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Grant me the use of a baseball strategy analogy for a phenomenon that we are witnessing in the fund management
industry.

In figure 1, I added blue arrows and little red dots to show how to shift the team’s positioning for a batter who typically
hits toward third base. In baseball, this is sometimes called “shifting over.”

Figure 1: “Shifting Over” 

Now imagine a stock market that has not been dominated one way or another by growth or value stocks. This is an
example of the style box image for a large cap blend fund you may be considering.

Figure 2: Hypothetical Large Cap Core Fund, Normal Environment

In figure 2, the yellow dot, representing a hypothetical basket of large cap blend funds, is dead center in the “large cap
blend” square, as is the Russell 1000 Index of large cap stocks, as many of us would expect. Because a fund you are
considering has a large blend mandate, the blue dot may fall anywhere within that square. I put it a little below the
yellow and red dots at random (it could just as easily be above them, to the right, to the left, etc.).

Here’s a concern: In the real world right now, the yellow and red dots aren’t in the center. As we see in the following
charts, they are “shifting.”
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Figure 3 shows the Morningstar image for the WisdomTree U.S. LargeCap Fund (EPS), which “shifts over” toward the “V
alue” style box to its left while staying in the center column, “the core.” Now look at the yellow dot for the large cap
blend category; it encompasses hundreds of funds that, “on net,” are all the way over on the border wall with “Growth.”
In fact, the Russell 1000 Index is doing the same thing.

And this market has melted so high that all three dots are pushing above the nine style box squares, into the gray squares
at the top—the “Mega Cap” zone that lies above Large Caps.

Figure 3: Large Cap Core? Try Mega-Cap Closet Growth

Figure 4 shows one reason money managers can be tempted to drift toward growth: performance chasing.

Figure 4: 5-Year Returns through 9/30/19
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For definitions of Indexes in the chart, please visit our glossary.

This is what I get for WisdomTree U.S. MidCap ETF (EZM), which I chose because Morningstar categorizes it as a Mid
Cap Blend. One more surge upward in this stock market and the Russell “Mid” Cap could end up in Large Cap territory,
while small caps could end up in the Mid Cap boxes.

Figure 5: Russell Midcap Index Is Shifting Upward and Rightward

Small caps can be particularly egregious. The WisdomTree U.S. SmallCap Fund (EES) “shifts toward” pure small
company exposure and value. But one may think the Law of Large Numbers, which says that an experiment conducted
enough times will converge to the expected value, might put the small cap blend industry as a collective into the center
of the blend square. However, in figure 6, the Small Blend category (the yellow dot) has an appearance of Small/Mid
(SMID).

Figure 6: Small-Cap Core or ‘SMID’ Growth-Lite?

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/glossary
https://wisdomtree.com/~/link.aspx?_id=72955D6B70EF455EBA0F80FE9DA53A69&_z=z
https://wisdomtree.com/~/link.aspx?_id=F549924E55E5465EA61A7109DA136355&_z=z


“Shifting over” to growth investing sometimes works fine—like when growth stocks outperform. And, in recent years,
they have. But what happens if value investing comes back?

Unless otherwise stated, all data from Morningstar, as of 10/11/19.

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including possible loss of principal.  Funds focusing their investments on certain
sectors increase their vulnerability to any single economic or regulatory development.  This may result in greater share
price volatility.  Please read each Funds' 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

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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