WISDOMTREE BLOG

Looking back at equity factors in Q4 2024
with WisdomTree

Published 20 January 2025

Pierre Debru
Head of Research, WisdomTree Europe.

Key Takeaways

e US equities lead: in 2024, US equities outperformed, driven by robust corporate earnings and
supportive fiscal policies.

e Growth factor dominance: Growth stocks maintained their lead, particularly in the US (for a second
year in a row), though elevated valuations raised doubt on a possible trifecta for 2025.

e Factor diversification: focusing on Value, Growth and Quality could be the key to defend against
possible instability in the year ahead.
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US Quality Dividend Growth UCITS ETF - USD Acc, WisdomTree Eurozone Quality Dividend Growth
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WisdomTree Global Value UCITS ETF - USD Acc, WisdomTree Europe Value UCITS ETF - EUR Acc
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Looking back at 2024, global equity markets remained resilient despite a challenging final few weeks. US
equities led both annually and quarterly, buoyed by robust corporate earnings, supportive fiscal policies,
and market optimism following the Republicans’ red sweep in November. In contrast, European and
emerging markets exhibited more modest performances, influenced by political uncertainties.

From a factor perspective, Growth stocks maintained their leadership, particularly within the US market.
However, concerns regarding elevated valuations persist, prompting discussions about the sustainability
of this trend.

This instalment of the WisdomTree Quarterly Equity Factor Review examines how equity factors behaved
during the fourth quarter and their potential impact on investors’ portfolios.

Performance in focus: back to Growth

Equity markets stalled in the latter half of Q4 2024 after a strong start, leading to negative performances
across most regions. The MSCI Emerging Markets Index declined by 8%, as trade war concerns and a
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weak Chinese economy weighed on sentiment. Political instability in South Korea and Europe, notably in
France and Germany, contributed to the MSCI Europe Index's 2.7% loss. US equities proved most resilient,
supported by Donald Trump’s victory and two rate cuts in November and December, closing the quarter
with a 2.7% gainl.

On the factor front, the Q3 rotation faded quickly:

*  Growth posted the strongest returns in most regions (US, Developed World, and Emerging Markets).
* Europe stood out, with Momentum and Value dominating over the quarter.

e Quality continued to suffer across all developed markets, extending the Q3 trend.

* Inthe US, Value and High-Dividend stocks experienced significant underperformance, impacting world
equities due to the US' substantial weight.

e Size also underperformed in developed markets but to a lesser degree.

* In Emerging Markets, High Dividend performed well, solidifying its position as a medium- to long-term
leader. Momentum and Minimum Volatility also showed notable performances.

Figure 1: Equity factor outperformance in Q4 2024 across regions

World USA Europe Emerging Markets

Q4 2024:-0.2% Q4 2024: 2.7% Q4 2024:-2.7% Q4 2024: -8.0%
High Dividend -5.6% -7.1% 4.0%

Minimum Volatility -3.7% -5.1% 2.3%
Momentum -1.4% : 3.5%
Quality -3.4%

WisdomTree Quality -4.7% -1.2%

Size -1.9%

Value -5.4%

Growth 5.7%

Source: WisdomTree, Bloomberg. 30 September 2024 to 31 December 2024. Calculated in US dollars for

all regions except Europe, where calculations are in EUR. Historical performance is not an indication

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

2024 in review: another growth year

Despite a weaker Q4, 2024 was strong for equities. Central banks initiated easing cycles, inflation receded,
and corporate earnings remained robust, defying early-year predictions of slowdowns or recessions. The
US achieved the strongest gains at 24.6%, while Europe (8.6%) and Emerging Markets (7.5%) lagged.

Factor-wise, while the year was less uniform than 2023, Growth dominated, especially in the US:

e Growth posted the strongest return in the US and top-three finishes in Developed and Emerging
Markets.
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¢ Momentum was a standout in World, Europe, and Emerging Markets, driven by an exceptional first
half of 2024.

e Inthe US, Value underperformed the most, followed by High Dividends.
* In Europe, Quality had the worst returns, with Size and Growth just behind.

* Notably, Quality experienced one of its worst performances in years, underperforming across all

regions.

e In Emerging Markets, High Dividend continued to perform well, finishing second for the year with a
3.5% outperformance.

Figure 2: Equity factor outperformance in 2024 across regions

World USA Europe Emerging Markets

2024:18.7% 2024:24.6% 2024:8.6% 2024: 7.5%
High Dividend -10.7% -13.9% 3.5%
Minimum Volatilit -7.8% -9.2% ' 1.5%
Momentum 11.5% 4%
Quality "
Size
Value
Growth
Source: WisdomTree, Bloomberg. 31 December 2023 to 31 December 2024. Calculated in US dollars.

Historical performance is not an indication of future performance and any investments may go

down in value.

Growth in the US is becoming expensive

In Q4 2024, US market valuations increased, with the price-to-earnings (P/E) ratio rising by 0.7. Growth
stocks became even more expensive, with the P/E ratio climbing by 4.4 to 38.8. Years of dominance have
led to high valuations for major growth names. In Europe and Emerging Markets, valuations declined,
with overall valuations appearing inexpensive by historical standards. Value and High Dividend stocks are
priced at P/E ratios of 10 or lower.

Figure 3: Historical evolution of Price to Earnings ratios of equity factors
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World USA Europe Emerging Markets

P/E Ratio A3Months P/ERatio A3Months P/E Ratio A3Months| P/ERatio A3Months

Market 214 A4 05 249 A 07 143 ¥ -05 135 ¥ -05
High Dividend 148 ¥ -01 165 ¥ -15 107 ¥ -10 8.9 ¥ -03
Minimum Volatility 184 W -0.2 213 ¥ -01 152 ¥ -1.2 152 ¥ -03
Momentum 241 A 27 257 fAh 06 177 A 23 164 f4h 18
Quality 245 ¥ -1.7 269 W -06 193 ¥ -1.7 185 ¥ -13
Size 203 4 08 246 M 14 143 ¥ -01 169 f4h 06
Value 106 ¥ -01 g1 ¥ 0.0 8.8 ¥ -04 66 ¥ -03
Growth 333 AN 28 388 #Ah 44 247 ¥ -07 284 A 11

Source: WisdomTree, Bloomberg. As of 31 December 2024. Historical performance is not an indication
of future performance and any investments may go down in value.

Looking forward to 2025

2024 marked a second year of Growth dominance. However, market behaviours differed, with Momentum
posting the second-best results, unlike Quality's second-place finish in 2023. As we look to 2025, while
maintaining a constructive view on equities, concerns about Growth stock valuations persist. Investors may
benefit from diversifying factor exposure across Growth, Value, and Quality, anticipating multiple micro
factor rotations.

World is proxied by MSCIWorld net TR Index. US is proxied by MSCI USA
net TR Index. Europe is proxied by MSCI Europe net TR Index. Emerging
Markets is proxied by MSCI Emerging Markets net TR Index. Minimum
volatility is proxied by the relevant MSCI Min Volatility net total return
index. Quality is proxied by the relevant MSCI Quality net total return
index.

Momentum is proxied by the relevant MSCI Momentum net total return
index. High Dividend is proxied by the relevant MSCI High Dividend net
total return index. Size is proxied by the relevant MSCI Small Cap net
total return index. Value is proxied by the relevant MSCI Enhanced Value
net total return index. WisdomTree Quality is proxied by the relevant
WisdomTree Quality Dividend Growth Index.

1 WisdomTree, Bloomberg. 30 September 2024 to 31 December 2024.
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Important Risks Related to this Article

Important Information

Marketing 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.

Marketing 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. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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