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A Tale of Two Market Regimes
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This article is relevant to financial professionals who are considering offering model portfolios to their
clients. If you are an individual investor interested in WisdomTree ETF Model Portfolios, please inquire
with your financial professional. Not all financial professionals have access to these Model Portfolios.

“It was the best of times, it was the worst of times, it was the age of wisdom, it was the age of

foolishness...”

A Tale of Two Cities by Charles Dickens

Let's begin our “tale of two market regimes” by comparing risk factor performances for the S&P 500 index

for calendar year 2022...

S&P 500 Total Return (*SPXTR) Level % Change

S&P 500 Growth Total Return (*SPXGTR) Level % Change

SE&P 500 Value Total Return (*SPXVTR) Level % Change

» S&P 500 Dividend Aristocrats Total Return (“SPXDATR) Level % Change
SE&P 500 Momentum Index Total Return (*SPXMTR) Level % Change

# S&P 500 Quality Total Return (*SPXQTR) Level % Change
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Source: YCharts, 2022, You cannot invest in an index and past performance does not guarantee future results.

For definitions of terms in the chart above, please visit the glossary.

...with YTD performances in 2023:
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Source: YCharts, 1/1/23-6/16/23. You cannot invest in an index and past performance does not guarantee future results.

The contrast is stark. In 2022, the leading (in fact, dominant) factors were value, dividends and quality,
with a massive 21% differential between value (+5%) and growth (-16%).

Compare that with YTD performance in 2023. There is once again a gap between value (+11.4%) and
growth (+19.8%)—nbut in the opposite direction. Note as well that quality has hung in there (+14.4%), but
dividends (+5%) lag far behind.

What happened? We think three things: (1) the banking crisis resulted in a decline in interest rates, which
typically benefits growth stocks (by lowering the discount rate on future cash flows); (2) investor concerns
over an impending recession resulted in a rotation out of value and into growth stocks (value stocks tend to
be more sensitive to a decelerating economy); and (3) artificial intelligence (Al) became the ‘meme theme,
which hugely benefitted the mega-cap tech stocks.

Take a look at the YTD performance of the S&P 500 index with and without the so-called Al-influenced
stocks—almost ALL the positive performance in the S&P 500 index this year has been driven by mega-cap
tech stocks.
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Al Stocks Have Lifted The S&P 500
This Year

PRICE INDEX (REBASED TO BEGINNING OF 2023):
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* EXCLUDES THE FOLLOWING STOCK PRICES: NVIDIA CORP,
ADVANCED MICRO DEVICE, MICRON TECHNOLOGY, MICROSOFT
CORP, ORACLE CORP, SALESFORCE.COM, ACCENTURE CLASS A,
ADOBE SYSTEMS INC, IBM, SERVICENOW, ARISTA NETWORKS,

DEERE & CO, TESLAMOTORS, AMAZON.COM, BOOKING HOLDINGS,
EBAY, ETSY, ALPHABET ‘A’ (GOOGLE), ALPHABET 'C’ (GOOGLE), META

PLATFORMS A, ACTIVISION BLIZZARD, AND ELECTRONIC ARTS.

Sources: The Daily Shot and BCA Research, as of6/2/23. You cannot invest in

an indexand past performance does not guarantee future results

The performance differentials between factors also extends to U.S. small- and mid-cap stocks. The value
and dividend factors, which tend to be heavily allocated to Financials, were rocked by the regional banking

crisis in March and April.
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* SEP 600 Total Return (*3PETR)
S&P 600 Growth Total Return (“SPSGTR)
= S&EP 600 Value Total Return (*SPEVTR)
» S&P 600 Quality Total Return (*SP6QTR)
® WisdomTree SmallCap Dividend Index (*WTSD) Total Return
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Source: YCharts, 1/1/23-6/16/23. You cannot invest in an index and past performance is ne guarantee of future results.

For definitions of terms in the chart above, please visit the glossary.

Something interesting in both market regimes (2022 and YTD 2023) is that the quality factor held up.

We define “quality,” following the classic DuPont Analysis, as companies with stronger balance sheets,
earnings and cash flows. Our own analysis indicates that the quality factor is, indeed, the most consistently
performing risk factor, which is why it is the anchor factor for our Model Portfolios. Focus on the teal line,
below.

Rolling 10-Year Excess Return vs. Market
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Sources: WisdomTree, Kenneth French Data Library. Data as of 3/31/23, and represants the latest available. Using French’s definitions: Value = Hi 20
portfolio, Size = Lo 30 portfolio, Quality = Hi 20 portfolio, Low Vol = BIG LoVar portfolio and High Div = Hi 20 portfolio.

