
WisdomTree.eu     +44 (0) 207 448 4330

For Professional clients only

WisdomTree EUR Government Bond ESG 
Enhanced Yield UCITS ETF GOVE

December 2021

Given that many investors often follow market-capitalisation1 (market cap) weighted benchmarks, yields 
on their holdings of European government bonds have decreased markedly over the years leading to 
greater exposures to negative yielding bonds. This bias is also prevalent in many Environmental, Social, 
and Governance (ESG) screened Euro Treasury indices which are market cap weighted. By working in close 
relationship with Bloomberg, WisdomTree helped develop an approach that draws on the same investable 
universe as the Bloomberg MSCI Euro Treasury Sustainability Index but focuses on seeking ways to boost 
yield in a risk-controlled manner. This approach gave life to the Bloomberg MSCI Euro Treasury Sustainability 
Enhanced Yield Bond Index.

A bond investor’s challenge  
 
The Bloomberg MSCI Euro Treasury Sustainability Index (ESG screened Euro Treasury Index) is a market 
cap weighted index which provides a broad exposure to investment grade government bonds. Due to its 
market cap weighting, there is a bias to allocate the greatest weights to issuers with the largest amount of debt 
outstanding. Historically, this has resulted in market cap weighted Euro Treasury indices having large exposures 
to government bonds which are negative yielding. For investors, concentrating positions in this segment of the 
market appears contrary to their investment objectives of income and capital preservation. In our view, a more 
intuitive approach to indexing may focus on the ways an investor can enhance the yield of their portfolio while 
keeping risk in line with a recognised benchmark.  

Introducing the WisdomTree EUR Government Bond ESG Enhanced Yield strategy 

A UCITS compliant exchange traded fund that seeks to increase the income potential of an ESG screened, 
European investment grade core fixed income universe, while continuing to benefit from the risk 
mitigation and diversification benefits found within a basket of European government bonds. By sourcing 
opportunities within the ESG screened Euro Treasury Index meanwhile setting constraints on bond risk factors 
such as interest rate and sovereign risk, the strategy aims to enhance the income potential of an ESG screened 
European Treasury portfolio.

GOVE Quick Facts 

 + Structure: Open-end UCITS ETF
 + Exposure: ESG Screened, Euro-denominated, investment grade fixed income treasuries.

1 Market Capitalisation: Price of the bond times number of bonds outstanding from that issue. Issues with the highest 
values receive the highest weights in approaches designed to weight issues by market capitalization.

2 Interest rate risk: The risk that an investment’s value will decline due to an increase in interest rates.
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FIGURE 1: FUND INFO

Insight into the index methodology 

The Bloomberg MSCI Euro Treasury Sustainability Enhanced Yield Bond Index (Euro Treasury ESG Enhanced 
Yield) aims to achieve a higher yield than the Bloomberg MSCI Euro Treasury Sustainability Index (ESG screened 
Euro Treasury Index). To do so, it starts with the basket of bonds within the ESG screened Euro Treasury 
Index and applies an optimisation method to modify the weights to enhance yields while respecting several 
constraints.

I.  INITIAL BASKET SELECTION 

The initial basket is the same as the ESG screened Euro Treasury Index and aims to be a broad representation 
of the investable Eurozone fixed rate and investment grade sovereign bond market filtered for ESG criteria. 
Securities are then weighted based on the bond issue market value with the index rebalancing after the close of 
the last business day of each month. For illustrative purposes, please refer to the below diagram:

Source: Bloomberg, WisdomTree

II.  YIELD OPTIMISATION MECHANISM 

The yield enhancement mechanism follows a 3-step process:

 + Divide the ESG screened Euro Treasury Index constituents into 21 buckets
 + Determine and apply constraints
 + Run an optimiser to determine new weights for the 21 buckets

Ticker Exhange ISIN Bloomberg 
Code

Listing  
Currency

Base  
Currency

Total Expense 
Ratio % 

GOVE Borsa Italiana IE00BD49RJ15 GOVE IM EUR EUR 0.16

GOVE SIX IE00BD49RJ15 GOVE SW EUR EUR 0.16

WTDR Xetra IE00BD49RJ15 WTDR GY EUR EUR 0.16

 Bloomberg Euro Treasury Index 

1. ESG Ratings cut

Securities must have an MSCI ESG rating  
greater than or equal to BBB

Unrated issuers are excluded from the universe

Bloomberg MSCI Euro 
Treasury Sustainability Index



3GOVE: WisdomTree EUR Government Bond ESG Enhanced Yield UCITS ETF

WisdomTree.eu     +44 (0) 207 448 4330

For Professional clients only

FIGURE 2: BLOOMBERG MSCI EURO TREASURY SUSTAINABILITY INDEX DECOMPOSITION

Source: Bloomberg, WisdomTree

2. Determine and apply constraints 

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

 + Tracking error constraints: the expected Tracking Error Volatility (TEV)4 of the Euro Treasury ESG  
Enhanced Yield Index relative to the ESG screened Euro Treasury Index should be less than 35 basis 
points each month.

 + Duration5 constraints: The duration constraint is symmetrical to allow for +/- 1 year versus the  
Bloomberg MSCI Euro Treasury Sustainability Index (ESG screened Euro Treasury Index).

 + Country and bucket constraints: The country weights cannot deviate by more than 10% from their  
weights in the ESG screened Euro Treasury Index. In addition, the weight of the individual buckets 
(German Govt 1-5 Year, German Govt 5-10 Year, German Govt 10+ Year) cannot deviate by more than 
5% from their weights in the ESG screened Euro Treasury Index.

