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After two quarters of strong equity performance, markets paused and reversed in the third quarter of the year. The MSCI 
World Index lost -3.5% over the quarter, despite gaining 3.4% in July. U.S. equities lost -3.2% and European equities lost
-2.1%. Clearly, the change of tone at the U.S. Federal Reserve (“Fed”) played a role in that reversal. After 18 months of
being laser-focused on fighting inflation, the Fed is starting to balance the risk of inflation with the risk of over-tightening.

This installment of the WisdomTree Quarterly Equity Factor Review aims to shed some light on how equity factors
behaved in this complicated quarter and how this may have impacted investors’ portfolios.

Value and high dividend posted the strongest returns in developed and European markets.

In the U.S., quality performed the strongest.

Across those regions, size and growth suffered.

I n emerging markets, the picture remains quite different from the rest of the world, with most factors
outperforming and growth being the standout loser.

Looking to the end of 2023 and beyond, the equity outlook remains quite uncertain. Easy fiscal policy in the U.S.
contributed to offset the impact of tightening monetary policy in 2023. We expect the breadth of the U.S. market to
improve, favoring value and dividend stocks. Given the strong manufacturing headwinds facing Europe, we expect weak
growth in the eurozone for the remainder of 2023, favoring a tilt toward defensive stocks.

Performance in Focus: Has the 2023 Bull Run Come to an End?

Despite good performance in July, Q3 saw markets reverse course and post negative returns. After leading for the first
seven months of the year, tech mega caps underperformed markets in July and August.

Q3 ended up being a more favorable period for factor investing in developed markets:

In global developed markets, value and high dividend posted the strongest returns after two difficult quarters.

In the U.S., quality posted the best return, followed by min volatility, value and high dividend outperformance.

Size and growth suffered in both developed European and U.S. markets, posting underperformance.

In Europe, high dividend and value also posted the strongest returns. However, growth and quality
underperformed.

In emerging markets, size continues to dominate, but like in previous quarters, most factors were able to produce
outperformance over the quarter. Growth was the standout loser in the region.

Figure 1: Equity Factor Outperformance in Q3 2023 across Regions
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2023 Has Been Very Consistent Factor-Wise

Looking back at the full year, July and August were not enough to change the overall picture. Growth and quality are the
stand-out winners in developed and U.S. markets. All other factors underperformed, with double-digit underperformance
for most of them. European markets look quite different, with value dominating and the only factor to outperform. In
contrast, growth stocks underperformed for the year. As discussed recently in our equity outlook for 2024, the
fundamental difference is that the U.S. is mostly a service-driven economy that benefited from consumer strength in 2023
on the back of strong wage growth, increasing credit card debt and the spending of pandemic savings. Europe, by
contrast, is a manufacturing-driven economy that suffered from a weak reopening of the Chinese economy and is now
facing the consequences of monetary tightening.

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

Figure 2: Equity Factor Outperformance in 2023 across Regions

Valuations Decreased in Q3

In Q3 2023, developed markets got less expensive. Most factors saw the price-to-earnings ratio decline over the quarter.
Growth saw the biggest decrease across regions, followed by momentum. In emerging markets, however, valuations
increased, with momentum P/E gaining 2.9 and size gaining 2.4. Growth, on the contrary, got cheaper.

Figure 3: Historical Evolution of Price-to-Earnings Ratios of Equity Factors
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Q4 and Beyond

Positive economic surprises helped push markets higher in the first seven months of the year. However, looking ahead,
the outlook remains more uncertain. Easy fiscal policy in the U.S. helped offset the impact of tightening monetary policy.
We expect the breadth of the market to improve, favoring value and dividend stocks. Given the strong manufacturing
headwinds facing Europe, we expect weak growth in the eurozone for the remainder of 2023, favoring a tilt toward
defensive stocks.

 

 

Pierre Debru is an employee of WisdomTree UK Limited, a European subsidiary of WisdomTree 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 Q2 2023 with WisdomTree

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

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

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Inflation  : Characterized by rising price levels.

Value  : Characterized by lower price levels relative to fundamentals, such as earnings or dividends. Prices are lower
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.

Dividend  : A portion of corporate profits paid out to shareholders.

Quality  : Characterized by higher efficiency and profitability. Typical measures include earnings, return on equity, return
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.

Size  : Characterized by smaller companies rather than larger companies by market capitalization. This term is also
related to the Size Factor, which associates smaller market-cap stocks with excess returns vs the market over time.

Growth  : Characterized by higher price levels relative to fundamentals, such as dividends or earnings. Price levels are
higher because investors are willing to pay more due to their expectations of future improvements in these fundamentals.

Emerging market  : Characterized by greater market access and less potential for operational risks when compared to
frontier markets, which leads to a larger base of potentially eligible investors.

Monetary policy  : Actions of a central bank or other regulatory committee that determine the size and rate of growth of
the money supply, which in turn affects interest rates.

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

Momentum  : Characterized by assets with recent price increase trends over time. This term is also associated with the
Momentum Factor which associates these stock characteristics with excess return vs the market over time.

Price-to-earnings (P/E) ratio  : Share price divided by earnings per share. Lower numbers indicate an ability to access
greater amounts of earnings per dollar invested.
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