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For the better part of the last two years, the U.S. equity market has been driven by

what seems, at least on paper, to be a very simple story:

The artificial intelligence (AI) wave, which largely benefitted Nvidia’s share price

performance.

The other six of the so-called “Magnificent 7” companies (Apple, Microsoft, Amazon,

Alphabet, Meta, Tesla) delivering relatively strong returns over the same period.

At WisdomTree, it’s gotten to the point where investors have begun to ask:

Why bother with small caps—large caps have been outperforming for such an extended

period.

Why bother with markets outside of the U.S.—there are no parallel companies globally

to the “Magnificent 7,” and that story has been such a strong driver of global

equity markets.

Why bother with the “value” style of investing—as time has continued to pass, 2022,

a year when value outperformed growth in U.S. equities, has looked like more and

more of a “head fake” since large growth has been doing so well since the end of

2022.

The point is that behavioral finance exists for a reason, and the phrase “performance

chasing” exists because it is a powerful force that does, in fact, drive decision-

making.

However, the thing about “diversification”—simply put, not putting all of one’s eggs in

one basket—is that it may seem like it doesn’t matter until a big, unexpected catalyst

cautions us about getting too comfortable with the current trend.

Case Study: July 2024Case Study: July 2024

People are going to remember July 2024. After the presidential debate on June 28, an

unprecedented situation unfolded that led to President Biden pulling out of the 2024

presidential race and endorsing Vice President Kamala Harris. There was also the

assassination attempt on former President Trump, the Republican nominee. Even without

votes being cast, we have been living political history.

Looking at market history, while there are no hard and fast rules, when historic,

unexpected things happen, it makes sense to consider if seemingly embedded trends can

change.

Prior to July 2024:

Embedded Trend: Embedded Trend: The largest companies by market capitalization in the U.S. have

been driving most of the U.S. equity market’s performance. Whatever has happened for

the better part of two years, these companies have tended to continue to march

higher in terms of their share prices.
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Tougher Narrative: Tougher Narrative: Whether people look at the performance of the S&P 500 Equal

Weight Index versus the S&P 500 Index or think about such things as small- and mid-

capitalization stocks versus large-capitalization stocks, all of these “other areas”

that do not emphasize exposure to the largest stocks, full stop, have not been able

to outperform. Leading into July, many people were talking about these other areas,

but no one could possibly know if or when the trend would change.

Figure 1 sets up the analysis of July by showing the longer-term standardized periods of

returns for the underlying Funds:

WisdomTree U.S. Quality Growth Fund (QGRW): The WisdomTree U.S. Quality Growth Fund

is designed to track, before fees and expenses, the total return performance of the

WisdomTree U.S. Quality Growth Index. This strategy focuses on very large stocks

with strong return on equity and return on assets characteristics alongside strong

earnings growth characteristics. It is market capitalization-weighted and does not

require companies to pay dividends to be included.

WisdomTree U.S. Quality Dividend Growth Fund (DGRW): The WisdomTree U.S. Quality

Dividend Growth Fund is designed to track, before fees and expenses, the total

return performance of the WisdomTree U.S. Quality Dividend Growth Index. This

strategy focuses on companies that pay dividends and have characteristics such as

high return on equity, return on assets and earnings growth, which tend to lead to

better chances of growing future dividends.

WisdomTree U.S. High Dividend Fund (DHS): The WisdomTree U.S. High Dividend Fund is

designed to track, before fees and expenses, the total return performance of the

WisdomTree U.S. High Dividend Index. This strategy focuses on companies with high

dividend yields that also pay large cash dividends, and the weighting is based on

cash dividends being paid per each company’s dividend policy.

WisdomTree U.S. Value Fund (WTV): The WisdomTree U.S. Value Fund is an actively

managed fund designed to track, before fees and expenses, the total return

performance of stocks that have strong value characteristics. One such

characteristic that is emphasized is the net buyback yield, which is a way of

getting at the idea of total shareholder yield. Companies that are reducing shares

outstanding may tend to have other interesting—favorable, in our opinion—

characteristics.

