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Key Takeaways

e« The S&P 500’s gains mask uneven performance, with 31% of its companies down year to date as of
October 30, 2026.

e High-dividend and quality strategies offer approaches to maintaining equity exposure while empha-
sizing income and profitability.

e WisdomTree’s Composite Risk Score screens out companies with low quality and price momentum to
help avoid value traps.

The year 2026 is one for the books: record-breaking IPOs, markets pushing toward all-time highs despite
ongoing geopolitical tensions all around the world and firms beating estimates against the backdrop of a
race toward Al supremacy.

Things are starting to unfold, though, and the story may be more complex if one looks more closely at
the composition of the benchmark indices. Take the S&P 500, for example. Year to date, it has returned
11.75%.1 More than half of that return is attributable to the top-10 companies within that index.

Figure 1: Which Stocks Drove the Rebound? Top 10 Contributors to the
S&P 500’s Total Return from the March 30, 2026, Low to October 30, 2026
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Contribution to Index Return

Total Return
(% of S&P 500 Return)
1 Apple 40% 12.43%
2 Microsoft 46% 10.61%
3 NVIDIA 24% 9.08%
4 Micron 175% 5.64%
5 AMD 157% 4.48%
6 Amazon 20% 391%
i Eli Lilly 60% 3.60%
8 Boradcom 12% 1.98%
9 META 15% 1.67%
10 VISA 39% 1.64%

42.24%

55.04%
Source: Bloomberg, data from March 30, 2026, to October 30, 2026 (latest available data).

The story for the other 490 companies is different: 31%1 of the 500 companies are down this year, and
roughly 74% are down more than 10% from their all-time highs.

Figure 2: How Broad Is the S&P 500’s Performance?

% of Members Number of Stocks

Down 10% or more from all-time high 74% 374
Down 20% or more from all-time high 57% 288
Down 30% or more from all-time high 38% 193
Down 50% or more from all-time high 17% 85
Median stock: total return year to date 10%
Median stock: distance from all-time high -24%

Source: Bloomberg, data as of October 30, 2026 (latest available data).
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Table showing S&P 500 constituents’ declines from all-time highs and median year-to-date performance,
highlighting uneven participation in market gains. Data as of 30/10/2026.

Earnings have kept on growing for the past four years and are starting to appear more and more saturated.
For example, Google has recently reported sales and income per share below what analysts estimated,
wiping out 13% of its stock price in a single day (October 28, 2026); Amazon fell more than 7% after
reporting operating income below estimates; and Intel fell nearly 30% after missing revenue targets.

Overall S&P earnings growth seems to have reached saturation, with earnings growth expected to slow
to half of current levels (see Figure 3).

Figure 3: S&P 500 Year-over-Year Growth of Quarterly Consensus EPS
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Source: Bloomberg, quarterly year-over-year earnings growth—estimates for the fourth quarter of 2026

and calendar year 2027. Estimates in dotted outline.

On the other hand, bond markets are giving investors the opportunity to lock in the highest yields seen in
the past few years, which raises the question: is there a way for investors to navigate rough market
conditions while still being exposed to equities?

We argue that defensive equities, in the form of quality and high-dividend stocks, provide one solution to
the question raised.

Two Approaches to Defensive Equities
WisdomTree U.S. High Dividend Fund (DHS)

Dividend-paying stocks have a built-in buffer that could help companies withstand choppy markets better
than non-dividend-paying stocks. Historically, dividends have provided a safety buffer when the broader
market was down, helping hedge negative returns to some extent.
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High-dividend indices have consistently outperformed the broader market in calendar years when it was
down, like 2008 or 2022. In the most recent example, U.S. high-dividend-paying companies outperformed
the market by nearly 14 percentage points when the S&P 500 was down 18%.

Figure 4. MSCI USA High Dividend Yield Index Outperformance vs. the
Broad Index in Years the S&P 500 Fell
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MSCI USA High Dividend Yield Index vs. S&P 500
Source: Bloomberg, data from December 31, 1999, to October 31, 2026 (latest available data).

The reason for this is twofold:

1. Dividends form part of the total return even when the markets go down (see Figure 5).

2. Companies that can maintain a higher dividend, especially in times of market stress, will be companies
with more robust balance sheets.

