WisdomTree STRATEGY INSIGHT

THE WISDOMTREE FIXED
INCOME ENHANCED
YIELD SUITE OF ETFs

MAY 2019

Fixed income investors continue to search for yield in an environment where central bank policy rates in
Europe are at historically low levels. As the global economy begins to show signs of slowing and inflation
concerns in Europe are abated, a solution that aims to enhance the yield within traditional core fixed income
indices meanwhile maintaining controlled risk parameters are providing a timely solution for clients. In our
view, investors who own the market broadly using passive strategies that aim to track the Bloomberg Barclays
Euro Treasury Enhanced Yield Bond Index or the Bloomberg Barclays Euro Aggregate Bond Index are faced
with using tools that have large exposures to negative yielding bonds. To address the flaws inherent in these
strategies, WisdomTree has developed a passive way to optimise the weights within these indices with the

aim to enhance yield meanwhile applying strict risk constraints.

WisdomTree has launched a suite of enhanced yield exchange-traded funds (ETFs) for their investors in the
US, Canada and most recently has launched two enhanced yield ETFs for European investors to address client
demand for greater yield within their fixed income portfolios. The enhanced yield suite of ETFs in aggregate

have gathered almost $800 million in assets globally and investor interest continues to grow, as per Figure 1.

FIGURE 1: ASSETS UNDER MANAGEMENT (AUM) WITHIN WISDOMTREE'S ENHANCED YIELD FIXED INCOME SUITE GLOBALLY
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Source: WisdomTree as of 26 March 2019. Historical performance is not an indication of future performance

and any investments may go down in value. You cannot invest directly in an index.
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European investors can now gain access to two approaches which are physically replicated, offer direct

investment in investment grade bonds and are UCITS compliant:

+ European Government Bond Index: The WisdomTree EUR Government Bond Enhanced Yield UCITS
ETF: The fund seeks to track the performance, before fees and expenses of Bloomberg Barclays Euro
Treasury Enhanced Yield Bond Index which aims to achieve a higher yield than the Bloomberg Barclays Euro

Treasury Bond Index (the traditional index).

+ European Aggregate Bond Index: The WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF
seeks to track the price and yield performance, before fees and expenses, of the Bloomberg Barclays Euro
Aggregate Enhanced Yield Bond Index (BB Euro Agg Enh Yield Index) which aims to achieve a higher yield
than the Bloomberg Barclays Euro Aggregate Bond Index (the traditional index).

Yield can typically be increased by shifting exposure along several different risk dimensions within the index.
For the European Aggregate Bond Index, risk dimensions include sovereign, interest rate risk (i.e., duration)
and credit risk (e.g. spread). For the European Government Bond Index, risk dimensions include sovereign
and interest rate risk (i.e., duration). Both strategies use a rules-based approach to reweight the sub-
components of the Euro Aggregate Bond Index such that yield is maximized — subject to certain constraints
— while the risk characteristics are broadly preserved. While these indices were launched in April 2018, the
rules-based approach allowed Bloomberg to provide history backfilled to January 2002. This can provide
investors with the ability to review back-tested data going back past the most recent 2008 financial crisis, a
period that includes severe strain to financial markets. Both WisdomTree strategies mentioned apply a similar
optimisation process with slightly different constraints that aim to keep tracking error at 35 basis points
against the traditional index on a monthly basis meanwhile aiming to enhance the yield versus their respective

traditional indices.

WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF: Deeper dive

FIGURE 2: THE OPTIMIZATION PROCESS FOR THE BLOOMBERG BARCLAYS EURO AGGREGATE ENHANCED YIELD BOND INDEX
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FIGURE 3: CAPTURES GREATER YIELD EXPOSURES ACROSS THE YIELD CURVE WITHIN RISK METRICS

Euro Aggregate Euro Aggregate Enhanced

France

Germany
Spain

Italy
Belgium
Netherlands

Other Countries
Corp AA and Above
Corp A

Corp BBB

Covered Bonds
Gov Related

Total

| -
A
o

-

[ Total

0.80%

0.33%

0.67%

0.45%
Other Countries 0.20% 1.08%

|
]
=
Corp AA and Above 0.48% 0.97% =

France
Germany
Spain
Italy
Belgium

Netherlands

Corp A

Corp BBB
Covered Bonds
Gov Related
Total

0.31% 0.92%
0.38% 1.10%
o417 | i___N_ N

Euro Aggregate | Diference |

Contribution to Yield 10+ Total

France i
Germany

Spain

Italy l l .
Beigium

Netherlands

Other Countries 0.005% 0.018%

Corp AA and Above -0.000% 0.003%  0.002%

Corp A 0.008% ] | ‘g
Corp BBB 0.014% | o o

Covered Bonds 0.004% 0051% | 0.06% il i
Gov Related 0.033% 0041%  0021% | 0.06% {
Total 0.38% 1.01% : : :

Source: Bloomberg, WisdomTree. Data as of 29 March 2019. Euro Aggregate Enhanced index is represented using
the BB Euro Agg Enh Yield Index. The Euro Aggregate index is represented using the Bloomberg Barclays Euro
Aggregate Bond Index.

