WISDOMTREE BLOG

US stock market ideas for US Federal Re-
serve rate cuts

Published 23 October 2024

Ayush Babel
Director, Quantitative Research

Jeff Weniger, CFA
Head of Equity Strategy

Key Takeaways

»  Pairing the WisdomTree US Quality Dividend Growth ETF (DGRW) for its downside resilience with
WisdomTree US Quality Growth ETF's (QGRW) growth exposure could provide investors with a
diversified mix. This strategy may balance stability and potential growth in various market conditions.

* The US’s sector performance after rate cuts has been uneven, with Consumer Discretionary and
Health Care historically outperforming while Communication Services and Utilities underperforming.

* The impact of rate cuts on broader markets is uncertain. While rate cuts sometimes boost returns
(e.g., post-1998), the cycles that commenced in 2001, 2007, and 2019 were followed by stock market
declines. A diversified equity bond portfolio such as the WisdomTree US Efficient Core UCITS ETF
(NTSX) could reap the benefits of rates going down and act as a hedge if stock markets decline without
giving up equity exposure.

e This blog is a summary of our article US stock market ideas for fed rate cuts which sets out a variety
of potential investment strategies in response to the US Federal Reserve rate cuts. The full article is
available here.

e Related Products WisdomTree US Quality Dividend Growth UCITS ETF - USD, WisdomTree US
Quality Growth UCITS ETF - USD Acc, WisdomTree US Efficient Core UCITS ETF - USD Acc,
WisdomTree Global Quality Growth UCITS ETF - USD Acc Find out more

With the US Federal Reserve's (Fed) anticipated rate cuts on the horizon, investors are questioning how
best to position themselves to navigate these changes. Historically, the performance of stocks following rate
cuts has varied widely, leading to both market rallies and declines. The article delves into several strategies
that could benefit from rate cuts or help mitigate risks in case of a downturn. Here are three strategies
discussed: the WisdomTree US Quality Dividend Growth UCITS Strategy (DGRW), the WisdomTree US
Quality Growth UCITS Strategy (QGRW), and the WisdomTree US Efficient Core UCITS Strategy (NTSX).

Let's examine how these strategies can be used effectively and what lessons investors can learn from
historical patterns of rate cuts.
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Pairing DGRW and QGRW for balanced exposure

DGRW and QGRW can serve as a balanced approach for investors seeking downside protection and
potential growth. DGRW focuses on dividend-paying stocks with a history of profitability, which tend to
perform well during economic uncertainty or downturns. On the other hand, QGRW provides exposure
to growth stocks, including high-quality tech and innovation-focused companies, offering more potential
upside.

This combination is likely to create a diversified portfolio that could withstand various market conditions.
By blending DGRW's focus on steady dividend payers with QGRW'’s growth exposure, investors could
potentially balance their portfolios to manage risk while still capturing possible growth opportunities.

The case for NTSX: A diversified equity-bond strategy

The WisdomTree US Efficient Core UCITS ETF (NTSX) is designed to offer exposure to both equities and
bonds in a diversified, leveraged structure. With a 1.5x leveraged exposure to US equities and bonds, the
fund seeks to provide equity-like returns while hedging against downside risks. This approach is useful
when rate cuts may not lead to the desired market outcomes, and investors must protect themselves from
potential stock market declines.

During previous market downturns, bond markets have often rallied as investors sought safety. NTSX could
benefit from such a scenario, as its bond exposure provides a hedge against equity losses. Furthermore,
if equities continue to perform well, the fund’s equity exposure ensures that investors don’t miss out on
potential gains.

Sector performance post rate cuts: What history tells us

Historically, the impact of rate cuts on the broader stock market has been inconsistent. While rate cuts
have sometimes triggered market rallies, as seen after the cuts in 1998, the Fed’s easing cycles in 2001,
2007, and 2019 were followed by market declines. This suggests that investors should be cautious when
assuming that rate cuts will automatically boost stock market returns.

