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Key Takeaways

e The U.S. economy remains resilient, with strong labor markets and income growth, but elevated
interest rates and global trade shifts introduce uncertainty, making productivity gains and capital
investment critical factors for sustained momentum.

« Market leadership is broadening beyond large-cap tech, with financials, industrials and mid-cap stocks
emerging as compelling opportunities, driven by deregulation, potential tax policy shifts and renewed
M&A activity.

e Capital-efficient strategies, such as those discussed by Sonu Varghese, allow investors to enhance
diversification without reducing equity exposure, exemplified by the WisdomTree Efficient Gold Plus
Equity Strategy Fund (GDE) and Efficient Core offerings.

On February 7, 2025, Jeremy Schwartz, Chris Gannatti, Sam Rines and Jeff Weniger were joined on
the Behind the Markets podcast by Sonu Varghese, Vice President and Global Macro Strategist at the
Carson Group. He brought a sharp, practical perspective to the current economic landscape, with insights
spanning the resilience of the U.S. economy, equity sector opportunities and the increasingly important
and very useful role of capital efficiency in modern portfolio management.

The U.S. Economy: Nuanced Strength

The economy, much like a well-built structure, stands strong—>but not without its stress points. Sonu
remains confident in the fundamental pillars of labor market strength and aggregate income growth. With
U.S. consumption forming the bulk of GDP, steady income growth in the 4%—4.5% range fuels continued
momentum.
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Yet, the economic story isn’t without complications. Elevated interest rates, possible cyclical sector weak-
nesses and a shifting global trade environment introduce uncertainty. Still, Sonu argues that productivity
gains and capital investment will likely offset these risks, keeping the economic engine running. It was
notable to be able to talk about a picture characterized by productivity growth that appears above the
longer-run trend, especially as we spend a lot of time considering what all of the new Al capabilities are
being used for.

Where Are the Opportunities?

Markets are rarely a one-lane highway. Sonu highlighted financials, industrials and communication services
as well-positioned sectors in the evolving landscape. A notable shift is the broadening of market leadership
beyond the usual large-cap tech dominance that we have seen since the advent of ChatGPT in November
2022, with mid-cap and small-cap stocks emerging as attractive opportunities. One specific illustration

of this that was discussed was the recent shift in performance of the S&P 500 Equal-Weight Index
versus the standard S&P 500 Index, which is market capitalization-weighted. Sonu noted that the recent
outperformance of the equal-weight index over the market capitalization-weighted index is a good signal
for mid-cap stocks in the U.S.

Sam Rines also focused on the growing bullishness in U.S. mid-cap stocks. He pointed to deregulation,
potential tax policy shifts and the return of an M&A cycle as key drivers. When organic growth slows,
companies go shopping for acquisitions, and mid-caps stand to benefit. Under the Biden administration,
M&A activity was fairly quiet.

The Productivity Boom: Al as the Catalyst

Few topics generate as much market interest as artificial intelligence. Sonu and Christopher Gannatti
emphasized Al's transformative role in boosting efficiency across industries. Companies continue to pour
capital into Al, with projected spending exceeding $300 billion this year.1

Around the time of recording, we saw the image shown in figure 1 posted by The Transcript on X. It allows
us to visualize the spending trajectory of four of the largest companies (Amazon, Alphabet, Microsoft and
Meta).

Figure 1: Spend Baby, Spend
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Big Tech Companies Plan On Spending
$315+ Billion On Capex This Year
Capex, By Company [Annual]
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Source: The Transcript, as posted on X on 2/7/25. Past performance is not indicative of future returns.

Rates, Inflation and the Market’s Tug-of-War

Interest rates sit at the intersection of growth and risk. Markets currently expect higher rates, driven by
economic resilience, while the Federal Reserve signals a different trajectory, anticipating easing due to
slowing inflation.

