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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…

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

…with YTD performances in 2023:
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The contrast is stark. In 2022, the leading (in fact, dominant) factors were value, divi

dends 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%)—but 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 (AI) 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

AI-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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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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#small-caps
https://wisdomtree.com/blog/glossary#mid-cap


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 Analys

is, 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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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.

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 AI-focused product, WTAI), and we certainly seek to allocate to growth
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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.

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.

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 WisdomTree’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.

For the top 10 holdings of QGRW please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/qgrw

For the top 10 holdings of WTAI please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/megatrends/wtai

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

Related Blogs

+ The DuPont Analysis: One of the Most Powerful Concepts in Finance

+ Quality Is Job One

Related Funds

+ WisdomTree U.S. Quality Growth Fund

+ WisdomTree Artificial Intelligence and Innovation Fund

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Dividend : A portion of corporate profits paid out to shareholders.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Discount rate   : The interest rate the Federal Reserve charges commercial banks and

other financial institutions for short-term loans.

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

Artificial intelligence : machine analysis and decision-making.

Small caps   : new or relatively young companies that typically have a market

capitalization between $200 million to $2 billion.

Mid-Cap : Characterized by exposure to the next 20% of market capitalization (after the

top 70% have been removed) within the Value, Blend or Growth style zones with the

majority of the fund’s weight.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)


	A TALE OF TWO MARKET REGIMES

