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The market environment has been difficult for megatrend strategies, which often involve

unprofitable but high growth stocks.

As expected, the market has positioned for an inflationary, rising rate regime—rotating

into stocks with proven track records of passing on increasing costs to customers,

benefiting from higher interest rates and returning capital to shareholders. This is a

prudent, tactical shift. 

During these negative relative performance periods, it’s important for megatrend

investors to stay grounded in the original investment thesis, which my colleague and I

wrote about earlier. We expect positive megatrend performance to be driven by emerging

structural shifts, and not be reliant on shorter-term cyclical changes or technical

signals. These strategies are meant to target high-conviction secular or economic trends

with medium- to long-term time horizons. 

Megatrend strategies are strategic allocations propelled by long-term structural changes

with outcomes that are agnostic to market regime. The current geopolitical environment

serves as a reminder of this. 

Do rising rates, inflation or unprofitability have any impact on the fact that

cybersecurity is national security? In our view, no—and we expect that the companies

helping to fortify our nation’s technological borders will be increasingly valuable,

both literally and figuratively.  

The market recognizes this as well. Cybersecurity stocks, as measured by the WisdomTree 

Cybersecurity Fund (WCBR), have outperformed benchmark indexes since Russia invaded

Ukraine. Despite recent gains, WCBR still has ground to cover, as it is down 11% year-

to-date. The S&P 500 Index is down 6% over the same period. WCBR is currently valued at

10 times price-to-sales, two turns above its historical minimum valuation of 8.1 times

and three turns below its historical peak of 13.1 times.1

Performance since Invasion of Ukraine (2/23/22–3/18/22)Performance since Invasion of Ukraine (2/23/22–3/18/22)
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For the most recent standardized and month-end performance click here.

Perspective from Cybersecurity Experts Team8Perspective from Cybersecurity Experts Team8

Based on the seven themes driving the future of cybersecurity, as detailed by Team8 in

its 2022 Cybersecurity Themes Report, the huge acceleration in use of the cloud, as well

as the sheer volume and extent of threats accelerated by the pandemic and changing work

environments, means that cyber not only has to get better, it also has to get smarter. 

A driving force will be the use of smarter security technologies such as security

automation and artificial intelligence (AI), which are likely to be game changers.

Resilience & recovery is also key, as organizations must ensure there are sufficient

backups and ransomware resilience measures to reduce the impact of attack and the

likelihood of business-wide interruptions, while speeding up recovery time.

In the midst of the current Russia/Ukraine conflict, we expect all of our themes to

continue playing a critical role in global cybersecurity dynamics; however, there may be

a heightened focus on ransomware resilience as well as on the security of things,

specifically industrial control systems and critical infrastructure security. These

common attack vectors can be exploited in nation-state-related attacks to maximize

control of the target, and potentially even inflict damage or harm. Furthermore, given

the nature of cyber warfare, such attacks could spill over beyond government and

critical infrastructure to local corporations or civilians, and even beyond the borders

of the conflict to other countries.  

WCBR Semiannual RebalanceWCBR Semiannual Rebalance

WCBR just completed its semiannual March rebalance, with two net additions (three

additions, one removal). 

AdditionsAdditions
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Approximately 17.2% of the Fund’s weight was turned over with no single security

experiencing an overly significant weight adjustment. Despite relatively small changes

in individual positions, WCBR has had several constituents experience significant

positive performance since the invasion of Ukraine.

Darktrace PLC, which uses machine learning and AI algorithms to neutralize cyber threats

across diverse digital estates, has gained 36% and raised its full-year 2022 revenue and

margin guidance to reflect the ongoing strength and profitability of its business.2

Top 10 Performance (2/23/22–3/18/22)Top 10 Performance (2/23/22–3/18/22)
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The weighting mechanism behind WCBR assigns over-weight exposure to companies that are

exhibiting both fast revenue growth and involvement in an array of cybersecurity themes,

which helped drive an increase in the weighted average trailing 12-month growth rate to

38.6% from 35.9%. Importantly, the Fund now generates a higher average growth rate at a

lower valuation of 9.8 times price-to-sales.

