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One of the biggest drivers of performance in 2016 has been declining interest rates and all the ramifications across
markets and sectors geared both positively and negatively to falling interest rates. Sectors that typically benefit from
falling rates tend to be more defensive, higher-dividend-yield sectors often referred to as “bond-like” sectors because of
their sensitivity to interest rates. Utilities fit this bill well and have been one of the strongest performers in early 2016.

That is, until July 8. The 10-year U.S. interest rate started the year at 2.27% and declined to bottom on July 8 at 1.36%1.
Over that period, Utilities outperformed the S&P 500 significantly. But since July 8, Utilities have been declining and

underperformed the market by more than 7 percentage points.2   Reversal of Utilities

 For definitions of indexes in
the chart, visit our glossary. On the opposite side, stocks that tend to get hurt by declining interest rates are often
Financials, and this year that ultimately manifested in U.S. Financials but also Japanese Financials in particular. Year-to-
date through July 8, U.S. Financials stocks had a slight negative return that was underperforming the S&P 500, but

Japanese Financials had a return of -40%, almost twice the loss in the broader Japanese market averages.3   Japanese
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Financials Taking a Hit  Click
here for standardized performance of the WisdomTree Japan Hedged Financials Fund (DXJF). Japanese Financials have
been hit by a double whammy of a rising yen, which has weakened sentiment to Japan, and declining interest rates.
Financials have been a center point for volatility. Since July 8, however, as interest rates increased from their lows, there
was a complete reversal of sector performance, with U.S. Financials rising, Japan’s broader markets outperforming the
U.S. and Japanese Financials rising even more. The Japanese Financials have pulled back off a surge in August but
remain robustly above lows from July 8.   Japan's Financials and Broader Markets Outperforming U.S. 
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   Is This All One Global Rate
Trade? The markets have become increasingly correlated to moves in global interest rates. U.S. interest rates move not
just with the U.S. economy but by demand for safe-haven assets and low rates globally, as institutions look to escape the
low and negative yields in both Europe and Japan. Japanese Financials took a big hit after the Bank of Japan (BOJ)
dropped rates into negative territory (NIRP) earlier in 2016. We think the BOJ has shown flexibility in its implementations
of NIRP and has attempted to offset the profit hit to banks by trying to steepen the yield curve and providing lower-cost
funding to Japanese banks. Further, anticipation of the latest BOJ policy moves steepened the Japanese yield curve and
should provide better profits from lending activities. We believe the interest rate environment—particularly the
bottoming of rates in July—is supportive for further catch-up of Japanese banks after their dismal start to 2016. If the
Utilities sector peaked and faces further downside as a result of a trend toward rising interest rates, we’d encourage
investors to rotate into the other side of the low-rate trade and the sector most hit from the falling rates—Japanese
Financials, which are among lowest-priced Financials globally. Learn more about the WisdomTree Japan Hedged

Financials Fund (DXJF).         1Source: Bloomberg, for each period as of 12/31/2015–7/8/2016. 2Source: Bloomberg, as of

7/8/2016–9/14/2016. 3As measured by the MSCI Japan Index or TOPIX Index.

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including possible loss of principal. Foreign investing involves special risks, such
as risk of loss from currency fluctuation or political or economic uncertainty. Funds focusing their investments on certain
sectors increase their vulnerability to any single economic, regulatory or sector-specific development. This may result in
greater share price volatility. The Fund focuses its investments in Japan, thereby increasing the impact of events and
developments in Japan that can adversely affect performance. The Fund uses various strategies to attempt to minimize
the impact of changes in the Japanese yen against the U.S. dollar, which may not be successful. Investments in derivative
investments can be volatile, may be less liquid than securities and may be more sensitive to the effect of varied economic
conditions. As this Fund can have a high concentration in some issuers, the Fund can be adversely impacted by changes
affecting those issuers. 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.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook
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View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Interest rates  : The rate at which interest is paid by a borrower for the use of money.

Dividend yield  : A financial ratio that shows how much a company pays out in dividends each year relative to its share
price.

S&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the Standard and Poor’s Index
Committee designed to represent the performance of the leading industries in the United States economy.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

Correlation  : Statistical measure of how two sets of returns move in relation to each other. Correlation coefficients range
from -1 to 1. A correlation of 1 means the two subjects of analysis move in lockstep with each other. A correlation of -1
means the two subjects of analysis have moved in exactly the opposite direction.

Safe-haven  : Characterized by being a potentially desirable focal point of investment flows during periods of increased
volatility and market risk. Safe-haven is not synonymous with risk-free.

Yield  : The income return on an investment. Refers to the interest or dividends received from a security that is typically
expressed annually as a percentage of the market or face value.

Negative Interest Rate Policy (NIRP)  : A monetary policy where by interest rates.

Yield curve  : Graphical Depiction of interest rates on government bonds, with the current yield on the vertical axis and
the years to maturity on the horizontal axis.

MSCI Japan Index  : A market cap-weighted subset of the MSCI EAFE Index that measures the performance of the
Japanese equity market.

Tokyo Stock Price Index (TOPIX)   : A free float-adjusted market capitalization-weighted index that is calculated based
on all the domestic common stocks listed on the Tokyo Stock Exchange First Section.
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