 + Bucket size constraint: To be eligible for selection on any given monthly weight determination date,  
a bucket’s market value has to be at least EUR10bn, or its weight has to be at least 0.15% of the ESG 
screened Euro Treasury Index.

 + Turnover constraints: Portfolio turnover due to monthly rebalancing6 is capped at 5%. When this  
condition cannot be met, the turnover limit is increased incrementally by 1% until a solution is found.

2 Maturity: The amount of time until a loan is repaid.

3 Liquidity: The degree to which an asset or security can be bought or sold in the market without materially affecting the 
asset’s price. Liquidity is characterized by a high level of trading activity. Assets that can be easily bought or sold are 
known as liquid assets.

4 Tracking Error Volatility: The volatility of the difference between the performance of a portfolio and its benchmark. In 
this case, the portfolio is the Euro Treasury ESG Enhanced Yield Index.

5 Duration: A measure of a bond’s sensitivity to changes in interest rates. The weighted average accounts for the various 
durations of the bonds purchased as well as the proportion of the total government bond portfolio that they make up.

6 Rebalance: An index is created by applying a certain set of selection and weighting rules at a certain frequency.

Years to Maturity

1-5 Years 5-10 Years 10+ Years

German Govt 1-5 German Govt 5-10 German Govt 10+

France 1-5 France 5-10 France 10+

Belgium 1-5 Belgium 5-10 Belgium 10+

Italy Govt 1-5 Italy Govt 5-10 Italy Govt 10+

Dutch Govt 1-5 Dutch Govt 5-10 Dutch Govt 10+

Spain Govt 1-5 Spain Govt 5-10 Spain Govt 10+

Other Govt 1-5 Other Govt 5-10 Other Govt 10+
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1.  Divide the ESG screened Euro Treasury Index constituents into 21 buckets 

In the first step, the ESG screened Euro Treasury Index is decomposed into 21 buckets across country and 
maturity2 as shown in Figure 2. While each sub-component retains a suitable size for investability and liquidity3 
purposes, each bucket may present unique opportunities for risk and reward.
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3. Determine bucket weights 

Each month, weights of the Index are optimised across the 21 sub-components to maximise yield, while 
adhering to the five constraints. It is important to note that the optimisation is done at the bucket level, not 
the security level. Consequently, they keep the same relative weight within a bucket.

Example:

 
Source: Source: WisdomTree. 

In this hypothetical example, the ESG screened Euro Treasury Index has 12% allocated to the Dutch 
Government 1-5 Year bucket. This bucket consists of two bonds, Security A and B, which represent 6% of 
the index each. The optimiser assigns a new weight of 5% for this bucket. Security A and B are consequently 
adjusted, keeping the same relative weight with each other, to 2.5% each of the index.

Initial Weights in ESG screened 
Euro Treasury Index

Dutch Government 1-5 Year 12%

Security A 6%

Security B 6%

Optimised Weights in Euro Treasury 
Enhanced Yield Index

Dutch Government 1-5 Year 5%

Security A 2.5%

Security B 2.5%

Tracking Error Volatility

< 35 bps / month

Duration Cap

+/- 1 Year

Weight Deviation

Country +/- 10%

Individual Buckets +/- 5%

Bucket Eligibilty

At least 10Bn Euro or

At least 0.15% of Euro Treasury universe

Turnover

Less than 5% each month

FIGURE 3: SUMMARY OF CONSTRAINTS ON THE BLOOMBERG MSCI EURO 
TREASURY SUSTAINABILITY ENHANCED YIELD BOND INDEX 
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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 ICAV

The products discussed in this document are issued by WisdomTree Issuer ICAV (“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 an Irish Collective Asset-management Vehicle 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. 



6GOVE: WisdomTree EUR Government Bond ESG Enhanced Yield UCITS ETF

WisdomTree.eu     +44 (0) 207 448 4330

For Professional clients only

Index Disclaimer

“Bloomberg®” and the Bloomberg Commodity Index(es)SM referenced herein are service marks of Bloomberg 
Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the indices 
(collectively, “Bloomberg”) and have been licensed for use for certain purposes by WisdomTree UK Limited and 
its permitted affiliates including WisdomTree Management Limited and WisdomTree Issuer ICAV (together, 
WisdomTree). Bloomberg is not affiliated with WisdomTree, and Bloomberg does not approve, endorse, review, 
or recommend the WisdomTree EUR Government Bond ESG Enhanced Yield UCITS ETF. Bloomberg does not 
guarantee the timeliness, accurateness, or completeness of any data or information relating to the index(es). 

This document constitutes an advertisement of the financial product(s) mentioned herein. 

The prospectus and the key investor information documents (KIID) are available from WisdomTree’s website: 
https://www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

Some of the sub-funds referred to in this document may not have not been registered with the Swiss Financial 
Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered with 
FINMA shall be distributed exclusively to qualified investors, as defined in the Swiss Federal Act on Collective 
Investment Schemes or its implementing ordinance (each, as amended from time to time). The representative 
and paying agent of the sub-funds in Switzerland is Société Générale Paris, Zurich Branch, Talacker 50, PO Box 
5070, 8021 Zurich, Switzerland. The prospectus, the key investor information documents (KIID), the articles 
of association and the annual and semi-annual reports of the sub-funds are available free of charge from the 
representative and paying agent. As regards distribution in Switzerland, the place of jurisdiction and performance 
is at the registered seat of the representative and paying agent.

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.

This communication is only intended for duly registered banks and/or licensed portfolio management companies 
in Monaco. This communication must not be sent to the public in Monaco.