Sonu argued that productivity-driven growth could create a middle ground, where rates may stabilize
around 3.75% on the U.S. 10-Year Treasury Note yield, in his view. The balance between labor efficiency
gains and inflationary pressures will be a key storyline in the coming months, helping to see if this prediction
proves accurate.

Capital Efficiency: Smart Diversification for Modern Portfolios

Investing is about maximizing returns while minimizing unnecessary risk. Traditional diversification often
forces investors to give up equity exposure to make room for bonds or alternatives. Sonu offers a different
approach: capital efficiency. The concept was discussed on the podcast, but on January 21, 2025, Sonu
also published an article on this topic: Outlook 2025: Diversifying Diversifiers and Using Capital Efficiency
to Do It. Those looking to dive more deeply into Sonu’s research on this topic can find the piece on the
Carson Group website.
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During the podcast discussion, Sonu focused on the concept of seeking to create a 10% sleeve that he
could use to further diversify a hypothetical portfolio. By allocating to efficient core, he was able to paint
a picture that allowed him to then add 5% to a gold exposure and 5% to a managed futures exposure
without shifting the overall target exposures to equities and fixed income. Of course, this is just one possible
example, and each investor can leverage a capital-efficient strategy to free up space to add in allocations
that make more sense for their investment goals.

The bottom line for capital-efficient strategies: By leveraging these strategies that create greater than $1.00
of notional exposure for every $1.00 invested, investors can maintain broad exposure while enhancing
diversification.

At WisdomTree, we have the WisdomTree Efficient Gold Plus Equity Strategy Fund (GDE). This Fund is
90% exposed to underlying large-capitalization U.S. equities and 90% exposed to gold futures. If investors
are looking to add exposure to gold (like Sonu was discussing) and not impact the level of an overall U.S.
equity allocation, this strategy could be of particular interest.

Looking Ahead: Positioning for a Changing Market

The Carson Group remains focused on global diversification, macroeconomic adaptability and capital-ef-
ficient investment strategies. Sonu and his team continuously assess geopolitical shifts, inflation risks and
currency dynamics to refine their outlook.

At the end of the podcast, the group went around the horn. Jeff Weniger drew out the “Make Europe Great
Again” acronym, “MEGA,” and we expect this will be a continued discussion. He noted a select list of
European Financials, indicating a significant focus on share buybacks over the past year. As the weeks
go by, we expect that we’ll be returning to this topic.

You can listen to our full conversation here or below.

WisdomTree’s Efficient Core Investment Strategies

With the conversation touching on the concept of Efficient Core strategies, and Sonu recently writing

the aforementioned research piece on the topic, we wanted to note the menu of options at WisdomTree
presently available for those interested in gathering further detail on specific strategies. The WisdomTree
U.S. Efficient Core Fund was launched on August 2, 2018, and, as of this writing, has more than $1 billion
in assets under management.2 We have expanded the range of offerings over time, as is clear from the
list below, where we focus only on our more strategic capital-efficient options.

e WisdomTree U.S. Efficient Core Fund (NTSX): The WisdomTree U.S. Efficient Core Fund3 seeks
total return by investing in large market capitalization U.S. equity securities and U.S. Treasury futures
contracts.

e WisdomTree International Efficient Core Fund (NTSI): The WisdomTree International Efficient
Core Fund seeks total return by investing in international equity securities and U.S. Treasury futures
contracts.
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Investors intrigued by the capital-efficient structure within investment strategies should continue visiting
WisdomTree’s website, as we expect to continue putting out notable research and viewpoints on these
strategies as we progress through the year.

1 Source: Woodring et al., “Cloud Capex Tracker: GOOGL Surprise Capex Guide Pushes '25 Capex Growth
to 29% Y/Y,” Morgan Stanley Research, 2/5/25.

