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As investors seek to understand the performance of U.S. equities this year, one of the

biggest gaps is between the Nasdaq 100 Index and the S&P 500 Index. For the first five

months of 2023:

•  The Nasdaq 100 Index delivered a return of 30.64%. Even though it is not called a

growth index directly, we appreciate that it includes many of the largest companies

that people think of as growth stocks.

•  The S&P 500 is more of a core exposure, in that it contains value stocks

alongside growth stocks. Since the value style is not doing as well so far in 2023,

the overall S&P 500 Index only returned 9.41% over the same period.

Therefore, we’re looking at a difference in performance between the two benchmarks of

more than 21%. This tells us, broadly, two things:

1.  The first five months of 2023 have been led by growth over value, since that is

where the Nasdaq 100’s exposure falls.

2.  The first five months of 2023 were not simply led by broad-based growth—they

were led by the biggest companies that account for a large exposure in the Nasdaq

100. Otherwise, it would be more difficult to expect a greater-than-21% difference

in returns between the two indexes.

Figure 1 allows us to see the companies most directly responsible for these observed

results:

•  First, the story of Nvidia and its upward shift in expected results has been

widely publicized. Nvidia is included in both the Nasdaq 100 and S&P 500 indexes,

but it was at an average weight of 4.77% in the Nasdaq and only 1.65% in the S&P

500.

•  Another company that delivered an eye-popping strong return in the first five

months of 2023 was Meta Platforms—nearly 120%. Because of its higher average weight

in the Nasdaq 100, this led to the company contributing nearly 3% to the index’s

overall return, compared less than 1% in the S&P 500.

Figure 1: The Top 10 Companies Driving Returns of S&P 500 and Nasdaq 100 Indexes
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Can an AI-Focused Strategy Be More than Nvidia and Some of the Big Names?

One issue with a narrow subset of stocks driving performance of many indexes is that

many investors start assuming that every strategy is being driven by those same stocks.

The WisdomTree Artificial Intelligence & Innovation Index, tracked by the WisdomTree Art

ificial Intelligence & Innovation Fund (WTAI) focuses on four primary areas of the AI

ecosystem:

1 .  Semiconductors: At times termed the ‘picks & shovels,’ semiconductor and

semiconductor equipment companies represent the backbone upon which AI models are

trained and run.

2 .  AI software:  AI itself is software, which is, ideally, created to perform

certain functions and solve certain problems.

3 .  Other AI hardware:   AI systems need to ingest data, which may exist in

databases, a more digital format or in the physical world.

4.  Innovation: We recognize that we do not know all the ways in which AI will be

used and developed, and every time we look across the market we find what we term

‘innovative use cases.’

The reason it is important to think about these groups is that the way in which the

index is run is more focused on weighting the groups and less focused on weighting the

individual companies. The individual companies within the groups typically will be

equal-weighted. This means that Nvidia—certainly a member of the semiconductors group—

will be weighted the same as the other semiconductor companies.

While during the first five months of 2023 we might have wished that we’d weighted

Nvidia more heavily, by the same token, there will come a time in the future when having

a massive exposure to this one company could be more of a weight around overall strategy

performance.
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Figure 2: Allocation of WisdomTree’s AI & Innovation Strategy Across Groups

Bottom Line: A Diverse Foundation of Performance in a Narrow Market

The easy story so far in 2023 has been this: you take Nvidia and you mix it with some of

the biggest companies in the world associated with tech and AI and you get the recipe

for strong performance.

However, structuring WTAI in the manner that we do, basically equal-weighted across

groups, should allow for a more diverse contribution to performance.

Figure 3a: Standardized Performance

For the most recent month-end performance, click here.

Figure 3b: The Top 10 Contributors to WTAI’s Return

The top 10 contributors accounted for only about half of the strategy’s total return in

for 2023 so far.
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Important Risks Related to this Article

The WisdomTree Artificial Intelligence & Innovation Index is designed to measure the

performance of companies primarily involved in artificial intelligence and innovation.

There are risks associated with investing, including the possible loss of principal. The

Fund invests in companies primarily involved in the investment theme of artificial

intelligence (AI) and innovation. Companies engaged in AI typically face intense

competition and potentially rapid product obsolescence. These companies are also heavily

dependent on intellectual property rights and may be adversely affected by loss or

impairment of those rights. Additionally, AI companies typically invest significant

amounts of spending on research and development, and there is no guarantee that the

products or services produced by these companies will be successful. Companies that are

capitalizing on innovation and developing technologies to displace older technologies or

create new markets may not be successful. 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 or take defensive positions in declining

markets. The composition of the Index is governed by an Index Committee and the Index

may not perform as intended. Please read the Fund’s prospectus for specific details

regarding the Fund’s risk profile.

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

+ Has the Future Spending on Generative AI-Related Chips from Nvidia Been Underestimated

?
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+ Is the Momentum Running Out of AI-Focused Stocks?

Related Funds

+ 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

Nasdaq 100 Index : Includes 100 of the largest domestic and international non-financial

companies listed on The Nasdaq Stock Market based on market capitalization. The Index

reflects companies across major industry groups including computer hardware and

software, telecommunications, retail/wholesale trade and biotechnology. It does not

contain securities of financial companies, including investment companies.

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.

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.

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.

Semiconductor  : A semiconductor is a material product usually comprised of silicon,

which conducts electricity more than an insulator, such as glass, but less than a pure

conductor, such as copper or aluminum. Their conductivity and other properties can be

altered with the introduction of impurities, called doping, to meet the specific needs

of the electronic component in which it resides.
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