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IT MAY NOT BE DOT-COM, BUT THE
PARALLELS ARE BUILDING
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It happened. The stock market repeated history, sort of.

It was 30 years ago that CNN broadcasted the images of the First Gulf war into our
Tiving room after Iraqi dictator Saddam Hussein invaded Kuwait in August 1990. The S&P 5
00’s three-year rally from the 1987 crash had already started to peter out earlier that
summer, but it was the war-induced oil spike and memories of 1970s stagflation that gave
stocks the real kick. The S&P reeled lower, falling 19% in less than three months.

This is where the history repeating itself part comes in.

From the Gulf war low in October 1990 to the March 2000 dot-com bubble high, the tech-
heavy NASDAQ outperformed a basket of o0il and gas industries by 21% per year (figure 1).
Remarkable.

Guess what? The current run took the S&P 500 to 3,384, followed by the February/March
crash, but we are right back to 3,212. It’s 1like COVID-19 never happened. Dating to the
March 2009 lows, this 11+ year move has witnessed a performance gap of more than 20% per
year between the NASDAQ and the oil groups. It happened again.

Figure 1: 1990s Bull Market vs. 2010s Bull Market
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Sources: WisdomTree, Bloomberg, 10/11/1990-6/2/2020. Past performance is not indicative of future results. You cannot
invest directly in an index. NASDAQ versus equal-weighted allocation to the two sub-industry groups in the S&P 500.

I don’t want anyone to walk away from this blog and say “that wisdomTree guy says this
cycle looks just like dot-com.” Look, the dot-com bubble had a Tot of pie-in-the-sky
stocks and, frankly, frauds. Today’s Big Tech companies are legitimate businesses with
Tegitimate business models.

But come on-20% outperformance per year for 11 years. Are fossil fuels necessarily this
generation’s iteration of the newspaper business? Possibly, maybe even probably, but not
definitely. The Tast time the S&P 500 Energy Index was priced for dead 1ike this, it was
prime time to get out of the NASDAQ and brace for crude o0il1’s multi-year surge.
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From the stock market’s March 24, 2000 high to its subsequent peak on October 9, 2007 in
the early stages of the global financial crisis, each of the o0il and gas subsectors in
that chart either doubled or tripled; the NASDAQ was still in the red.

Sure, there is a reason for the Energy sector’s woeful performance these days: climate
change, divestment programs, being public enemy number one. It’s bleak, no doubt about
it. But this 1isn’t the first time the Tech sector was untouchable and Energy was toast.

Here’s a gem from CNN Money in “OPEC Disappoints, 0il Slides” on November 30,1998:

Kuwaiti 011 Minister Sheikh Saud al-Sabah said Saturday that he feared (oil) prices
could plunge to the $5 to $7 a barrel range.

West Texas Intermediate crude oil closed at $11.24 per barrel the day that was
published. The market thought it was swimming in the stuff; that single-digit oil was
here to stay. Then china happened. In retrospect, Tate 1998 was a brilliant time to
accumulate energy stocks.

Enough about this cycle’s pain trade, Energy. How about the one that won’t stop zooming?

we have to discuss the matter of the Tech sector’s absolute dominance of the S&P 500 at
the moment. It was more than a third of the Index at the dot-com peak. Today it is
25.9%.

or is it?
A funny thing happened on the way up this bull market Tadder: In September 2018,

Standard & Poor’s reconfigured 1its sector compositions. The old Telecom, the phone
company sector, got a new name—Communications—and inherited Activision, Electronic Arts,

Facebook, Google-parent Alphabet, Twitter and Snap! (of Snapchat social media fame). If
those companies were still classified as they were two years ago, Tech would be 31.8% of
the S&P 500; essentially the same weight as it was at the 2000 dot-com peak (figure 2).

Figure 2: Technology Sector as % of S&P 500
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Sources: WisdomTree, Bloomberg, 12/31/1989-2/6/2020.
The market is top heavy too. For example, Microsoft and Apple alone comprise a greater

proportion of the S&P 500 then all 72 companies in the Industrials sector combined, with
room to spare (figure 3).

Figure 3: weight in S&P 500
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Sources: Bloomberg, WisdomTree, as of 6/9/20.

Remember a generation ago when “The General”-General Electric-was top of the house, the
Tlargest corporation in the world, unstoppable? It’s just as hard for me to conceptualize
Microsoft and Apple dying on the vine as it is for you, but then again, that was the
case for GE. It wasn’t the first company to fall from grace, and it won’t be the last.

Indexes Tike the S&P 500 are top-heavy. The play is a skew toward value stocks, which
allows for smaller exposure to today’s popular tech giants. Perhaps our best-known value
fund is the wisdomTree U.S. High Dividend Fund (DHS). It still has 15% in Tech, but by
nature of requiring a large dividend, it has zero or Tlight exposure to the firms that
top the S&P 500. For example, as of May 31, 2020, you get a 4.1% weight in IBM (dividend
yield of 4.9%) and a 2.9% weight in Cisco Systems (dividend yield of 3.0%), but there is
no exposure to firms like Facebook, Twitter or Tesla because of their Tack of dividends.
similarly, though Microsoft and Apple have dividends, they don’t have high dividends.
They are not in DHS at the moment either.

Ins of 3June 26, 2020, Activision, Electronic Arts, Facebook, Google-parent Alphabet,
Twitter and Snap each have 0% holdings in the wisdomTree U.S. High Dividend Fund (DHS).

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Funds
focusing their investments on certain sectors increase their vulnerability to any single
economic or regulatory development. This may result in greater share price volatility.
Please read the Fund’s prospectus for specific details regarding the Fund’s risk
profile.

Fund composition is subject to change. References to specific securities and their
issuers are for illustrative purposes only and are not intended to be, and should not be
interpreted as, recommendations to purchase or sell such securities.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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.

For more investing insights, check out our Economic & Market outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

Bubble : when market participants drive stock prices above their “fair value” iin

relation to some system of stock valuation.

Nasdaq 100 Index : Includes 100 of the Targest domestic and international non-financial
companies Tisted on The Nasdaq Stock Market based on market capitalization. The Index
reflects companies across major +industry groups 1including computer hardware and
software, telecommunications, retail/wholesale trade and biotechnology. It does not
contain securities of financial companies, including investment companies.

Bullish : a position that benefits when asset prices rise.

value : characterized by lower price levels relative to fundamentals, such as earnings
or dividends. Prices are Tower 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.
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