For instance, sector performance post rate cuts has varied significantly. Consumer Discretionary and
Health Care stocks have typically outperformed the broader market in eight of the last 11 rate-cutting
cycles. In contrast, sectors like Communication Services and Utilities have often underperformed. This
trend reflects the differing sensitivities of various industries to changes in interest rates. Consumer-facing
and healthcare industries tend to benefit from lower borrowing costs and increased consumer spending,
while highly regulated sectors like Utilities may suffer due to rising operational costs or stagnant demand.

It's also worth noting that sectors evolve over time. For instance, today, the Communication Services sector
includes social media and gaming companies, which adds volatility compared to the traditional telecom
companies it once encompassed. Similarly, Utilities may benefit from the rise of artificial intelligence (Al)
as energy consumption increases in data centres, although recent performance has been mixed.
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Lessons from past fed easing cycles

Looking at past Fed easing cycles, it's clear that rate cuts don’t always lead to sustained market rallies.
While the 1998 cuts helped extend the bull market of the late 1990s, the cuts that began in 2001 and 2007
were followed by prolonged market declines. Similarly, after the 2019 cuts, the market tanked during the
early stages of the COVID-19 pandemic in 2020. These historical precedents suggest investors should be
wary of assuming that rate cuts will lead to immediate market gains.

Instead, diversification and risk management should be prioritised. The article shows that combining
DGRW and QGRW appears to create a portfolio that may perform well across various economic
conditions, while NTSX could provide additional protection through its bond exposure.

Final thoughts: How should investors play rate cuts?

The upcoming Fed rate cuts present both opportunities and risks for investors. While specific sectors and
strategies may benefit from lower rates, it's essential to remain cautious and diversified. The combination
of DGRW and QGRW appears to balance stability with growth potential, while NTSX may provide a unique
perspective with a leveraged 90-60 equity-bond exposure.

Ultimately, the success of any strategy in a rate-cutting environment will depend on multiple factors,
including economic conditions, inflation trends, and the Fed’s ability to manage the soft landing it aims
to achieve. By looking to history and maintaining a diversified approach, investors can better navigate the
uncertainty surrounding rate cuts and position their portfolios for potentially higher risk-adjusted returns.
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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.

This marketing communication has been prepared for professional investors, but the WisdomTree products
set out in this document may be available in some jurisdictions to any investors, subject to applicable laws
and regulations. As the product may not be authorised or its oering may be restricted in your jurisdiction, it
is the responsibility of every person or entity to satisfy themselves as to the full observance of the laws and
regulations of the relevant jurisdiction. Prior to any application investors are advised to take all necessary
legal, regulatory, tax and investment advice on the suitability and consequences of an investment in the
products. Past performance is not a reliable indicator of future performance. Any historical performance
included in this document may be based on back testing. Back testing is the process of evaluating an
investment strategy by applying it to historical data to simulate what the performance of such strategy
would have been. Back tested performance is purely hypothetical and is provided in this document solely
for informational purposes. Back tested data does not represent actual performance and should not be
interpreted as an indication of actual or future performance. The value of any investment may be aected
by exchange rate movements. Any decision to invest should be based on the information contained in the
appropriate prospectus and aer seeking independent investment, tax and legal advice. These products
may not be available in your market or suitable for you. The content of this document does not constitute
investment advice nor an oer for sale nor a solicitation of an oer to buy any product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying
index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks
including among others, general market risks relating to the relevant underlying index, credit risks on

the provider of index swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks,
liquidity risks and legal and regulatory risks.

The information contained in 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 in the United States or any
province or territory thereof, where none of the issuers or their products are authorised or registered for
distribution and where no prospectus of any of the issuers has been filed with any securities commission
or regulatory authority. No document or information in this document should be taken, transmitted or
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distributed (directly or indirectly) into the United States. None of the issuers, nor any securities issued
by them, have been or will be registered under the United States Securities Act of 1933 or the Investment
Company Act of 1940 or qualified under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly
available information. Although WisdomTree endeavours to ensure the accuracy of the content in this
document, WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data
providers used to source the information in this document make no warranties or representation of any
kind relating to such data. 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.

