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Since the inception of WisdomTree’s US Multifactor Index (WTUSMF) just over 14 months ago, the yield
on the 10-year US government treasury has increased 60 basis points (bps)1. As can be seen in the chart
below, over this same period, the S&P 500 returned 19% annualized, led by its highest-volatility stocks,
while low volatility has underperformed, in line with what we’ve seen in past rising interest rate periods.

Figure 1: S&P 500 volatility quintile returns: Low volatility has underperformed during rising rate
periods

Sources: WisdomTree, FactSet, 30 June 2017 to 31 August 2018. Quintiles are created by cutting the S&P
500 constituents as of 30 June 2017 into 5 groups, each with an equal number of stocks. The groups are
set on the basis of the volatility of each individual constituent, with the 20% least volatile stocks in the first
quintile and the 20% most volatile stocks in the fifth quintile.

Historical performance is not an indication of future performance and any investments may go
down in value.You cannot invest directly in an index.

WTUSMF’s implicit tilt to low volatility

Despite not using low volatility as an alpha-seeking factor, we are aware of its prowess in risk-adjusted
terms and therefore use it as part of our strategy’s weighting mechanism. Also, given some of our factor
definitions, like risk-adjusted returns for momentum, the composite multifactor score rewards lower-volatil-
ity companies and implicitly tilts the strategy toward this factor.

Figure 2: WisdomTree US Multifactor Index vs S&P 500 - Volatility quintile attribution
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Sources: WisdomTree, FactSet, 30 June 2017 to 31 August 2018. Quintiles are created based on the
volatilities of the constituents within each index, the WisdomTree US Multifactor Index and the S&P 500
Index. Each Index is split into five equally-sized groups based on number of stocks. The first quintile of each
index represents the 20% least volatile stocks, whereas the fifth quintile of each index represents the 20%
most volatile stocks. The allocation impact measures the effect of the WisdomTree US Multifactor Index’s
weighting of its positions within the different volatility quintiles against the S&P 500. The Stock Selection
impact measures the effect of the WisdomTree US Multifactor Index’s stock selection within each of the
volatility quintiles, against the S&P 500. The interaction impact measures a combined impact from both
the allocation and selection impacts. The total attribution measures the out or underperformance of the
WisdomTree US Multifactor Index vs. the S&P 500.

Historical performance is not an indication of future performance and any investments may go
down in value.You cannot invest directly in an index.

Stock selection value added within lowest-volatility quintile

The table above shows the performance attribution of WTUSMF versus the S&P 500 in terms of volatility
quintiles. It is interesting to see how, since its inception, WTUSMF has been over-weight the lowest-volatility
quintile while being under-weight the rest.

The WTUSMF has outperformed the S&P 500, despite having its highest allocation and greatest
over-weight in what was the worst performing segment for the S&P 500. Strong stock selection is evident
throughout four of the five volatility quintiles, combining for 333 basis points of outperformance.

Typical single-factor low-volatility portfolios tend to naively over-weight the lowest-volatility stocks in the
investment universe, resulting in significant deviations in active weight while not providing differentiated
stock selection. As a result of their methodology, these pure low-volatility portfolios magnify their interest
rate sensitivity, and their performance becomes heavily dependent on the path of rates, as they have no
other means of factor diversification.

Conclusion

WisdomTree implements a composite multifactor blending approach targeting value-added stock selection.
Although we do not explicitly target low volatility as an alpha-seeking factor, our methodology results in
an implicit tilt toward it. This implicit tilt allows the stock selection benefits inherent in our methodology to
persist and thus give alpha potential regardless of the path in interest rates.

1 Bloomberg, 30 June 2017 to 31 August 2018.
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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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