Figure 1: Standardized PerformanceFigure 1: Standardized Performance
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Source: WisdomTree, specifically data from the Fund Comparison Tool in the PATH suite of tools, as

of July 28, 2024. NAV denotes total return

performance at net asset value. MP denotes market price performance. WTV’s objective changed

effective December 18, 2017. Prior to December 18,

2017, Fund performance reflects the investment objective of the Fund when it tracked the

performance, before fees and expenses, of the WisdomTree

U.S. LargeCap Value Index. Past performance is not indicative of future results. InvestmentPast performance is not indicative of future results. Investment

return and principal value of an investment willreturn and principal value of an investment will

fluctuate so that an investor’s shares, when redeemed, may be worth more or less thanfluctuate so that an investor’s shares, when redeemed, may be worth more or less than

their original cost. Current performance may betheir original cost. Current performance may be

lower or higher than the performance data quoted. For the most recent month-end andlower or higher than the performance data quoted. For the most recent month-end and

standardized performance and to download thestandardized performance and to download the

respective Fund prospectuses, click the relevant ticker:respective Fund prospectuses, click the relevant ticker: QGRW, DGRW, DHS and WTV.

We tend to monitor the performance of different strategies to showcase certain

narratives or stories. For most of 2024 so far, there has been one story: QGRW, which

emphasizes exposure to the “Magnificent 7” and other large-cap companies with strong

quality and growth characteristics, has been the runaway leader. DGRW has been more

stable and less prone to bigger runs, either up or down. And then DHS and WTV have been

comparatively “out of favor” since they focus on the value side of the ledger and the

growth side has been running faster.

But, roughly starting around July 1, 2024, it looks like the picture shifted a bit.

Figure 2: Year-to-Date 2024 Trend Shows It Has Still Been “Growth” over “Value”Figure 2: Year-to-Date 2024 Trend Shows It Has Still Been “Growth” over “Value”
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Source: WisdomTree, specifically data from the Fund Comparison Tool in the PATH suite of tools, for

the period 1/1/24 to 7/26/24. NAV denotes

total return performance at net asset value. MP denotes market price performance. Past performancePast performance

is not indicative of future results.is not indicative of future results.

Investment return and principal value of an investment will fluctuate so that anInvestment return and principal value of an investment will fluctuate so that an

investor’s shares, when redeemed, may be worthinvestor’s shares, when redeemed, may be worth

more or less than their original cost. Current performance may be lower or higher thanmore or less than their original cost. Current performance may be lower or higher than

the performance data quoted. For the mostthe performance data quoted. For the most

recent month-end and standardized performance and to download the respective Fundrecent month-end and standardized performance and to download the respective Fund

prospectuses, click the relevant ticker:prospectuses, click the relevant ticker:

  QGRW, DGRW, DHS and WTV.

If we zoom in and only look at July 2024’s performance for these four Funds, we see:

DHS has rallied almost 9%.

WTV has rallied in the range of 3%–4%.

DGRW has been fairly stable, not going too far up or down.

QGRW has lagged in the range of about -5%.

One month of performance is just that—one month. We have to continue to monitor things

in order to see if what we are witnessing is just a blip and large growth goes back to

leadership OR if it’s actually time for a sustained value rally in U.S. equities—

something we haven’t really seen since 2022.

Figure 3: July 2024’s Performance Could Indicate a Shift toward ValueFigure 3: July 2024’s Performance Could Indicate a Shift toward Value
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Source: WisdomTree, specifically data from the Fund Comparison Tool in the PATH suite of tools, for

the period 7/1/24 to 7/26/24. NAV denotes

total return performance at net asset value. MP denotes market price performance. Past performancePast performance

is not indicative of future results.is not indicative of future results.

Investment return and principal value of an investment will fluctuate so that anInvestment return and principal value of an investment will fluctuate so that an

investor’s shares, when redeemed, may be worthinvestor’s shares, when redeemed, may be worth

more or less than their original cost. Current performance may be lower or higher thanmore or less than their original cost. Current performance may be lower or higher than

the performance data quoted. For the mostthe performance data quoted. For the most

recent month-end and standardized performance and to download the respective Fundrecent month-end and standardized performance and to download the respective Fund

prospectuses, click the relevant ticker:prospectuses, click the relevant ticker:

  QGRW, DGRW, DHS and WTV.

Because the Magnificent 7 has garnered so much attention over the past two years, we

pulled up the top 10 positions in each of these four strategies:

QGRW has six of the seven in its top six positions, with only Tesla showing up

outside of the top 7 (visible in the ninth slot).