You cannot invest directly in an index. Historical performance is not an indication of future performance and

any investments may go down in value.
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As per figure 3, the enhanced yield index modified the weights of Germany within each sub-component of
the curve. In the sub-component Germany 1-5 year, the traditional index had a 4.0% weight meanwhile the
enhanced yield index reduced exposure to 0.0%. For example, this also occurred in the Germany 5-10 year
sub-component as exposure went from 2.9% in the traditional index to 0.0% meanwhile in the 10+ year sub-
component the exposure was increased to 3.7% from 2.6%. One notable point as of end of March 2019 is
that German bonds within these sub-components of the traditional index provide yields of negative 58 basis
points and negative 29 basis points, respectively. Positive yields for Germany are only achieved once we look
at maturities of 10+ years where the yield turns to positive 33 basis points. This is the sub-component of the
German yield curve where the enhanced yield index adds an overweight relative to the traditional European
Aggregate Index. Overall, the BB Euro Agg Enh Yield Index was able to achieve a yield of 1.01% versus
the Bloomberg Barclays Euro Aggregate Bond Index which achieved a yield of only 0.51% as of end
of March 2019. As a core allocation within an investors fixed income portfolio, the enhanced yield
strategies will rebalance each month using the previously mentioned optimisation process aiming to
optimise the yield meanwhile remain within the risk constraints.

The following constraints are applied, which serve to control risk and concentration while limiting
turnover:

+ Tracking error constraints: Tracking Error Volatility (TEV) of the BB Euro Agg Enh Yield Index relative to
the Bloomberg Barclays Euro Aggregate Bond Index (Euro Agg Index) should be limited to 35 basis points
each month. TEV is defined as the volatility of the difference between the performance of a portfolio and its

benchmark.
+ Duration constraints: No more than 1 year greater than that of the Euro Agg Index

+ Sector and sub-component constraints relative to the Euro Agg Index weights (%): Major sector +/- 20%,
minor sector +/- 10%, individual buckets +/- 5%, Baa credits+/-15%.

+ Bucket size constraint: To be eligible for selection on any given monthly weight determination date, a sub-
components’s market value has to be at least EUR10bn, or its weight has to be at least 0.15% of the Euro Agg

Index.

+ Turnover constraints: Portfolio turnover due to monthly rebalancing is capped at 5%. When this
condition cannot be met, the turnover limit is increased incrementally by 1% until a solution is found.
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Competitor Analysis

How does the WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF compare to other exchange

traded funds?

Below we highlight a few passive and smart beta solutions providing exposure to European aggregate or

European corporate indices. Each have slightly different objectives and should be reviewed within
of an investor’s overall portfolio goals.

the context

WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF: seeks to track the price and yield
performance, before fees and expenses, of the BB Euro Agg Enh Yield Index. The index uses a rules-based
approach to reweight the sub-components of the Euro Aggregate Bond Index such that yield is maximized —
subject to certain constraints — while the risk characteristics are broadly preserved.

iShares € Aggregate Bond UCITS ETF EUR (Dist): seeks to track the performance of an index composed
of Euro denominated investment grade government, government-related, corporate and securitised bonds.

iShares Core € Corp Bond UCITS ETF: seeks to track the performance of an index composed of Euro
denominated investment grade corporate bonds.

L&G LOIM Euro Corporate Bond Fundamental UCITS ETF: aims to track the LOIM Fundamental Euro
Corporate Index by investing primarily in an optimised portfolio of fixed-rate EUR-denominated corporate
bonds whose weights are determined using fundamental factors to assess issuers’ creditworthiness.

db x-trackers iBoxx EUR Corporates Yield Plus UCITS ETF (DR): aims to reflect the performance of the
highest yielding EUR-denominated corporate bonds (sub-index of the Markit iBoxx EUR Corporate 1-10 year
index), investment grade bonds only at inclusion but downgraded bonds remain in the index (high yield
bonds with a minimum rating of BB-, 20% limit on high yield bonds).

IndexIQ Factors Sustainable Corporate Euro Bond: aims to give investors access to Euro-denominated
investment grade corporate bonds issued by companies that meet SRl criteria. It aims to track the performance

of the Solactive Candriam Factors Sustainable Corporate Euro Bond Index.

