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AIN’T TALKING ’BOUT LOVE
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The rapidity and magnitude of the recent market decline may have some folks thinking of
the lyrics to van Halen’s Ain’t Talking ’bout Love:

(You know) I been to the edge

And there I stood and Tooked down

You know I Tost a lot of friends there, baby

I got no time to mess around..

Ain’t talkin’ ’bout Tove

My love is rotten to the core

Ain’t talkin’ ’bout Tove

Just like I told you before, before, before

In a recent blog, we suggested, “The market disruption has left market valuations, espec
ially in the most beat up areas-small- and mid-cap stocks, value and quality stocks and
dividend-paying stocks—-at far more attractive levels than even just one month ago.”

How might we take this idea, that certain parts of the market have been oversold and/or
poised for relative outperformance, and translate that into ideas for investment or
portfolio reallocation?

First, Tet’s examine typical market behavior over a full economic cycle. As we’ve
suggested, we may not be at the bottom of the current market decline, but we believe we
are approaching it (especially now that Congress finally passed its highly anticipated
fiscal stimulus bill):

Typical Behavior of Global Business Cycle
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We may be here

Value Value stocks are pro-cyclical and have historically performed more
s strongly coming off the bottom of an economic cycle

M‘)‘ Quality stocks are more defensive in nature and have tended to
= parform best at the peak of an economic cycle or at the beginning
of an economic slowdown
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Source: NASDAQ, November 2018. This chart is for illustration purposes only and may not reflect
actual market behavior.
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A more detailed illustration of this idea might Took Tike this:
JPM Quant "Cycle Investing"-Linking the Economic Cycle with Style Returns

Expansion
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Source: J.P. Morgan Quantitative and Derivatives Strategies
Source: JP Morgan Cazenove, January 2017. This chart is for illustration purposes only and may not

reflect actual market behavior.

How do some of these investment style suggestions play out in real time?

Here is a performance comparison of U.S. large-cap versus small-cap stocks over the past
40 years (with recessions marked by the gray bars). As you see from the small-cap/large-
cap performance ratio chart at the bottom, small cap has outperformed every time the
economy entered recovery mode:
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Likewise, dividend-paying stocks show a good track record of outperforming the core
market index during recovery periods following market downturns:
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There are Tess dramatic results when examining the performance of value stocks compared
to growth stocks:
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We see outperformance by value stocks following the collapse of the tech bubble in 2000,
then a sTight bump 1in relative performance during the global financial crisis of 2007-
2008. There’s another bump in Q4 of 2019 (a factor rotation that was still in place in

early 2020, but which disappeared almost instantly when the virus-induced market decline
began in Tate January).

However, when viewed in terms of relative valuation, as well as an anticipated mean reve
rsion basis, it remains an interesting time to consider leaning back into valuel.
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Value vs. growth

Will value re-take leadership?
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Source: Morningstar Direct. Value vs. growth: Rolling five-year excess retum performance through 12/31/19.
Value: Russell 1000 Value Index, Growth: Russell 1000 Growth Index. Index returns represent past

performance, are not a guarantes of future performance, and are not indicative of any specific investrnent.

[Note: There are multiple potential reasons for the consistent underperformance of value
stocks since the market recovery began in 2009, but that is a topic for a different time
and blog.]

we understand how difficult the current market conditions are, and how difficult it can
be to look past the volatility, stress and anxiety, and take a Tlonger-term perspective
on portfolio allocation. But, as we have suggested before, we do believe this will end,
and the market will recover. we don’t know when, and we accept that we may have further
down to go. But the current crisis will end, and the market will recover.

In anticipation of that time, we believe now is an excellent opportunity to think about
and plan how to Tean back into the markets. History suggests that there are certain
investment styles, strategies and risk factors that will lead the way once the recovery
begins.

In closing, we can’t help but wonder how Revolutionary war patriot Tom Paine might have
rewritten his opening paragraphs to Common Sense had he been writing about the current
market environment.

with respect and apologies to Mr. Paine, it might have gone something Tlike this (poetic
Ticense is underlined):

THESE are the times that try investors’ souls. The summer soldier and the
sunshine patriot will, in this crisis, shrink from market disruptions; but he
that stands by it now (and seeks attractive re-entry points), deserves the Tove
and thanks of man and woman.

Market fear, Tike hell, 7s not easily conquered; yet we have this consolation
with us, that the harder the conflict, the more glorious the triumph.

what we obtain too cheap, we esteem too Tightly (though it tends to maximize
long-term performance): it is dearness only that gives everything its value.
Heaven (and a functioning market) knows how to put a proper price upon 7its
goods; and it would be strange indeed if so celestial an article as RECOVERY
should not be highly rated.

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
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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 1indicative 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 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 qinternal 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 idinvestment 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

Large-Capitalization (Large-Cap) : A term used by the investment community to refer
to companies with a market capitalization value of more than $10 billion. Large cap is
an abbreviation of the term “large market capitalization”. Market capitalization is
calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

small caps : new or relatively young companies that typically have a market
capitalization between $200 million to $2 billion.

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

a slowing economy and higher unemploymen.

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

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.

Growth : characterized by higher price Tevels 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.

Tech Bubble : Market collapse between 1999-2001 that was Ted by technology stock.

Factor : Attributes that based on its fundamentals or share price behavior, are

associated with higher return.

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Mean reversion : The concept that a series of returns has a tendency to return to its
average level over longer periods, even if shorter periods can exhibit wide swings.

volatility : A measure of the dispersion of actual returns around a particular average

Tevel.&nbsp.
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