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The research team at AQR Capital Management recently published a piecel that attempted to explain
why actively managed fixed income funds were able to deliver higher information ratios against their
benchmarks than U.S. large-cap equity managers. The conclusion? Active fixed income managers tended
to be over-weight credit risk compared to their benchmarks. While hardly surprising, that is precisely the
rationale we focused on more than two years ago when collaborating with Barclays to create the Bloomberg
Barclays U.S. Aggregate Enhanced Yield Index (Enhanced Yield Index). In this piece, we examine how the
WisdomTree Barclays Yield Enhanced U.S. Aggregate Bond Fund (AGGY), designed to track the Index,
has stacked up against other active managers in this space.

Strategy Review

The Enhanced Yield Index uses the same investable universe as the Bloomberg Barclays U.S. Aggregate
Index, but then seeks to maximize yield while adhering to a series of constraints to limit risk. The resulting
portfolio will generally be over-weight credit risk and under-weight U.S. Treasuries. Throughout its history, it
has increased yield by 50 to 75 basis points (bps) while keeping duration within one year of the benchmark.
All else being equal, the higher the starting yield of a bond portfolio, the higher the expected returns.
Therefore, by extracting higher yields from the investment-grade investable universe, returns should
increase. By applying constraints, we are also attempting to be cognizant about keeping tracking error
volatility to 0.35% per month.

Real-Time Performance

As we show in the chart below, while our historical research was instructive, what really matters is how the
strategy performs in real time. Since mid-2015, credit spreads have generally tightened, and interest rate
volatility has generally been low. Overall, this environment has been favorable for most flavors of active
and passive fixed income. Since inception, AGGY has outperformed 91% of all funds in the Morningstar
Intermediate-Term Bond Category.2 Over the last year, it has outperformed 90% of all funds.3 Put another
way, our approach has outperformed more than 815 active and passive managers in the core bond
category. In our view, this continues to strengthen the case that it's possible to enhance strategy returns
by enhancing indexes versus relying on subjective portfolio manager discretion.
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WisdomTree Barclays Yield Enhanced U.S. Aggregate Bonc Fund AGGY 0.12% 7/9/2015 52% 52% 3.6% 5.2% 52% 3.6%
Bloombzrg Barclays U.5. Aggregate Index 36% 36% 2.5% 3.6% 3.6% 25%
Morningstar Intsrmediaze-Term Bond Category 38% 38% 25% 3.8% 38% 2.5%
Sources: Momingstar, WisdomTree, 9/30007-12/31/17. “Common period” refers to 7/31/15-12/31A17 due to availability of Morningstar category
performance data. 7/9/15 represents the AGGY inception date. Nine hundred three investments included in peer group for Momingstar Interme-
diate-Term Bonc Category.

2018 Momingstar, Inc. All rights reserved. The information contained herein: (1) is proprietary to Momingstar andlo- its content providers; (Z)
may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are

responsible for any damages or losses arnising frem any use of this information. Past perfomance, rankings and rafings are no guarantee of
future results. The % of Peer Group Beaten is the fund's fotal-return percentile rank compared to all funds n the same Momingstar Category
and is subject to change each month

Performance is historical and coes not guarantee future results. Current performance may be lower or higher than quoted. Investment
returns and principal value of an invesiment wil fluctuate so that an investor's shares, when redeemad, may be worth more or less than
their original cost. Performance data for the most recent month-end is available at www.wisdomtree.com.

WisdomTree shares are bought and sold at market price [not NAY) and are not individually redeemed from the Fund. Total retums are calculat-
ed using the daily 4:00 p.m. EST net asset value (NAV). Market price retumns reflect the midpoint of the bid'ask spread as of the close of trading
on the exchange where Fund shares are listed. Market price retumns do not represent the returns you would receive if you traded shares at other
times. You cannot invest directly in an index. Index performance does not represent actual fund or portfolic perforrrance. Afund or portfolio may
differ significantly from the securties included in the index. Index performance assumes reinvestmant of dividends but does not reflact any
management fees, transaction costs or other expenses that would be incurred by a portfolo or fund, or brokerage commissions on transactons
in fund shares. Such fees, experses and commissions could reduce retums. WiscomTree, its affiliates and their independent providers are not
liable for any informational errors, incompleteness or delays or for any actions taken in reliance on information contained herein. Additional
Index inormation is available at www.wisdomtree.com

The WisdomTres Index information contained herein is caleulated independently and provded by Bloomberg. WisdomTree Investments, Inc
(“WisdomTree Investments”), its affiliates and thar independent providers are not liable for any informational crrors, incompletencss or delays
or for any actions taken in reliance on this information.

BLOOMBERG® is a trademark and service mark of Bloomberg Fnance LP. and its affiliates (collectively “3loomberg”). BARCLAYS® is a trade-
mark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloombzrg or Bloomberg's licensors,
including Barclays, own all propretary nghts in the Bloomberg Barclays Indices. Neither Bloomibery nor Barclays is affiliated with WisdomTree,
and neither approves, endorses, reviews or recommends AGGY. Neither Bloomberg nor Barclays guarantees the timeliness, accurateness or
completzness of any data or information relating to Bloomberg Barclays U.S. Aggregate Enhanced Yield Index, and neither shall be liable in any
way to the WisdomTree, investors in AGGY or other third parties with respect to the use or accuracy of the Bloombzrg Barclays U S. Aggregate
Enhanced Yield Index or any data included therein

Conclusion

Fixed income managers have a variety of tools at their disposal to try to outperform the market. While some
may be able to consistently outperform their benchmarks, it seems far more likely that many of these
approaches boil down to systematic biases in their portfolios. While these approaches may not always
outperform, we believe our approach to enhanced indexing can provide a value to investors comfortable
with increasing risk at the margin in order to boost returns over market cycles.

1Source: “The lllusion of Active Fixed Income Diversification,” AQR Capital Management Alternative
Thinking, 2017.
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2Source: Morningstar rankings based on total returns 8/1/2015 through 12/31/17. Peer group rank 86 out
903 funds.

3Source: Morningstar rankings based on total returns from 12/31/2016 through 12/31/17. Peer group rank
99 out of 986 funds.
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Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Fixed income investments are
subject to interest rate risk; their value will normally decline as interest rates rise. Fixed income investments
are also subject to credit risk, the risk that the issuer of a bond will fail to pay interest and principal in a
timely manner, or that negative perceptions of the issuer’s ability to make such payments will cause the
price of that bond to decline. Investing in mortgage- and asset-backed securities involves interest rate,
credit, valuation, extension and liquidity risks and the risk that payments on the underlying assets are
delayed, prepaid, subordinated or defaulted on. Due to the investment strategy of the Fund, it may make
higher capital gain distributions than other ETFs. Please read the Fund’s prospectus for specific details
regarding the Fund’s risk profile.
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