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Equities finished the year with a very strong fourth quarter. Global equities gained 11.4% over the last three months to
close the year with a 23.8% positive performance. The lowering of the “higher for longer” rates’ fears and the awakening
of small-cap stocks after three quarters of lackluster performance helped stocks edge higher. Overall, markets finished
the year focusing on upcoming rate cuts; combined with decreasing inflation, this led to a reversal of the negative mood
observed in Q3.

This installment of the WisdomTree Quarterly Equity Factor Review aims to shed some light on how equity factors
behaved during this reversal and how this may have impacted investors' portfolios.

e Overall guality and growth continued to dominate, but small cap joined the party this quarter. In the U.S. and
Europe, small caps even posted the strongest outperformance.

e High dividend, value and min volatility posted the largest underperformance, suffering from the markets’ pivot to
optimism.

e | nemerging markets, the picture remained a bit different from the rest of the world, with most factors
outperforming. Only momentum and min vol posted underperformance. Quality posted the strongest returns.

Looking to 2024, the equity outlook remains positive but quite uncertain. It appears rate cuts are coming, but a notable
deterioration in economic data and continued disinflation may be required to validate expectations for significant policy
easing in 2024 and to support equity markets. With non-dividend payers having benefited from an exceptional run over
the last decade compared to high-dividend payers, 2024 may see a net expansion of the breadth of the market, leading
to some mean reversion in favor of dividend payers. This could play a very important role in the performance of quality in
the year ahead, pushing high-quality dividend-growing stocks to outperform high-quality tech stocks.

Performance in Focus: A Surprising Bull Run for Q4

In Q4, MSCI World (+11.4%) and MSCI USA (+11.8%) performed very strongly. European and emerging markets equities
were weaker but still returned high single-digit performance. Overall, Tech megacaps continued to lead, but the
market's breadth increased, with small caps in the U.S. and Europe performing quite strongly.

Overall, Q4 ended up quite positive to factor investing:

e In global developed markets, growth and quality posted the strongest returns, in line with the rest of the year.
Small cap finished third in a late revival after three quarters of lackluster performance.

e In the U.S. and Europe, small caps posted the strongest outperformance, followed by growth. Quality performed
well in Europe, finishing third, but in the U.S., momentum grabbed the third place.

e Overall, in developed markets, high dividend, min volatility and, to a smaller extent, value suffered the bulk of the
underperformance.

e In emerging markets, quality and momentum dominated, but like in previous quarters, most factors were able to
produce outperformance over the quarter. Momentum was the standout loser in the region.

Figure 1: Equity Factor Outperformance in Q3 2023 across Regions
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2023 in Review

Looking back at the full year, growth remained the clear winner in developed and U.S. equities with double-digit
outperformance versus the market. In both regions, only quality managed to follow its lead, outperforming by almost
10% in both markets. All the other factors underperformed, with high dividend, min vol and momentum posting large
underperformance.

In Europe, quality and growth also dominated the other factors but posted only minor outperformance. Minimum
volatility and small caps were the standout losers in that region.

In emerging markets, all factors but momentum and min volatility did quite well in 2023. Small cap posted the strongest
returns, followed by value and quality.

Figure 2: Equity Factor Outperformance in 2023 across Region
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Is It Time for the Revenge of the Dividend Payers?

Research has shown that across markets, over the long term, big-dividend payers tend to outperform low-dividend
payers or companies that don't pay dividends at all. However, after the strong outperformance of Tech megacaps,
including many non-dividend payers in 2023 and over the last decade in general, data from Dartmouth’s Ken French
shows that over the last 20 years, the companies that paid no dividend outperformed the quintile that paid the highest
dividends by the largest amount on record. Assuming some mean reversion, this could point to some resurgence of
dividend payers.

This is of particular interest when looking at the quality factor. Quality continued to do well over the year, but over the
last two years, we have observed a strong divergence in behavior between high-quality companies that pay dividends
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and those that don't. In 2022, the quality dividend payers dominated, while the quality non-dividend payers did better in
2023.

To look at the impact of that divergence on “investable” portfolios, we consider:

e the MSCI USA Quality Index, which currently allocates a large proportion of the portfolio to Tech and high-quality,
non-dividend-paying companies

o the WisdomTree U.S. Quality Dividend Growth Index, which focuses on high-quality, dividend-growing companies
and, therefore, invests only in dividend-paying companies, leading to smaller allocations to Tech and the
Magnificent Seven.

In figure 3, we observe that MSCI USA Quality, following the strong rally of Tech and the Magnificent Seven in 2023, is
historically expensive compared to the market. On the contrary, with a discount of -2, the WisdomTree U.S. Quality Divid
end Growth is currently quite cheap and getting cheaper.

Figure 3: Historical Price-to-Earning Ratio Premium/Discount vs. the MSCI USA Index
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For definitions of terms in the chart above, please visit the glossary.
Taken together, this could indicate that high quality with a dividend tilt could be poised to take the lead in 2024.

Valuations Increased in Q4

In Q4 2023, developed markets got more expensive following the sharp rally. All factors saw the price-to-earnings ratio
increase over the quarter except for momentum in Europe. Growth saw the biggest increase across regions on average.
Small caps and momentum follow just behind. In emerging markets, valuations increased across most factors bar small

caps.
Figure 4: Historical Evolution of Price-to-Earnings Ratios of Equity Factors
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Looking Forward to 2024

The equity outlook remains positive but quite uncertain. It appears rate cuts are coming, but a notable deterioration in
economic data and continued disinflation may be required to validate expectations for significant policy easing in 2024
and to support equity markets. With non-dividend payers having benefited from an exceptional run over the last decade
compared to high-dividend payers, 2024 may see a net expansion of the breadth of the market, leading to some mean
reversion in favor of dividend payers. This could play a very important role in the performance of quality in the year
ahead, pushing high-quality dividend-growing stocks to outperform high-quality tech stocks.

Pierre Debru is an employee of WisdomTree UK Limited, a European subsidiary of Wisdom Tree Asset Management Inc.’s
parent company, WisdomTree, Inc.

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.

Related Blogs
+ Looking Back at Equity Factors in Q3 2023 with WisdomTree

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. MSClI, 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

Small caps : new or relatively young companies that typically have a market capitalization between $200 million to $2

on assets, operating profitability as well as others. This term is also related to the Quality Factor, which associates these
stock characteristics with excess returns vs the market over tim.

Growth : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are

because investors are less certain of the performance of these fundamentals in the future. This term is also related to the
Value Factor, which associates these stock characteristics with excess returns vs the market over tim.

increasing overall, just at a slower rate.

MSCI World Index : Captures large and mid-cap representation across 23 Developed Markets (DM) countries.

MSCI USA Quality Index : refers to the MSCI USA Quality Index which is a large and mid cap US equity index aiming to
capture the performance of quality growth stock. The Index screens its parent index, the MSCI USA Index for ROE, stable
year-over-year earnings growth, and low financial leverage.
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