So, What Does All this Mean?

Just like asset classes, risk factors rotate in and out of favor as we move through different market regimes.
This is the reason we build Model Portfolios at WisdomTree that seek diversification at both the asset class
and risk factor levels.

We believe that gives us the best potential for delivering more consistent performance over full market
cycles. Note below that the quality factor, highlighted in brown, mostly occupies the middle two-thirds of
the quilt, supporting our belief that it is the most consistent risk factor.
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Source: JP Morgan “Guide to the Markets," 2/21/23. Additional sources: FactSet, M5CI, Russell, Standard & Poor's, J.P. Morgan Asset Management. The MSCI High
Dividend Yield Index aims to offer a higher-than-average dividend yield relative to the parent index that passes dividend sustainability and persistence screens.
The MSCI Minimum Velatility Index optimizes the MSCIUSA Index using an estimated security co-variance matrix to produce low abselute volatility for a given
set of constraints. The MSCI Defensive Sectors Index includes: Consumer Staples, Energy, Health Care and Utilities. The MSCI Cyclical Sectors Index contains:
Consumer Discretionary, Communication Services, Financials, Industrials, Information Technology and Materials. Securities in the MSCI Mementum Index are
selected based on a momentum value of 12-month and 6-month price performance. Constituents of the MSCI Sector Neutral Guality Indexare selected based on
stronger quality characteristics to their peers within the same GICS sector by using three main variables: high return-on-equity, low leverage and low eamings
variability. Constituents of the MSCI Enhanced Value Index are based on three variables: price-to-book value, price-to-forward earnings and enterprise
value-to-cash flow from operations. The Russell 2000 is used for small cap. The MSCI USA Diversified Multiple Factor Index aims to maximize exposure to four
;achors: Value, Momentum, Quality and Size. Annualized volatility is calculated as the standard deviation of quarterly returns multiplied by the square root of
our.

For definitions of terms in the chart above, please visit the glossary.

With respect to our market outlook, there certainly is the possibility that growth will continue to dominate
factor performance over the short term. We think it will be highly dependent on Fed actions, investor
sentiment and whether we decline into recession (and, if so, how badly).

From a valuation perspective, however, we believe small caps, dividends and value will regain superiority
over the medium to longer term.

Growth is on a run, for sure (though somewhat narrowly within mega-cap tech stocks) but, as the market
adage goes, “Trees don’t grow to the sky.” Or, as economist Herbert Stein famously put it, “If something
can’t continue, it won't” There will reach an inflection point when investors will stop paying ever-higher
multiples for ever-inflating stocks.

Anyone who knows WisdomTree knows we are primarily (but not exclusively) a shop that tilts toward
value, size, dividends and quality in both our product set and our Model Portfolios. We certainly have
growth-focused products (e.g., QGRW and our own Al-focused product, WTAI), and we certainly seek to
allocate to growth strategies (both our own and third-party) within most of our Model Portfolios, for risk
factor diversification purposes.

But we maintain confidence in our ability to pursue more consistent performance with an anchor allocation
to quality, surrounded by varying allocations to value, size, dividends and, yes, growth.
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You never know when the next market “wave” will roll in, and we believe in being prepared to sail through
whatever the market seas throw our way.
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Important Risks Related to this Article

For financial advisors: WisdomTree Model Portfolio information is designed to be used by financial
advisors solely as an educational resource, along with other potential resources advisors may consider,
in providing services to their end clients. WisdomTree’s Model Portfolios and related content are for
information only and are not intended to provide, and should not be relied on for, tax, legal, accounting,
investment or financial planning advice by WisdomTree, nor should any WisdomTree Model Portfolio
information be considered or relied upon as investment advice or as a recommendation from WisdomTree,
including regarding the use or suitability of any WisdomTree Model Portfolio, any particular security or any
particular strategy.

For retail investors: WisdomTree’s Model Portfolios are not intended to constitute investment advice or
investment recommendations from WisdomTree. Your investment advisor may or may not implement Wis-
domTree’s Model Portfolios in your account. WisdomTree is not responsible for determining the suitability
or appropriateness of a strategy based on WisdomTree’s Model Portfolios. WisdomTree does not have
investment discretion and does not place trade orders for your account. This material has been created
by WisdomTree, and the information included herein has not been verified by your investment advisor
and may differ from information provided by your investment advisor. WisdomTree does not undertake to
provide impartial investment advice or give advice in a fiduciary capacity. Further, WisdomTree receives
revenue in the form of advisory fees for our exchange-traded Funds and management fees for our collective
investment trusts.
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