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Key Takeaways

e The WisdomTree Emerging Markets Quality Dividend Growth Fund (DGRE) outperformed the MSCI
Emerging Markets Index over the last year by focusing on high-quality companies and excluding
volatile China exposure.

 DGRE'srules-based approach targets companies with strong profitability and dividend growth, offering
investors an attractive risk-adjusted return profile within emerging markets, with lower exposure to
low-quality firms.

e The recent October rebalance improved DGRE's return on equity advantage and growth potential
while maintaining sector and country weights closely aligned with the MSCI EM Index, but with 0%
China exposure and an increased India allocation.

We believe the quality factor is one of the most intuitive and widely adopted factor premiums in investor
portfolios.

* Theidea: Over time, highly profitable companies with little debt should outperform less profitable firms
with high debt loads.

* The adoption: WisdomTree’s Quality Dividend Growth suite shows how investors have used this idea
in portfolios:

e The WisdomTree U.S. Quality Dividend Growth Fund (DGRW) is WisdomTree’s largest equity fund
with nearly $15 billion in assets

e The WisdomTree International Quality Dividend Growth Fund (IQDG), the WisdomTree Interna-
tional Hedged Quality Dividend Growth Fund (IHDG) and the WisdomTree Global ex-U.S. Quality
Dividend Growth Fund (DNL)1 together have over $4 billion in assets
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The disappointing returns of emerging markets (EM) in recent years have led many investors to reduce
allocations or avoid EM altogether.

We believe that the same principles that “work” for investing in developed markets (DM), like choosing
high-quality companies, can also work in EM.

The WisdomTree Emerging Markets Quality Dividend Growth Fund (DGRE) is one way to invest in these
high-quality companies in EM.

Last spring, the Fund'’s exposure to China was lowered to 0% as part of a strategic decision to mitigate
the volatility associated with the market and provide investors a broad-based ex-China EM option.

Over the last year, the Fund has outperformed the MSCI Emerging Markets Index without the incremental
volatility of the China exposure.

Figure 1: Total Annual Returns

30-Day SEC
YTD 1-Year 3-Year 5-Year 10-Year ]
Yield
DGRE 14.59% 27.01% 2.59% 6.26% 3.47% 0.02%
MSCI EM Index 16.86% 26.05% 0.40% 5.74% 4,02%
Excess Return vs. MSCIEM -2.27% 0.96% 2.19% 0.52% -0.55%

Sources: WisdomTree, MSCI, as of 9/30/24. Fund returns at NAV. You cannot invest directly in an index.
Performance of less than one year is

cumulative. You cannot invest directly in an index. Performance is historical and does not guarantee
future results. Current

performance may be lower or higher than quoted. Investment returns and principal value of an
investment will fluctuate so that

an investor’s shares, when redeemed, may be worth more or less than their original cost. Perfor-
mance data for the most recent

month-end is available here. WisdomTree shares are bought and sold at market price (not NAV) and are
not individually redeemed from

the Fund. Total returns are calculated using the daily 4:00 p.m. ET net asset value (NAV). Market price
returns reflect the midpoint of the

bid/ask spread as of the close of trading on the exchange where Fund shares are listed. Market price
returns do not represent the returns

you would receive if you traded shares at other times.
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Quality in Emerging Markets
One way to test how strong a factor is, is to see if it performs well in various markets.

The below chart compares returns from DM and EM for companies with high profits versus those with low
profits. Since 1991, high-profit companies in both DM and EM have shown similar extra returns.

Over the last one- and three-year periods, high-profit companies in EM have done even better than those
in DM.

Figure 2: Annualized Performance Spread: High Profitability vs. Low
Profitability Portfolios

16% 15.1%

14%, \ High profitability portfolio outperformed low profitability

portfolio by 15.1%

12% mEM
High profitability portfolio outperformed low profitability m DM

10% portfolio by 2.8%

8% 7.3%

6.2%
6% = 5.2%
8.3% 4.6%

*h 2.8%

2%

0%

1-YR 3-YR 5-YR 10-YR Full Period
Sources: WisdomTree, Kenneth French Data Library, 6/30/1991—8/31/2024. Emerging market (EM) and

Developed market (DM) returns

measure the return difference of the BIG HiOP and BIG LoOP portfolios for the respective markets. BIG
HiOP = intersection of top 90% of

market cap and top 30% on operating profitability. BIG LoOP = intersection of top 90% of market cap and
bottom 30% on operating

profitability. Past performance is not indicative of future returns.

DGRE: Rules-Based Active

DGRE is a rules-based active Fund. The model selects 250-300 dividend-paying companies based on
dividend safety measures, profitability metrics and dividend growth rates.
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Many investors don’t think of dividends outside of DM. There is arguably an even greater case for looking
to dividends in EM where there can be greater questions around accounting standards and earnings
reliability. A dividend paid cannot be manipulated and cannot be restated.

The below graph shows the average tilts to higher return on equity (ROE) quintiles for DGRE relative to
the MSCI EM Index over the last three years.

On average, DGRE has had more than 20% greater weight to the highest two ROE quintiles with
under-weight allocations to the lowest ROE quintiles and the group of negative return companies.

Figure 3: 3-Year Average ROE Quintile Active Weights: DGRE vs. MSCI
EM Index
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Sources: WisdomTree, FactSet, for the period 8/31/21 to 8/31/24. Holdings subject to change.

