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IF WE SEE STOCK MARKET MEAN
REVERSION, HEADS WILL SPIN
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when you do this for a while, there are years that really stick in your head when it
comes to the notable and quotable dates of stock market lore. The years 1999 and 2000
are among them, for reasons of the end of the dot-com bubble. Keep those two specific
years in mind as we look at four charts.

Right now, the stock market is blowing out the 20 years from 1980 to 2000 on a specific
performance metric. The last two decades have witnessed firms with a 0% dividend yield
outperforming the highest yielders by a Tlarger amount than at any time 1in pre-Covid
history, including that one. In figure 1, see the boldness with which the snapbacks hit.

Figure 1: 20-Year Rolling Annualized outperformance, Top Quintile of Stocks by
Dividend Yield minus Stocks Paying No Dividends
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sources: kenneth Franch Data Library, CRSP database. Data 7/31/1927-7/31/2023, with August and Saptember 2023 sourced from WisdomTrea DPD using the Russall 3000,
The axls commences In 1947 becausa It Is 20-year rolling data. Stocks separated Into top quintile minus bottom quintile.

In figure 2, I divided the Dow Industrials by NIPA corporate profits. Because the market
bolted so boldly from the 2009 Tows until the height of the mania 1in 2021, the
relationship 1is near historic extremes. If the chart’s fit is any guide, maybe the
coming years witness a market that frustrates the bulls.

Figure 2: Dow Industrials Relative to NIPA Corporate Profits
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Another situation that may just mean revert is the relationship between stock and bond
returns. If the consensus has it right, that the Fed is done tightening for this cycle,

take heed of the message from figure 3. Maybe the hated bond market is ready to start
outperforming.

Figure 3: The End of Tightening Cycles Tends to Favor Long-Term Bonds over
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Figure 4 helps that argument. We are at a 20-year extreme in equity outperformance over
bonds. Like the chart of dividend payers versus non-payers, the pre-Covid precedent for
such things takes place in about the eighth inning of the dot-com bubble: 1999.

Figure 4: 20-Year Annualized Performance Differential, Mega-Caps vs. Bonds
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20 Years through 1961: Best 20-
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Sources: Aswath Damodaran for bonds, as proxled by the 10-ear Treasury. Equity retums from Kenneth French Data Library, using the largest 10% of
companias In the CRSP database. Time seras captures 1927-2023, with 2023 using year-to-date returns through 11/3,23 for the ICE US Traasury 7-10 Indax
and the 50 largest companies In the S&P 500. The x-axis commences 1947 because the anthmetic captures returns starting 20'years prior.

Let’s summarize our four charts:

1. Companies that paid no dividend just had the greatest 20-year bout of
outperformance over the biggest dividend payers on record.

2. The Dow relative to NIPA corporate profits points to 2023-2033 being a tough
market for stocks.

3. The end of the Fed’s tightening cycles points to bonds beating stocks.

4. 2003-2023 witnessed stocks beating bonds by an order of magnitude that is only
matched by the 20 years after the Second world war and by 1979-1999.

wWe see a lot of portfolios land on our desk. Top-heavy in tech, Magnificent Seven all
over the place, huge overweights in U.S. equities, general disdain for fixed dincome,
Tittle or nothing in the way of deep value and on it goes. If any or all of these charts
revert to the mean, heads will spin.

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.

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

Dividend yield : A financial ratio that shows how much a company pays out in dividends
each year relative to its share price.

National income and products accounts (NIPA) : are one of the main sources of data

on general economic activity in the U.S..

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.

Federal Reserve : The Federal Reserve System 1is the central banking system of the
United States.

Mega Cap : Market Capitalization over $100 Billion.
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