Figure 5: Cash Dividends Received Each Year on $100 Invested at
End-2011 for the WisdomTree U.S. High Dividend Index
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Source: Bloomberg, data from December 31, 2011, to October 31, 2026 (past 15 years).

Assuming $100 as the base value, the dividend received each year would have increased from roughly
$3.4in 2013 to nearly $8 in 2026.

Despite market drawdowns that impacted the price of the underlying stocks, the dividend payments have
been resilient and have risen steadily over time.

The WisdomTree U.S. High Dividend Index offers a way to be exposed to liquid and high-dividend-paying
companies by selecting the top 30% of stocks that pay the highest dividends.

The index excludes companies with a low quality and momentum score using a proprietary Composite
Risk Score (CRS) mechanism. The rationale behind it is simple: strategies targeted toward value and
dividend stocks could select ones where the trend and fundamentals might not be supported. WisdomTree
strategies aim to avoid value traps by adding a risk management layer in the form of CRS.

The companies are weighted by the actual cash dividend paid, which provides an innovative and robust
way of being exposed to such stocks.

WisdomTree U.S. Quality Dividend Growth Fund (DGRW)

When the market takes a turn for the worse, certain factors tend to underperform. Growth, value, size or
momentum tend to be hit harder than other factors. Others, like the high-dividend factor covered in the
last section, or quality, tend to be more resilient in such market conditions. Quality along with dividend
provides investors an additional layer of protection in the form of profitability.

The WisdomTree U.S. Quality Dividend Growth Index provides exposure to profitable dividend-paying
companies, targeting ones that can grow their dividends over time. As can be seen in Figure 6 below,

in years when the market fell, the WisdomTree U.S. Quality Dividend Growth Index provided resilient and
consistent outperformance.
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Figure 6: Factor Return Relative to the Market in the Years the S&P 500
Total Return Fell
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Source: Bloomberg, data from December 31, 2000, to October 31, 2026 (latest available data). “Factors”
correspond to MSCI USA indices.

Stocks are also excluded on the basis of their CRS, described in the previous section. The remaining stocks
are selected using three metrics:

» Estimated earnings growth, trailing five-year earnings growth and sales growth (50%)

* Return on equity (25%)

e Return on assets (35%)

This methodology allows investors to gain exposure to high-quality companies, and the weighting method-
ology allows investors to be more exposed to companies that will pay a higher dividend.
Conclusion

With geopolitical tensions and Al trades unfolding all around the globe, investors may find in defensive
equities a convenient way of being exposed to more resilient companies while still maintaining exposure
to the equity market.

Investors have several choices for gaining exposure to such stocks. High-dividend-paying companies
or high-quality companies can help in navigating rough market conditions by providing investors with
an extra layer of security when markets tumble. Avoiding value traps is a crucial aspect of building

such strategies—WisdomTree uses a proprietary Composite Risk Score (CRS) to avoid low-quality and
low-price-momentum companies.

1 Bloomberg, as of October 30, 2026.
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Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Please read the Fund'’s
prospectus for specific details regarding the Fund’s risk profile.

DHS: Dividends are not guaranteed, and a company currently paying dividends may cease paying
dividends at any time. Funds focusing their investments on certain sectors and/or regions increase their
vulnerability to any single economic or regulatory development. The Fund invests in the securities included
in, or representative of, its Index regardless of their investment merit and the Fund does not attempt to
outperform its Index. The composition of the Index is governed by an Index Committee and the Index may
not perform as intended.

DGRW: Growth stocks, as a group, may be out of favor with the market and underperform value stocks
or the overall equity market. Growth stocks are generally more sensitive to market movements than other
types of stocks. Dividends are not guaranteed, and a company currently paying dividends may cease
paying dividends at any time. The Fund is non-diversified; as a result, changes in the market value of a
single security could cause greater fluctuations in the value of Fund shares than would occur in a diversified
fund. The Fund invests in the securities included in, or representative of, its Index regardless of their
investment merit and the Fund does not attempt to outperform its Index. The composition of the Index is
governed by an Index Committee and the Index may not perform as intended.
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