2 Source: NTSX Fund page, with data as of 2/7/25.

3 NTSX was formerly named the WisdomTree 90/60 U.S. Balanced Fund.
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Important Risks Related to this Article

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

NTSX: While the Fund is actively managed, the Fund’s investment process is expected to be heavily
dependent on quantitative models, and the models may not perform as intended. Equity securities, such
as common stocks, are subject to market, economic and business risks that may cause their prices to
fluctuate. The Fund invests in derivatives to gain exposure to U.S. Treasuries. The return on a derivative
instrument may not correlate with the return of its underlying reference asset. The Fund’s use of derivatives
will give rise to leverage, and derivatives can be volatile and may be less liquid than other securities. As
a result, the value of an investment in the Fund may change quickly and without warning, and you may
lose money. Interest rate risk is the risk that fixed income securities, and financial instruments related to
fixed income securities, will decline in value because of an increase in interest rates and changes to other
factors, such as the perception of an issuer’s creditworthiness.

NTSI: Investments in non-U.S. securities involve political, regulatory and economic risks that may not be
present in U.S. securities. For example, foreign securities may be subject to risk of loss due to foreign
currency fluctuations, political or economic instability, or geographic events that adversely impact issuers
of foreign securities. While the Fund is actively managed, the Fund’s investment process is expected to be
heavily dependent on quantitative models, and the models may not perform as intended. Equity securities,
such as common stocks, are subject to market, economic and business risks that may cause their prices
to fluctuate. The Fund invests in derivatives to gain exposure to U.S. Treasuries. The return on a derivative
instrument may not correlate with the return of its underlying reference asset. The Fund’s use of derivatives
will give rise to leverage, and derivatives can be volatile and may be less liquid than other securities. As
a result, the value of an investment in the Fund may change quickly and without warning, and you may
lose money. Interest rate risk is the risk that fixed income securities, and financial instruments related to
fixed income securities, will decline in value because of an increase in interest rates and changes to other
factors, such as the perception of an issuer’s creditworthiness. Diversification does not eliminate the risk
of experiencing investment losses.

NTSE: Investments in non-U.S. securities involve political, regulatory and economic risks that may not be
present in U.S. securities. For example, foreign securities may be subject to risk of loss due to foreign
currency fluctuations, political or economic instability, or geographic events that adversely impact issuers
of foreign securities. Investments in securities and instruments traded in developing or emerging markets,
or that provide exposure to such securities or markets, can involve additional risks relating to political,
economic or regulatory conditions not associated with investments in U.S. securities and instruments or
investments in more developed international markets. While the Fund is actively managed, the Fund’s
investment process is expected to be heavily dependent on quantitative models, and the models may not
perform as intended. Equity securities, such as common stocks, are subject to market, economic and
business risks that may cause their prices to fluctuate. The Fund invests in derivatives to gain exposure
to U.S. Treasuries. The return on a derivative instrument may not correlate with the return of its underlying
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reference asset. The Fund’s use of derivatives will give rise to leverage, and derivatives can be volatile
and may be less liquid than other securities. As a result, the value of an investment in the Fund may
change quickly and without warning, and you may lose money. Interest rate risk is the risk that fixed
income securities, and financial instruments related to fixed income securities, will decline in value because
of an increase in interest rates and changes to other factors, such as the perception of an issuer’s
creditworthiness. Diversification does not eliminate the risk of experiencing investment losses.

GDE: The Fund is actively managed and invests in U.S.-listed gold futures and U.S. equity securities. The
Fund’s use of U.S.-listed gold futures contracts will give rise to leverage, magnifying gains and losses and
causing the Fund to be more volatile than if it had not been leveraged. Moreover, the price movements
in gold and gold futures contracts may fluctuate quickly and dramatically and have a historically low
correlation with the returns of the stock and bond markets. U.S. equity securities, such as common stocks,
are subject to market, economic and business risks that may cause their prices to fluctuate. The Fund’s
investment strategy will also require it to redeem shares for cash or to otherwise include cash as part of
its redemption proceeds, which may cause the Fund to recognize capital gains.
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