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The world is telling us that we are in the midst of an AI revolution. We have been

writing about this topic throughout 2024, and in light of AI Appreciation Day, we wanted

to take an updated look at a few of our strategies and their track records in 2024:

The WisdomTree Artificial Intelligence & Innovation Fund (WTAI) is designed to track

the returns, before fees, of the WisdomTree Artificial Intelligence and Innovation

Index. The strategy is designed with the recognition that AI represents a broad

ecosystem of activities and companies and that, in any given year, different parts

of that ecosystem can outperform or underperform. However, over the long term, AI

will tend to be bigger and more in use than it is today.

The WisdomTree U.S. Quality Growth Fund (QGRW) is designed to track the returns,

before fees, of the WisdomTree U.S. Quality Growth Index. Exposure to artificial

intelligence is not a specific focus of the methodology, but if we simply stop there

with our thinking, we do investors a disservice. Even though AI is not a focus of

the stock selection or weighting, in February 2024, a major area of AI would be

companies that are running and developing large language models. So far, this

includes the likes of Microsoft, Meta Platforms, Amazon and Alphabet, to name a few.

When the strategy is focusing on growth and quality, these companies tend to score

very highly and end up with significant weights in the exposure. We’ll, of course,

continue to monitor how this evolves and recognize that it could change, but for the

time being, the artificial intelligence topic could be an important driver of the

return experience in QGRW.

Whether QGRW or WTAI is leading or lagging, performance-wise, at any given time can give

us important insights into how investors are trading the AI topic. It can also allow us

to monitor different types of performance attribution, meaning that in each strategy,

one can think about something like “the exposure to Nvidia” and see how much of a given

period’s return is based just on that company. Similarly, one can do the same thing with

the group of stocks that we now call the “Magnificent 7.”

Figure 1 gives us a sense of the important “Nvidia Question,” at least in 2024, as well

as the exposure to many of the world’s largest companies, whether we are still

referencing them as the Magnificent 7 or that title has evolved into something else.

The Nvidia Question:The Nvidia Question: There are many questions surrounding Nvidia, but the one that

we focus on regards the sustainability of its incredible share price performance.

For basically the last 18 months, when thinking of exposure to this stock, the

simple maxim “more is better” has worked out. If people are positioning for the next

18 months, Nvidia’s performance could be more of a question. It is clear that

QGRW's exposure looks more similar to that of the Russell 1000 Growth Index and does

have a significant amount of weight in this company. WTAI, on the other hand, does

not place anywhere near as much emphasis on any one company. A broader foundation of

share price performance amongst AI companies could benefit WTAI more than the

performance of any single stock.
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If we define the “Magnificent 7” as Nvidia, Microsoft, Apple, Alphabet, Meta

Platforms, Amazon.com and Tesla, we can see these stocks in the top 10 of QGRW and

the Russell 1000 Growth Index. Six out of seven (not Tesla) are in the top 10 of the

S&P 500 Index. Three of the seven are in the top 10 of WTAI. These companies are

important to the AI story, yes, but they are not the only way to think about

positioning for exposure to AI-oriented equities.

Bottom Line: Bottom Line: No one knows with certainty exactly how different phases of the AI

revolution will unfold. When looking at the top 10 of WTAI, Qualcomm, Arm and AMD stand

out for not being in the top 10 of QGRW or either of the two benchmarks. These stocks

may see stronger performance based on people purchasing new AI-enabled hardware, like

laptops, tablets and smartphones. The biggest platform-oriented companies, like

Microsoft, Alphabet and Meta, are pushing further and further with their different large

language models. It may not be a question of either devices OR large language models,

but we’d note that the market has been excited about large language models for some time

at this point.

Figure 1: Top 10 Holdings of QGRW & WTAI, with the S&P 500 and Russell 1000Figure 1: Top 10 Holdings of QGRW & WTAI, with the S&P 500 and Russell 1000

Growth Indexes as Benchmark ReferencesGrowth Indexes as Benchmark References

Source: WisdomTree; specifically, data is from the PATH Fund Comparison Tool, as of 5/31/24.

Holdings are subject to change. You cannot

invest directly in an index.

Second Half of 2024: What Is the AI State of Play?Second Half of 2024: What Is the AI State of Play?

Writing in July of 2024, we recognize two things:

Artificial intelligence has remained a hot topic. ChatGPT was released in late

November 2022, and much of 2023 was spent admiring the “cool stuff” that we as a

society might be able to do with it. Now, most of the companies in the so-called

“Magnificent 7” that we mentioned earlier have their own compute platforms and

approaches to large language models. The major providers of smartphones (Samsung,

Google, Apple) have all indicated models with direct AI capabilities on the device.

As of July 2024, AI has not yet completely changed the world, but there are many

exciting advances all proceeding apace.
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It feels like we are due for a shift in market leadership. Nvidia’s share price

return and increase in market capitalization have been historic. The returns of five

of the other six “Magnificent 7” firms have been pretty strong—most recently, many

have focused on Apple’s share price performance after its announcement of “Apple

Intelligence.” Tesla has been volatile, but as we write these words, August 8 is

about a month away, and we all await what type of robotaxi announcement we should be

able to see. Will the rest of 2024’s equity market performance continue toWill the rest of 2024’s equity market performance continue to

hinge mostly on these extremely large market capitalization stocks?hinge mostly on these extremely large market capitalization stocks?

