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WHAT’S LOVE GOT TO DO WITH THIS
STOCK MARKET? ASK TINA

Jeff weniger — Head of Equity Strategy
12/02/2019

puring the first half of the year, it seemed everyone was grabbing so-called “Tow-volati
Tity” stocks.

why?

The popular “TINA” trade-“There Is No Alternative”-is based on the belief that stocks
should be bought because bond yields are so paltry.

If you are of a certain age, you got the blog post title’s Tina Turner reference. The
Grammy winner’s biggest song, according to me, was “What’s Love Got to Do with It?” If
Turner had been asking about this 10-year bull run in stocks-which would have been
really cool-the answer would have been “not much.”

Despite 17.4% annualized S&P 500 Index returns from the March 2009 Tows through October
2019, the sentiment survey by the American Association of Individual Investors (AAII)
shows a Tlargely unloved market, as the percentage of respondents Tabeling themselves
“bullish,” “bearish” or “neutral” is a mixed bag.

In figure 1, I divided the proportion of bullish respondents by the total of bulls and b
ears.

Figure 1: American Association of Individual Investors Bulls Divided by Sum of
Bulls + Bears
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Sources: WisdemTree, Bloomberg, American Associaticn of Individual Investors, as of 11/21/19. Past performance is not indicative of future
results. You cannot invest directly in an index. Index performance dees not represent actual fund or portfolie performance. A fund or portfalio
may differ significantly from the securities included in the index. Index performance assumes reinvestment of dividends but does not reflect any
management fees, transaction costs or other expenses that would be incurred by a portfolic or fund, or brokerage commissions on transactions
in fund shares. Such fees, expenses and commissions could reduce returns. WisdomTres, its affiliates and their independent providers are not

liable for any informaticnal errors, incompleteness or delays or for any actions taken in reliance on information contained herein.

In the first eight months of this year, investors bought stocks with abandon. But market
leadership was nevertheless dominated for the most part by the staid “minimum
volatility” stocks. No-frills sectors such as Utilities, Real Estate Investment Trusts
(REITs) and Consumer Staples joined this cycle’s momentum sector-Technology—atop the
performance board.

Until they didn’t.

Though momentum-oriented Tech has held strong this autumn, many of the minimum
volatility sectors have been troubled since the market’s sector Tleadership switched on
August 27 (figure 2).

Figure 2: S&P 500 Index Sector Performance, 2019
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Sources: WisdomTree, Bloomberg, through 11/20/19. Past performance is not indicative of future results. You cannot invest directly in an indesx.

Because “minimum volatility” and “momentum” became synonymous with each other as the
former morphed into the Tlatter, the relative breakdown of defensive sectors hit both
factor types in recent months. The MSCI USA Momentum Index has been reeling relative to
the broad market for a couple of months (figure 3).

Figure 3: MSCI USA Momentum Index Minus WisdomTree U.S. LargeCap Index
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Sources: Bloomberg, Wisdomires, 12/31/17-11/21/19. Chart shows performance disparity between a momentum stock index and a large-cap core
index. When it is rising, momentum stocks are cutperforming, and vice versa. Past performance is not indicative of future results. You cannot invest

directly in an index.

The new market darling, at Teast for the Tast few months, is the Financials sector, much
to the relief of 1investors in value factor funds. The sector has defied threats of
washington “cracking down on wall Street,” beating the S& 500 Index by more than 5
percentage points since the August 27 leadership switch from momentum to value stocks.

Russell’s factor 1indexes are in figure 4. To the momentum factor’s credit, it has a
robust 2019 wall Street earnings growth estimate. But soon, I believe, savvy 1investors
will try to steal a march on 2020 expectations. The consensus has the Russell 1000
Momentum Factor Index’s earnings growing 10.6% next year-only a tad bit higher than the
8.5% expected for the Russell 1000 value Index. But the former 1is trading for 20.4x next
year’s earnings estimate, a 6-point premium over its value counterpart. Is it worth it?

Figure 4: Street Consensus, Russell Indexes
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Focused Factor Factor

Price
2015 Earnings Per Share

EPS Growth (2015-
2018)
Consensus EPS
2019 EPS (est.)
2020 EPS (est.)
Consensus EPS Growth (YoY)
13.1% 14.3% 9.7% 24.1% 21.6% 18.1%
11.2% 8.5% 13.1% 6.3% 10.6% 10.4%
P/E on Consensus Estimates
P/E (2019 est.) 18.6 152 229 15.7 226
P/E (2020 est) 16.7 14.1 202 14.8 204 17.2
Sources: Bloomberg, WisdomTree, as of 11/21/19, using all Wall Street estimates reported to Bloomberg. Weights subject to change. Past

performance is not indicative of future results. You cannot invest directly in an index.

Figure 5 shows the returns-based analysis of our U.S. equity exchange-traded funds (ETFs
) using the Russell 1000 Index and the five major ““smart beta” factors” factors. our

broad market WisdomTree U.S. LargeCap Fund (EPS) 1is a 500-stock blend fund that tilts
toward value. The ETFs that are even more value-focused are “the Ds,” our dividend-weigh
ted ETFs with tickers that start with that letter in the table below.

Figure 5: Fund Regressions to Smart Beta Factors (%)
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Source: Bloomberg. One-year regression through 10/31/19 to determine factor composition that most emulates the fund. For example, when we run the first fund, DTD, to see which
composition of the six indexes it locks like, Bloomberg identifies it as being akin to the factor exposures of a mix that is 84.6% “value,” 7.7% "quality” and 7 7% “minimum volatility.* Weights
subject to change.

Perfarmance is historical and does not guarantee future results. Current performance may be lower or higher than quoted. Investment retums and principal value of an investment will
fluctuate so that an investor's shares, when redeemed, may be worth more or less than their original cost. Perfermance data for the most recent menth-end is available at wisdomtree.com.
WisdomTree shares are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Total returns are caleulated using the daily 4:00 p.m_ EST net asset value
(NAY). Market price returns reflect the midpoint of the bid/ask spread as of the close of trading on the exchange where Fund shares are listed. Market price returns do not represent the returns
you would receive if you traded shares st other times.

Please click here for standardized performance of the ETFs mentioned in the table.

Until now, “TINA” has been a mantra to buy stocks because bond yields are so low. But
now that rates are rising a bit, is the recent embrace of value stocks here to stay?

Love doesn’t have anything to do with it. valuations do.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. 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.
while some of the Funds are actively managed, the Funds’ investment process 1is expected
to be heavily dependent on quantitative models and the models 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 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.

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

-
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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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