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Markets in Q2 2022 continued to suffer from entrenched inflation and aggressive rate hikes from central
banks. They also reacted to the slowdown of the global economy and the increased risk of a recession in
developed economies. These changing market conditions impacted equity factors differently.

In this instalment of the WisdomTree Quarterly Equity Factor Reviewl, we aim to shed some light on how
equity factors behaved in Q2 2022 and how this may have impacted investors’ portfolios.

e High dividend continued to dominate, followed by a revival of min volatility

e Value started to show signs of slowing down due to its cyclical nature

¢ Momentum and size continued to suffer

* Quality strategies continued to deliver mixed results depending on their portfolio’s overall valuation

Over July, central banks aggressive tightening continue to slow down the global economy, raising the
probability of a global recession.The impact of this slowdown has been clear with rate hike expectations
lowering leading to a factor rotation in favor of quality and size.

Looking forward, uncertainty around recession and economic growth will continue to rise. Investors are
facing the need to balance their portfolio between building wealth over the long term and protecting their
portfolio during economic downturns. This environment could therefore favour high dividend and quality
stocks.

Performance in focus: high dividend continues to lead, but min vol is catching up

In the second quarter of 2022, equity markets suffered from a deep drawdown, leading to the worst first
half year in decades. The MSCI World lost -16.2%. Unusually, the US underperformed European markets
with -16.9% versus -9%. Emerging markets suffered as well with -11.4%.

Q2 2022 factor performance continued to be driven by inflation surprises on the upside and the hawkish
stand of developed countries' central banks. However we also saw two new entrants this quarter with
heightened volatility and the fear of recession rocking markets further. Faced with such a brutal landscape,
some factors continued to do well, and some did not:

e High dividend dominated in most regions. This factor finished first in all developed geographies
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* Pushed by increasing volatility and heightened fears of recession, min volatility followed closely:
second in developed markets and first in emerging markets (EMs)

e Value is the last factor that managed to outperform consistently this quarter thanks to rate hikes and
despite the volatility increase

Momentum, size and growth suffered the most over the quarter, delivering underperformance across
regions

e Quality sat between those two groups, delivering mild underperformance in European and global
equities but outperforming in US equities. However, like in Q1, the definition of quality and the criteria
used would have hugely impacted the result. Quality, left unattended, tends to tilt toward growth
(investors pay for quality, after all) and would have suffered from that tilt. For example, highly profitable
companies and dividend growers have fared better over the period using their value/high dividend tilt
to outperform.

Figure 1: Equity factor outperformance in Q2 2022 across regions

Source: WisdomTree, Bloomberg. 31st March 2022 to 30th June 2022. YTD performance figures are
sourced from Bloomberg from 31st Dec 2021 to 30th June 2022. Full index definitions can be found below.

Historical performance is not an indication of future performance and any investments may go
down in value.

Looking at the outperformance of factors over the last six months, we notice that:

» After a very strong start, value showed signs of slowing down in Q2. Value is a mostly cyclical factor,
and an inflationary environment with aggressive rate hikes is very supportive. Fear of recession and
increased volatility are not

e High dividend is the overall winner for the 2022 first half and went from strength to strength
e Min volatility started a bit slower in Q1 but has picked up speed in Q2 on the back of recession fears

e Size and momentum suffered across the full six months in an environment that was not supportive of
cyclical stocks

e Finally, quality suffered the most in the first six weeks of the year and has hovered around the same
level since then. With the market turning more defensive toward the end of Q2, quality is showing signs
of life. Here again, highly profitable companies and dividend growers, for example, have fared better.

Figure 2: Year to date outperformance of equity factors in developed markets

Source: WisdomTree, Bloomberg. 31st December 2021 to 30th June 2022. Full index definitions can be
found below.

Historical performance is not an indication of future performance and any investments may go
down in value.
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It is worth noting that since the end of June, markets expectation of a recession has continued to grow.
This has led to a revision downward of the expectation on future rate hikes. Equity factors have reacted
to this change pretty strongly, with quality and size taking the lead for that month while value and high
dividend released some of their performance. This rotation has been particularly strong in Europe where
economic predictions are the most dire. Having said that, the performance difference in the first 6 months
were so high that the full year to date picture remains similar.

Valuations continue to come down across the board

In Q2 2022, valuations continued to decrease across the board for factors. Momentum and quality saw the
largest drop in valuations in all geographies. On a relative basis, high dividend stocks and value stocks got
more expensive versus the market on the basis of lower drop in their price to earning ratios.

Figure 3: Historical Evolution of Price to Earnings ratios of equity factors
Source: WisdomTree, Bloomberg. As of 30th June 2022. Full index definitions can be found below.

Historical performance is not an indication of future performance and any investments may go
down in value.

The re-opening trade in 2021 has evolved into the ‘recession trade’ in 2022, owing to a tardy start to

the hiking cycle by central banks. Their aggressive tightening plan is slowing the global economy, raising
the probability of a global recession. Leading economic data (LEI) shows economic momentum is fading
quickly. The impact of this slowdown has been clear in July with rate hike expectations lowering leading
to a factor rotation in favor of quality and size. However, this risk of recession only adds to the uncertainty
for investors. They need to carefully balance the risk in their equity allocation. All-weather assets continue
to be best positioned, delivering balance between building wealth over the long term whilst protecting the
portfolio during economic downturns. This environment could therefore favour high dividend and quality
stocks.

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.

1 Definitions of each factor are available below
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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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