October Portfolio Rebalance

DGRE is rebalanced at minimum each October with the discretion for ad hoc rebalances throughout the
year. The most recent rebalance became effective at the close of October 16.

The below table shows the top 10 DGRE holdings before (old) and after (new) the rebalance. The only adds
to the top 10 holdings were International Container Terminal Services (three-year annualized dividend
growth of 30%) and HDFC Bank (three-year annualized dividend growth of 44%).

Taiwan Semiconductor Manufacturing Company—maintained as the top holding in DGRE—has consis-
tently been one of the fastest dividend growers globally over the last several years, growing at over 11%
annualized over the last five years.
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Figure 4: Top 10 Holdings

DGRE (Old) DGRE (New) MSCI EM Index

Company Name Company Name Wegt Company Name

Taiwan Semiconductor Taiwan Semiconductor Taiwan Semiconductor

; 8.2% : 9.1% ; 9.0%
Manufacturing Co. Manufacturing Co. Manufacturing Co.
Samsung Electronics Co., Samsung Electronics Co., :
& 2.7% & 3.0% Tencent Holdings Ltd. 4.5%
Ltd. Ltd.
Samsung Electronics Co.,
Yuhan Corporation 1.6% Yuhan Corpoeration 1.7% g i 2.7%
Alibaba Group Holdin
Al Rajhi Bank 1.5% | Reliance Industries Limited  1.3% g = 2.6%

Limited

) S nternational Container . ;
Reliance Industries Limited ~ 1.5% 2 1.1% Meituan Class B 1.3%
Terminal Services, Inc.

PTT Public Co., Ltd. 1.2% Info Edge India Ltd. 1.0% | Reliance Industries Limited  1.3%
Hindustan Petroleum PDD Holdings Inc.
Info Edge India Ltd. 1.2% M 1.0% 5 L1%
Corporation Limited Sponsored ADR Class A
Hindustan Petroleum
Z s 1.1% Infosys Limited 1.0% HDFC Bank Limited 1.1%
Corporation Limited
GAIL (India) Limited 1.1% GAIL {India) Limited 1.0% ICICI Bank Limited 1.0%
Infosys Limited 1.1% HDFC Bank Limited 0.9% Infosys Limited 0.9%

Sources: WisdomTree, FactSet, MSCI. DGRE (Old) weights as of 10/16/24, DGRE (New) weights as of
10/17/24, and MSCI EM Index

weights as of 9/30/24. Dropped securities in red. Added securities in green. Chinese companies in blue.
You cannot invest directly in an

index. For current holdings of DGRE, please click here. Holdings are subject to risk and change.

The weighting process for DGRE is modified market cap to give greater weight to companies with higher
scores on quality and dividend growth. To reduce turnover, constituents that are maintained in the basket
are held at a weight that is roughly equal to what it was prior to the rebalance.

The one-way turnover for the Fund at rebalance was 19%.

After the rebalance, DGRE's dividend yield and price-to-earnings (P/E) ratio are roughly in line with the
MSCI EM Index.

As the process favors quality companies earning a high ROE, the ROE advantage over the broad MSCI
EM Index was improved. The implied fundamental growth rate (ROE x earnings retention ratio) advantage
over the benchmark was also increased.
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Relative to the MSCI EM ex-China Index, valuations are slightly lower on P/E with an even greater
improvement on the implied fundamental growth rate than versus the broad MSCI EM Index.

Figure 5: Fundamentals Comparison

Earnings Implied Fund amental
Fund/Index | Dividend Yield | P/E Ratio 8 P
Retention Ratio Growth Rate
DGRE {Old) 2.6% 15.5x £9.1% 14.044% B8.3%
DGRE (New) 2.5% 16.Tx L8.0%% 14.7%% B8.5%
MSC] EM Index 2.4% 16.2x% ai.5% 11.4% 6. 9%

MSCl EM ex-China
2.5% 17.3x 57.0% 11.9% 2.5%
Index

Sources: WisdomTree, FactSet, MSCI. DGRE (Old) weights as of 10/16/24, DGRE (New) weights as of
10/17/24, and MSCI EM Index
and MSCI EM ex-China Index weights as of 9/30/24. You cannot invest directly in an index.

From a sector perspective, the changes were modest. All sector weights are within 5% of the MSCI EM
Index. The most notable change was an increase to Financials (+5%).

Figure 6: Sector Exposures
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Country changes were similarly minor. The most notable change was an increase to Taiwan (-5%). The 0%
China exposure and the resulting over-weight allocation to India of over 10% has been consistent since
the May 2023 rebalance.

Figure 7: Top Country Exposures
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Conclusion

We know investors are familiar with quality investing in their DM allocations. We believe DGRE offers a
unique exposure to quality dividend growers in EM.

Recent knee-jerk responses to China stimulus have investors skittish about whether now is the time to dive
into EM, or if the best-case scenario for China has already been priced in.

DGRE and its 0% exposure to China allows investors to access the upside potential of EM without the
headache of timing a China allocation.

1 Includes both developed and emerging markets exposures.
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Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic uncertainty. Funds
focusing on a single sector generally experience greater price volatility. Investments in emerging, offshore
or frontier markets are generally less liquid and less efficient than developed markets and are subject

to additional risks, such as of adverse governmental regulation, intervention and political developments.
Dividends are not guaranteed, and a company currently paying dividends may cease paying dividends at
any time. Due to the investment strategy of this 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.

https://www.wisdomtree.com/us/insights/blog/quality-works-in-emerging-markets-too
WISDOMTREE



