥est pas et ne doit en aucun cas étre interprété
comme une publicité ou une ore publique d¥actions ou de titres aux Etats-Unis ou dans toute province

ou tout territoire des Etats-Unis. L¥introduction, la transmission et la distribution (directes ou indirectes) de
[v4original ou d¥aune copie de ce document sont interdites aux Etats-Unis.

Bien que WisdomTree s¥aeorce dvaassurer [Ysexactitude du contenu de ce document, WisdomTree ne peut en
garantir [Vsexactitude. Les fournisseurs de données tiers sollicités pour obtenir les informations contenues
dans le présent document ne donnent aucune garantie ou représentation de quelque sorte en rapport avec

ces données. Lorsque WisdomTree exprime ses propres opinions concernant le produit ou 1%activité du
marché, ces opinions sont susceptibles de changer. WisdomTree, ses ailiés et leurs dirigeants, directeurs,
partenaires ou employés respectifs déclinent toute responsabilité pour toute perte directe ou indirecte
découlant de |vautilisation de ce document ou de son contenu.
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