TABLE 4: COMPETITOR DETAILS

Bloomberg Barclays Euro

BB Euro Agg . ) WisdomTree EUR Aggregate Bond
133852EU Enh. Yield Aggregate Enhanced Yield WisdomTree Enhanced Yield UCITS ETF 0.18
Bond Index
Bloomberg Barclays EuroAgg .
Passive LBEATREU BB Euro Agg Total Return Index Value iShares B é%gl’lzeg;t((le)s%nd e 0.25
Unhedged EUR DFEP LN s
BB Euro Agg Sleomens|Zanszays Be iShares Core € Corp Bond UCITS
LECPTREU Cor Aggregate Corporate Total iShares ETF 0.20
P Return Index Value Unhedged EU
LOFEUCP  LOIMEURCorp  LOIM Eur Corporate Index L&G L&GFE?L'\;E;‘;ICSE’I%“E?FEO”d 0.30
) Markit iBoxx EUR Corporates db x-trackers iBoxx EUR Corporates
IBXXECY1 iBoxx EUR Corp Yield Plus TRI db x-trackers Yield Plus UCITS ETF (DR) 0.25
Solactive Solactive Candriam Factors .
SOLCACBE  Candriam Fctrs Sustainable Corporate Bond IndexIQ ezl Q. seiom SLaisimslsle 0.30
Corporate Euro Bond
Sust Corp Index

Source: Bloomberg as of 30 April 2019. You cannot invest directly in an index. Historical performance is not an

indication of future performance and any investments may go down in value.
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TABLE 5: INDEX YIELD AND DURATION CHARACTERISTICS

Yel (%)

WisdomTree BB Euro Agg Enh. Yield
Passive iShares BB Euro Agg 050 690
iShares BB Euro Agg Corp 0.73 5.08
L&G LOIM EUR Corp 0.69 4.81
db x-trackers iBoxx EUR Corp 1.26 513
IndexIQ Solactive Candriam Fetrs Sust Corp - -

Source: Bloomberg, as of 30 April 2019. BB= Bloomberg. You cannot invest directly in an index. Historical

performance is not an indication of future performance and any investments may go down in value.

In reference to table 5, the BB Euro Agg Enh. Yield Index exhibits a yield enhancement over the pure passive
Euro aggregate indices as well as the smart beta LOIM Euro Corp index. The iBoxx Euro Corporate index
does gain greater yield although the index rules allow for up to 20% exposure into bonds rated as high yield.
On the other hand, the investment universe for the BB Euro Agg Enh. Yield index is purely investment grade.

TABLE 6: CALENDAR YEAR TOTAL RETURNS

Yearly returns

Strategy Index name H 2013 m

BB Euro Agg Enh. Yield 419% -031% 200% 4.63% 13.88% 2.64%

Passive
MBB Euro Agg Corp 3.94% -1.25% 241% 4.73% -056% 8.40% 237% 13.59%  149% 4.75% 15.71%

I Lo ek cor s e B I
e | | ~ I -
Smart Beta TacKers P o o 177
Solactive Candriam Fcirs 073% 212% | 3.98%
Sust Corp

Source: Bloomberg as of 30 April 2019. The BB Euro Agg Enh Yield Index was launched in April 2018, with history
backfilled to January 2002. You cannot invest directly in an index. Historical performance is not an indication

of future performance and any investments may go down in value.

From a performance standpoint if we include backtested data going back to 2009 as referenced in table 6,
the BB Euro Agg Enh. Yield index has exhibited positive returns in each calendar year except in 2018 when
most indices were negatively impacted by market volatility. Although in 2018 if we compare the calendar year
returns within this select universe, many competing indices faced a greater impact on returns.
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Conclusion

As fixed income investors continue to search for yield, a solution that aims to enhance the yield within
traditional core fixed income indices meanwhile maintaining controlled risk parameters are providing a timely
solution for clients. WisdomTree's suite of enhanced yield exchange-traded funds (ETF) in UCITS form can
help address this need and form the core of a clients fixed income portfolio. These ETFs rebalance monthly to
adjust portfolio positions with the aim to enhance yield meanwhile not deviating from the investment universe
of the traditional index in each respective strategy, a pure investment grade solution for client portfolios.