We recognize that we do not know exactly how the equity market’s returns will unfold in

the second half of 2024—we wish the crystal ball offered a clearer picture. However, we

can think of a couple of different catalysts that could lead us down different paths.

The Hardware Refresh Catalyst: The Hardware Refresh Catalyst: When people see Apple’s share price performance

after the June 2024 announcement of Apple Intelligence, it’s interesting to

hypothesize what this is truly responding to. Apple’s actual AI capability is not

necessarily that far ahead or behind that of any of the other big players, although

people do appreciate its reputation for handling the privacy aspect of people’s

data. However, if people look at where Apple can make the bulk of its revenues, the

best thing that can happen is that the world buys more iPhones. If Apple

Intelligence creates enough curiosity to get users thinking that they need to try

out that iPhone 16, that can have a huge impact on Apple’s bottom line. We would

remind people that a new smartphone does not just have one or two chips powering it—

there is a “memory board” with multiple different chips, there is a “frequency

board” with multiple different chips, and there is a “logic board” with multiple

different chips. If we are reading reports of people buying tens of millions or

hundreds of millions of new smartphones in the coming months, there is a broad

semiconductor ecosystem that would be supporting those demands—and the Nvidia chips

that have been getting the world excited for 18 months are very different from the

chips that power smartphones.

The Lower Interest Rate Catalyst:The Lower Interest Rate Catalyst: It was interesting to watch the last two

months of 2023, when equity market investors decided that the U.S. Federal Reserve

would be cutting interest rates quite quickly in 2024. We saw software-oriented

companies, in particular, respond very positively—but so far in 2024 (we are writing

this in July), we have not seen any rate cuts. Software investors have been

disappointed during the first half of 2024 as share price performance has corrected

from the overly enthusiastic expectation for a shift in U.S. Federal Reserve policy.

If the fall of 2024 is characterized by falling interest rates and expectations of

cuts, it’s possible that the share prices of these software stocks—after a

disappointing first half of 2024—respond positively. It’s not a certainty that it

plays out this way—software companies are now competing against the large language

models of the big platform players, needing to prove that their solutions can still

add value against the seemingly ever-increasing capabilities of GPT-4, Gemini,

Claude, Llama, etc. It’s something we are watching, however, since the sentiment has

been getting very negative.

Within AI, we think it is important to have “realistic expectations” for a given period.

If investors are thinking about the second half of 2024 and the start of 2025, people

and companies will have the opportunity to choose to buy new AI-enabled devices, and it

is possible that the U.S. Federal Reserve might cut its policy rate. If people are

trying to think about bigger possibilities, like AI helping uncover new drug therapies

or cars actually driving themselves, these are far more difficult forecasts to make.

Even large language models—it will take years for these to proliferate across most

industries as company-level adoption and employee usage happen far more slowly than we

might expect. The two catalysts we have noted, while certainly not guarantees, are

things that plausibly could occur over the coming 12 months.  

Conclusion: Keep an Eye on the Growth FiguresConclusion: Keep an Eye on the Growth Figures
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QGRW has significant exposure to many of the stocks that have delivered performance

during this current phase of the AI revolution, which we could say started with the

release of ChatGPT in November 2022. It has been clear that the market has been excited

about 1) Nvidia’s capability to provide AI-accelerator chips and 2) the largest AI

companies being able to create and deploy large language models to large bases of users.

The AI ecosystem is broader, however, than just the largest companies. We believe we are

watching a revolution that will be playing out over the next 10 to 15 years, and

investors will get excited about different types of companies along the way. WTAI is

positioned to recognize that there will not be just one topic, like large language

models, that remains exciting for the next decade.

Figure 2 is something that we monitor, in the sense that at times like what we see in

July 2024, we can look at recent share price performance and see that the largest

companies are difficult to ignore. Why bother even thinking about the broader AI

ecosystem? One answer, for us, lies in growth. If one thinks about Apple or Nvidia or

Microsoft as three examples, these are some of the most widely followed and analyzed

stocks in the world. Smaller, newer firms have the possibility to offer those positive

(and negative) growth surprises to the market. Figure 2 gives a sense of the sales

growth behavior over a few different time frames—one can see that WTAI is on par with QG

RW and the benchmarks and, in some cases, even ahead.

Figure 2: Median and Weighted Average Sales Growth Figures for QGRW, WTAI andFigure 2: Median and Weighted Average Sales Growth Figures for QGRW, WTAI and

the S&P 500 and Russell 1000 Growth Indexesthe S&P 500 and Russell 1000 Growth Indexes

 

Source: WisdomTree; specifically, data is from the PATH Fund Comparison Tool, as of 5/31/24.

Holdings are subject to change. Past performancePast performance

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

Important Risks Related to this ArticleImportant Risks Related to this Article

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

WTAI: WTAI: 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
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regarding the Fund’s risk profile.

QGRW: QGRW: 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. Please read the Fund’s

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

 

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

wisdomtree.com/investments/etfs/megatrends/wtai

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 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

+ 2024 Superconvergence Biorevolution Series: Journey to the mRNA Vaccine & Beyond

+ Will AI Be Coming for Your Job (Anytime Soon)?

+ Riding the AI Revolution—Part 2

+ Riding the AI Revolution in 2024

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

Russell 1000 IndexRussell 1000 Index  : A measure of the performance of the 1,000 largest companies by

market capitalization in the Russell 3000 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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