Cybersecurity’s Growing ImportanceCybersecurity’s Growing Importance

On the day of this writing, three WCBR constituents, Cloudflare, CrowdStrike and Ping

Identity, announced the Critical Infrastructure Defense Project to “provide free

cybersecurity services to particularly vulnerable industries during this time of

heightened risk.”3  

In our view, the growing importance of the cybersecurity industry cannot be

understated. 

We recommend considering WCBR as the solution for investors seeking targeted exposure to

the companies we view as having the highest exposure to critical cybersecurity trends

and the greatest potential for future growth.

 

 

1 Sources: WisdomTree, FactSet, as of 3/18/22. Performance at NAV.
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2 Sources: Bloomberg, Darktrace PLC S1 2022 Earnings Conference Call Transcript.

Performance for the period 2/23/22–3/4/22. Past performance is not indicative of future

results. 

3 Source: Cloudflare, CrowdStrike, and Ping Identity Join Forces to Strengthen U.S. Cyber

security in Light Of Increased Cyber Threats. As of 3/7/22, WCBR held 4.9%, 4.2%, and

2.7% of its weight in Cloudflare, CrowdStrike and Ping Identity, respectively. 

Important Risks Related to this ArticleImportant Risks Related to this Article

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

Fund invests in cybersecurity companies, which generate a meaningful part of their

revenue from security protocols that prevent intrusion and attacks to systems, networks,

applications, computers and mobile devices. Cybersecurity companies are particularly

vulnerable to rapid changes in technology, rapid obsolescence of products and services,

the loss of patent, copyright and trademark protections, government regulation and

competition, both domestically and internationally. Cybersecurity company stocks,

especially those which are internet related, have experienced extreme price and volume

fluctuations in the past that have often been unrelated to their operating performance.

These companies may also be smaller and less experienced companies, with limited product

or service lines, markets or financial resources and fewer experienced management or

marketing personnel. 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 heavily dependent on quantitative and qualitative information and data

from one or more third parties, and the Index may not perform as intended. Please read

the Fund’s prospectus for specific details regarding the Fund’s risk profile.

This blog represents the opinions of Team8 Labs Inc. (“Team8”) and is for informational

purposes only. You should not treat any opinion expressed by Team8 as a specific

inducement to make an investment in any security, but only as an expression of Team8’s

opinions. Team8’s statements and opinions are subject to change without notice. Team8 is

not registered as an investment adviser under the Investment Advisers Act of 1940, as

amended (the “Advisers Act”), and relies upon the “publishers’ exclusion” from the

definition of investment adviser under Section 202(a)(11) of the Advisers Act. As such,

the information contained in this blog does not take into account any particular

investment objectives, financial situation or needs and is not intended to be, and

should not be construed in any manner whatsoever as, personalized investment advice. The

information in this blog is provided for informational and discussion purposes only and

is not intended to be, and shall not be regarded or construed as, a recommendation for a

transaction or investment or financial, tax, investment or other advice of any kind by

Team8. You should determine on your own whether you agree with the information contained

in this blog. Certain of the securities referenced in this blog may currently, or from

time to time, be constituents of an index developed and maintained by WisdomTree

Investments, Inc. using data provided by Team8, which has been or will be licensed for a

fee to one or more investment funds. In addition, certain officers or employees of Team8

or funds or other persons or entities affiliated or associated with Team8 may hold

shares of, be officers or directors of, or otherwise be associated with some or all of

the issuers of the securities referenced in this blog or included in such index. Team8

expressly disclaims all liability with respect to any act or omission taken based on,

and makes no warranty or representation regarding, any of the information included in

this blog.

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.

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

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

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

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

InflationInflation  : Characterized by rising price levels.

Interest ratesInterest rates  : The rate at which interest is paid by a borrower for the use of money.

S&P 500 IndexS&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.

Price-to-sales (P/S) ratioPrice-to-sales (P/S) ratio  : share price divided by per share revenue.

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

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.
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