Related products:

WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF — EUR
WisdomTree EUR Aggregate Bond Enhanced Yield UCITS ETF - EUR Acc
WisdomTree EUR Government Bond Enhanced Yield UCITS ETF — EUR
WisdomTree EUR Government Bond Enhanced Yield UCITS ETF EUR Acc

WisdomTree.com = +44 (0) 207 448 4330 WISDOMTREF®
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https://www.wisdomtree.eu/en-gb/etfs/fixed-income/yld---wisdomtree-eur-aggregate-bond-enhanced-yield-ucits-etf---eur
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/eyld---wisdomtree-eur-aggregate-bond-enhanced-yield-ucits-etf---eur-acc
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/gove---wisdomtree-eur-government-bond-enhanced-yield-ucits-etf-eur
https://www.wisdomtree.eu/en-gb/etfs/fixed-income/wgov---wisdomtree-eur-government-bond-enhanced-yield-ucits-etf---eur-acc
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IMPORTANT INFORMATION

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.

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. Past performance is not a reliable indicator of future performance. Any historical
performance included in this document may be based on back testing. Back testing is the process of evaluating
an investment strategy by applying it to historical data to simulate what the performance of such strategy
would have been. Back tested performance is purely hypothetical and is provided in this document solely for
informational purposes. Back tested data does not represent actual performance and should not be interpreted
as an indication of actual or future performance. The value of any investment may be affected by exchange rate
movements. Any decision to invest should be based on the information contained in the appropriate prospectus
and after seeking independent investment, tax and legal advice. These products may not be available in your
market or suitable for you. The content of this document does not constitute investment advice nor an offer for
sale nor a solicitation of an offer to buy any product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index,
less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including
among others, general market risks relating to the relevant underlying index, credit risks on the provider of index
swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and
regulatory risks.

The information contained in this document is not, and under no circumstances is to be construed as, an
advertisement or any other step in furtherance of a public offering of shares in the United States or any province
or territory thereof, where none of the issuers or their products are authorised or registered for distribution and
where no prospectus of any of the issuers has been filed with any securities commission or regulatory authority.
No document or information in this document should be taken, transmitted or distributed (directly or indirectly)
into the United States. None of the issuers, nor any securities issued by them, have been or will be registered
under the United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any
applicable state securities statutes.

This document may contain forward looking statements including statements regarding our belief or current
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will
be accurate and actual results could differ materially from those anticipated in such statements. WisdomTree
strongly recommends that you do not place undue reliance on these forward-looking statements.

WisdomTree Issuer PLC

The products discussed in this document are issued by WisdomTree Issuer PLC (“WT Issuer”). WT Issuer is an
umbrella investment company with variable capital having segregated liability between its funds organised under
the laws of Ireland as a public limited company and authorised by the Central Bank of Ireland (“CBI”). WT Issuer
is organised as an Undertaking for Collective Investment in Transferable Securities ("UCITS") under the laws of
Ireland and shall issue a separate class of shares (“Shares”) representing each fund. Investors should read the
prospectus of WT Issuer (“WT Prospectus”) before investing and should refer to the section of the WT Prospectus
entitled ‘Risk Factors' for further details of risks associated with an investment in the Shares.
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In Switzerland, this communication is only targeted at Regulated Qualified Investors.

For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the
person to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase
shares in the Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior
authorisation of the Maltese Financial Services Authority.

For Investors in France:

The information in this document is intended exclusively for professional investors (as defined under the MiFID)
investing for their own account and this material may not in any way be distributed to the public. The distribution
of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may be restricted by law. The
Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory as UCITS compliant
with European regulations although may not have to comply with the same rules as those applicable to a similar
product approved in France. The Fund has been registered for marketing in France by the Authority Financial
Markets (Autorité des Marchés Financiers) and may be distributed to investors in France. Copies of all documents
(i.e. the Prospectus, the Key Investor Information Document, any supplements or addenda thereto, the latest
annual reports and the memorandum of incorporation and articles of association) are available in France, free of
charge at the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris, France. Any
subscription for Shares of the Fund will be made on the basis of the terms of the prospectus and any supplements
or addenda thereto.

Index Disclaimer

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively
"Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates,
"Barclays”), used under license. Bloomberg or Bloomberg's licensors, including Barclays, own all proprietary
rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays is affiliated with WisdomTree
Investments Inc, and neither approves, endorses, reviews or recommends the WisdomTree EUR Aggregate
Bond Enhanced Yield UCITS ETF or the WisdomTree EUR Government Bond Enhanced Yield UCITS ETF (the
“Funds”). Neither Bloomberg nor Barclays guarantees the timeliness, accurateness or completeness of any data
or information relating to the Bloomberg Barclays Euro Aggregate Enhanced Yield Index or the Bloomberg
Barclays Euro Treasury Enhanced Yield Index (the "Enhanced Yield Indices”), and neither shall be liable in any
way to WisdomTree Issuer PLC, investors in the Funds or other third parties in respect of the use or accuracy of
the Enhanced Yield Indices or any data included therein.
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