DGRW has four of the seven stocks in its top 10. The three stocks not visible are

Meta Platforms, which is in the strategy but not in the top 10, and then Tesla and

Amazon, which are not in the strategy because they do not pay regular cash dividends

as of this writing.

Neither DHS nor WTV have any of the Magnificent 7 visible in the top 10.

Since we are deluged with headlines and commentary regarding how the Magnificent 7 is

doing on a daily basis, those investors looking for “something else” to drive the

returns of investment strategies may have at least an initial catalyst to look toward DH

S and WTV.

Figure 4: How Much of the Magnificent 7 Feature in the Top 10 HoldingsFigure 4: How Much of the Magnificent 7 Feature in the Top 10 Holdings
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Sources: WisdomTree, FactSet, as of 6/30/24. Holdings subject to change.

Valuation is an often-cited market characteristic, but it’s important to realize that

history has not shown that markets crash or rally based on it alone. We tend to think

about valuation as a way to consider risk levels—higher valuations could be one way to

indicate a market is susceptible to a correction after a strong rally, whereas lower

valuations could indicate a potential to move positively in light of new, positive

information coming to light.

The biggest contrast is clearly between QGRW, on the higher end of the valuation

spectrum, and DHS/WTV, which each have an estimated P/E ratio that looks quite

similar at around 12x earnings.

It’s interesting, though, that DGRW, which includes four of the Magnificent 7

stocks, has such a lower estimated P/E ratio than QGRW. We’d note that this could be

an impact of tracking an investment strategy that is cash dividend-weighted as

opposed to market capitalization-weighted.

Figure 5: Big Differences in Valuation between “Value” and “Growth” StrategiesFigure 5: Big Differences in Valuation between “Value” and “Growth” Strategies
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Sources: WisdomTree, FactSet, with data accessed in WisdomTree’s PATH Fund Comparison tool as of

7/28/24.

Finally, our bottom-line discussion regards whether one has to sacrifice earnings growth

to gain exposure to value.

DHS clearly has sacrificed earnings growth in order to find the stocks with high

dividend yields and then cash dividend weight them.

WTV, however, if we look at earnings growth on a three-year and five-year basis and

look at the median to mitigate the impact of individual outlier results, looks

similar to DGRW on an earnings growth basis. If people are thinking about value as

we move beyond July 2024 and get into the rest of the year, we think WTV could be

interesting for this reason.

Figure 6: How Much Earnings Growth Gets Sacrificed When Going from Growth toFigure 6: How Much Earnings Growth Gets Sacrificed When Going from Growth to

ValueValue

Sources: WisdomTree, FactSet, with data accessed in WisdomTree’s PATH Fund Comparison tool as of

7/28/24.

For those investors thinking that the trend of the largest, growth-oriented companies
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leading markets is ripe for a change, WTV may be an interesting way to think about

something driven by a very different mix of companies. And, to be fair, the relative

steadiness of DGRW has been notable to us in the face of these bigger growth-oriented

positions seeming to fall out of favor in July 2024.

Important Risks Related to this ArticleImportant Risks Related to this Article

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

Growth stocks, as a group, may be out of favor with the market and underperform value

stocks or the overall equity market. Growth stocks are generally more sensitive to

market movements than other types of stocks. The Fund is non-diversified; as a result,

changes in the market value of a single security could cause greater fluctuations in the

value of Fund shares than would occur in a diversified fund. The Fund invests in the

securities included in, or representative of, its Index regardless of their investment

merit. The Fund does not attempt to outperform its Index or take defensive positions in

declining markets, and the Index may not perform as intended.

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. Dividends are not guaranteed, and a company currently paying dividends may

cease paying dividends at any time. While the Fund is actively managed, the Fund’s

investment process is expected to be heavily dependent on quantitative models, and the

models may not perform as intended.

 

For the top 10 holdings of QGRW please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/qgrw

For the top 10 holdings of DGRW please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/dgrw

For the top 10 holdings of WTV please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/wtv

For the top 10 holdings of DHS please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/dhs

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 BlogsRelated Blogs

+ D Is for Defense (and Dividends)

+ Is March 2024’s Equity Performance Telling Us It’s Time for Value?

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

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

S&P 500 Equal Weight IndexS&P 500 Equal Weight Index  : Designed to track the equally weighted performance of

the 500 constituents in the S&P 500 Index.

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.
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