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A decade ago, WisdomTree launched its first 20 exchange-traded funds (ETFs) on the New York Stock
Exchange (NYSE). The launch was historic because it represented, at that time, the largest listing by

a single issuer in the 200-year history of the NYSE. WisdomTree’s debut on June 16, 2006, included

the industry’s first international small-cap ETF, the first European small-cap ETF and the first Japanese
small-cap ETF. But the listing was also historic because it gave investors, for the first time, a way to invest
in dividend-weighted ETFs in most major equity markets around the world—a fundamental alternative to
traditional market capitalization weighted investing.

The 2006 launch was based on WisdomTree’s original vision that weighting equity markets by income,
rather than by market capitalization, would represent a significant evolution in indexing. After testing the
performance of dividend-paying securities spanning several decades, WisdomTree concluded that by
using only dividend-paying stocks and weighting them once a year based on the dollar value of dividends
companies pay—rather than their market value—that it was possible to generate higher returns, often with
lower volatility, than traditional cap-weighted approaches.

Passive investing has undoubtedly served investors well over the past 30 years. Numerous studies confirm
that, over time, the vast majority of actively managed mutual funds have failed to outperform comparable
cap-weighted indexes, after accounting for fees, expenses and transaction costs.1 The question we posed
more than a decade ago, and which many investors are asking today, is this: Despite great strengths
compared to active managers, are cap-weighted indexes optimal from an investment perspective? Or
can alternatively weighted indexes serve passive investors better than index funds based on traditional
benchmarks?

WisdomTree U.S. Dividend-Weighted Index Returns, 2006-2016

So what was observed in real time since the WisdomTree Indexes began to be calculated and disseminated
on May 31, 20067 Eleven of WisdomTree’s 12 dividend-weighted Indexes beat their comparable broad
based cap-weighted index over the past 10 years in the U.S. and in the developed world. When measured
against the value segments of the benchmarks, the comparisons tilt even more overwhelmingly in favor of
WisdomTree’s dividend-weighted Indexes. All 12 of the WisdomTree dividend-weighted Indexes beat their
value benchmarks. This is important, as a dividend-weighted approach is most often classified in the value
style when peer group comparisons and when regression analysis is conducted to examine what factor
exposures are represented in the returns. In this blog post, we will examine the returns of the U.S.-based
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indexes. The figure below displays results for WisdomTree’s U.S. dividend-weighted Indexes over the most
recent one-yeatr, three-year, five-year and ten-year periods against traditional indexes.

Average Annual Returns, WisdomTree U.S. Dividend-Weighted Indexes, (5/31/2006-5/31/2016)

Average Annual Total Retums as of 5/31/2016

Index WTIIII:!EK 1year A years L years 10 years
Inception
WisdomTree Dividend Index 3.62% 10.55% 11.86% 7.45%
Russell 3000 Value Index -0.28% 8.98% 10.44% 6.03%
Russell 3000 Index 0.22% 10.57% 11.15% 7.39%
6/1/2006 3.06% 10.24% 11.71% 7.14%
Russell 1000 Value Index -0.06% 9.23% 10.70% 6.11%
SE&P 500 Index 1.72% 11.06% 11.67% 741%
e O [ | i I i o I
Russell 1000 Value Index -0.06% 9.23% 10.70% 6.11%
6/1/2006 6.96% 13.18% 13.03% 8.92%
Russell Midcap Value Index -0.31% 10.22% 10.92% 7.76%
S&P MidCap 400 Index -0.42% 9.69% 10.00% 8.51%
WisdomTree SmallCap Dividend Index 6/1/2006 2.36% 9.37% 11.08% 7.00%%
Russell 2000 Value Index -2.75% 6.10% 7.55% 5.25%
Russell 2000 Index -5.97% 6.93% 7.86% 6.27%

Sources: WisdomTree, Zephyr StyleADWZO0R, Bloombery, as of 53172016, Past performance is not indicative of
future results. You cannot invest directly in an index. Index performance does not represent actual fund or portlio
perforrmance. A fund or portfolio may differ significantly from the securities ncluded in the irdex. Index performance
assumes reinvestment of dividends but dees not rzflect any manacement fees, transaction costs or other exaenses
that would be inzurred by a portfolio or fund, or brokerage commissions on transactions in und shares. Such fees,
expenses and commissions could reduce returms.

A couple of important takeaways:

*Four of the five WisdomTree U.S. dividend-weighted Indexes outperformed their comparable cap-weighted
Index over the last 10 years. The sole exception occurred in the most efficient market—U.S. large
caps—where the WisdomTree LargeCap Dividend Index lagged the S&P 500 Index by 27 basis points
(bps) annualized over 10 years. o But notably, the WisdomTree LargeCap Dividend Index outperformed
the Russell 1000 Value Index by 103 bps annualized over 10 year

« All fiveWisdomTree Indexes outperformed their comparable cap-weighted value indexes over the last 10
years. In fact, all five WisdomTree Indexes generated higher annualized returns over the last one-year,
three-year, five-year and ten-year time frames than did the value benchmarks in those categories.

» WisdomTree generated greater excess returns in the mid- and small-cap segments, traditionally viewed
as the less efficient part of the U.S. stock market. Both the WisdomTree MidCap Dividend Index and the
WisdomTree SmallCap Dividend Index outperformed the core and the value cuts of their cap-weighted
peers over each of the periods displayed in the table.
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* Not only did the WisdomTree MidCap Dividend Index beat the S&P 400 MidCap Index, it beat the S&P
500 Index by 151 bps per year over the past decade.

Conclusion

WisdomTree’s Indexes were constructed to introduce a measure of valuation into index weights, so
investors would not buy equity markets based solely on the prices paid by previous investors. Rather
than weighting each component based on its market value, WisdomTree’s broad-based dividend Indexes
typically include all investable stocks that pay dividends and then weight them annually based on a
measure of relative value: the cash dividends each company pays as a percentage of the total amount of
cash dividends paid by all the companies in that market. We call this weighting by the Dividend Stream®.
Real-time results, going back 10 years, suggest this may be a better way to own equity markets, both in the
U.S. and in the developed world, compared to comparable indexes that set weights based on a company’s
market value.

10ne example of such an analysis is the S&P SPIVA study.
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Important Risks Related to this Article

Dividends are not guaranteed, and a company’s future ability to pay dividends may be limited. A company
currently paying dividends may cease paying dividends at any time.
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