This document may contain forward looking statements including statements regarding our belief or
current expectations with regards to the performance of certain assets classes and/or sectors. Forward
looking statements are subject to certain risks, uncertainties and assumptions. There can be no assurance
that such statements will be accurate and actual results could dier materially from those anticipated

in such statements. WisdomTree strongly recommends that you do not place undue reliance on these
forward-looking statements.

WisdomTree Issuer ICAV

The products discussed in this document are issued by WisdomTree Issuer ICAV (“WT Issuer”). WT Issuer
is an umbrella investment company with variable capital having segregated liability between its funds
organised under the laws of Ireland as an Irish Collective Asset-management Vehicle and authorised by
the Central Bank of Ireland (“CBI”). WT Issuer is organised as an Undertaking for Collective Investment
in Transferable Securities (“UCITS”) under the laws of Ireland and shall issue a separate class of shares
("Shares”) representing each fund.

The Fund is described in a Key Information Document (KID) or Key Investor Information Document (KIID)
for UK investors, and the prospectus of WT Issuer (“WT Prospectus”). A copy of the WT Prospectus and the
KID / KIID is available, for EEA/UK only, in English at www.wisdomtree.eu. Where required under national
rules, the KID will also be available in the local language of the relevant EEA Member State. Investors
should read the WT Prospectus before investing and should refer to the section of the WT Prospectus
entitled »Risk Factors¥ for further details of risks associated with an investment in the Shares.

The summary of investor rights associated with an investment in the fund is available in English on Wis-
domTree Europevass website. WisdomTree Management Limited may decide to terminate the arrangements
made for the marketing of its collective investment undertakings. In such circumstances, shareholders in
the aected EEA Member State will be notified of this decision and will be provided with the opportunity to
redeem their shareholding in the fund free of any charges or deductions for at least 30 working days from
the date of such natification.
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Notice to Investors in Switzerland — Qualified Investors
This document constitutes an advertisement of the financial product(s) mentioned herein.

The prospectus and the key investor information documents (KIID) are available from WisdomTreeYas
website: https: //www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

Some of the sub-funds referred to in this document may not have been registered with the Swiss Financial
Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered
with FINMA shall be distributed exclusively to qualified investors, as defined in the Swiss Federal Act

on Collective Investment Schemes or its implementing ordinance (each, as amended from time to time).
The representative and paying agent of the sub-funds in Switzerland is Société Générale Paris, Zurich
Branch, Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The prospectus, the key investor information
documents (KIID), the articles of association and the annual and semi-annual reports of the sub-funds are
available free of charge from the representative and paying agent. As regards distribution in Switzerland,
the place of jurisdiction and performance is at the registered seat of the representative and paying agent.

For Investors in France:

The information in this document is intended exclusively for professional investors (as defined under the
MiFID) investing for their own account and this material may not in any way be distributed to the public.
The distribution of the Prospectus and the oering, sale and delivery of Shares in other jurisdictions may
be restricted by law. WT Issuer is a UCITS governed by Irish legislation, and approved by the Financial
Regulatory as UCITS compliant with European regulations although may not have to comply with the
same rules as those applicable to a similar product approved in France. The Fund has been registered
for marketing in France by the Financial Markets Authority (Autorité des Marchés Financiers) and may be
distributed to investors in France. Copies of all documents (i.e. the Prospectus, the Key Investor Information
Document, any supplements or addenda thereto, the latest annual reports and the memorandum of
incorporation and articles of association) are available in France, free of charge at the French centralizing
agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris, France. Any subscription for Shares
of the Fund will be made on the basis of the terms of the prospectus and any supplements or addenda
thereto.

For Investors in Malta: This document does not constitute or form part of any oer or invitation to the public
to subscribe for or purchase shares in the Fund and shall not be construed as such and no person other
than the person to whom this document has been addressed or delivered shall be eligible to subscribe for
or purchase shares in the Fund. Shares in the

Fund will not in any event be marketed to the public in Malta without the prior authorisation of the Maltese
Financial Services Authority.
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