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The first half of 2022 was characterized by the “value rotation.”

It’s noticeable because after the global financial crisis of 2008-2009, growth stocks—
helped by accommodative central bank policy-went on an 11-12-year run. Value investors
were tested to just stick with their strategies after dramatic, sustained
underperformance.

But that’s changed this year.
value Is in the Eye of the Fundamental Metric
So, what is a “value” stock?

If you think of all the different index providers, each has its own definition of the
fundamentals that it believes denote “value.” Some focus on a smaller subset of
fundamentals; others T1ook at a more diverse array. Like many things across the
investment Tlandscape, 1it’s difficult to note if there is a “correct” approach. Each
method tends to tilt toward or away from companies with certain attributes.

The FTSE Russell value & Growth Index Reconstitution
At the close of 3June 24, 2022, FTSE_ Russell undertook 1its Value & Growth Index

reconstitution.?l

e FTSE Russell value Indexes use the book-to-price ratio to denote value.?

e FTSE Russell Growth Indexes use 1) I/B/E/S Forecast Medium-Term Growth, with a two-
year horizon, and 2) sales per share historical growth over the past five years.3

Probably more important than fundamentals 1is this critical fact: stocks can have their
weight allocated to BOTH growth and value indexes at the same time. This means
the same company can have part of its market cap allocated to the Russell 3000 Vv
alue and Russell 3000 Growth 1Indexes. Many people might assume the two
categories are mutually exclusive, but they are not.

The Lines Between Value and Growth Can Blur

If stocks can experience severe reductions in their price-to-book value ratios (another
way of saying an increase in book-to-price ratios), per the FTSE Russell methodology,
they can become allocated more and more toward value.

In figure 1, we can see:?

e If one stock is making headlines for moving from “mostly growth” to “mostly value,”
it 1is Meta Platforms, formerly known as Facebook. Its price-to-book value ratio
dropped roughly 60% from June 28, 2021 to June 28, 2022. We are certainly not the
first to write about this particular shift.
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e Block (formerly known as Square) is a formidable player in fintech with its payments
software and Cash App, not to mention its recent acquisition of Afterpay. Yet,
possibly due to CEO 3Jack Dorsey’s association with bitcoin, even if the company
itself is making small investments, the price-to-book ratio has dropped nearly 90%
from June 28, 2021 to June 28, 2022. PayPal, maybe a more longstanding payments
company in the cloud, has done better-but its price-to-book ratio dropped nearly 80%
over this same period.

e Moderna is a firm many associate with the Tife-saving 1innovations of the mRNA
vaccines during the pandemic. Its price-to-book dropped nearly 84% over this same
period.

e Many investors have heard about the “chip shortage,” which is still an issue. It’s
hard to imagine the demand for semiconductors being higher at any point in history,
yet Advanced Micro Devices (AMD) has seen its price-to-book ratio drop more than 70%
over this period.

e ITlumina is at the forefront of merging advances in data analysis with advances 1in
genetic capabilities. Over the past year, its price-to-book ratio has dropped nearly
80%.

e American Tower Corporation is a market Tleader when it comes to owning cell phone
tower assets, and if we’re looking for something that only seems to increase, it is
our demand for cell phone data. Yet, the price-to-book ratio still dropped during
this period by about a factor of one-third-which Tooks oddly stable against some of
these others.

The severity of these moves leads us to think about how these names, which many would
have thought were emblematic of the “growth” style, make us think they might be ripe for
at least some of their market caps being shifted into the value side of the FTSE Russell
Indexes.

Figure 1: The Growth to value Metamorphosis Begins (December 31, 2020 to June
28, 2022)
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Source: FactSet, with companies selected from within the top 20 companies with the largest increase in weight within the Russell 3000 Value Index as of
the close of June 27, 2022, the first trading day after the reconstitution that also had exposure within at least one of WisdomTree's thematic strategies.
Past performance is not indicative of future results.

Russell 3000 value Index Rebalance Results
And now, the drumroll-what happened?

Figure 2, a table, contains a Tot of valuable information.>

e The “Russell 3000 value weight” represents the company’s weight as of June 27, 2022.
If viewed in isolation, the fact that this Index has so many constituents makes
distinct takeaways tricky. Meta Platforms was the biggest story by far, yet it had
only a weight of 1.59%, not a big number.

e The “Change from June 24th, 2022” is not much different. Companies where the “Change
from June 24th, 2022” matches the “Russell 3000 value weight” exactly tell us which
companies had 0% starting weight and would have been added to the Russell 3000
Index.

e The “Percentage of Shares Allocated to Vvalue” to us 1is one of the most notable
columns. This gets at the fact that many companies are not 100% in either growth or
value within FTSE Russell Indexes. Meta Platforms is having almost 80% of its weight
allocated to value. It’s interesting that Block and I1lumina see 100% of their
shares allocated to value, meaning they wouldn’t be in the Russell 3000 Growth Index
at all.

e The “Allocation in WisdomTree’s Thematic Strategies” relates to the companies that
would be represented in at Teast one WisdomTree thematic strategy. The reason we
mention this—thematic strategies are most typically classified as “growth.” 1If
stocks represented 1in thematic strategies-like cloud computing or artificial
intelligence-are starting to show up in value strategies, it speaks to the magnitude
of the current correction we have seen.

Figure 2: The Top 20 Gainers in Weight in the Russell 3000 value Index (as of
June 27, 2022)
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F— Russell 3.I:II:II:I Value | Changefrom24th | Percentage of Shares wisd |Anl|.l;::'i::'hi:m:lic
Waight June2022 Allocated to 'Value' )
Strategies

Meta Platforms Inc. Class A 1.5%% 1.59% 18.70% 3.92%
Home Depot, Inc. 0.64% 0.64% 42,005 (.005
Linde ple 0.61% 0.61% 79.00% 0.00%
Abbott Laboratories 0.84% 0.36% 86.80% 0.00%
PayPal Holdings, Inc. 0.32% 0.32% 69.20% 2.75%
Starbucks Corpaoration 0.30% 0.30% 64.00% 0.00%
SEP Global, Inc. 0.60% 0.30% 100.00% 0.00%
American Express Company 0.42% 0.26% 93.70% 0.00%
Moderna, Inc. 0.24% 0.28% 94.00% 0.88%
Metflix, Inc. 0.24% 0.24% 54.90% 0.00%
Altria Group Inc 0.41% 0.23% 100.00% 0.00%
HCA Healthcare Inc 0.20% 0.20% 93.90% 0.00%
Block Inc Class A 0.1%% 0.1%% 100.00% 1.26%
Ilumina, Inc. 0.16% 0.16% 100.00%4 L13%
Advanced Micro Devices, Inc. 0.15% 0.15% 21.20% 1.35%
American Tower Corporation 0.15% 0.15% 23.30% 5.52%
Oracle Corporation 0.17% 0.13% 31.30% 0.00%
FedEx Corporation 0.30% 0.13% 100.00% 0.00%
eBay Inc. 0.11% 0.11% g7 0.00%
Chevron Corporation 1.50% 0.05% 100.00% 0.00%

Source; Factset, with companies selected from within the top 20 companies with the largest increase In welght within the Russell 3000 Value Index as of the close of 27 June
2022, the first trading day after the reconstitution. Past performance is not an indication of future performance. Past performance is not indicative of future results, You
cannot invest directly in an index

conclusion - what Is value?
what’s clear is that the companies that comprise the “value” style are not constant.

Some very well-known growth names are seeing at Tleast some of the weight getting
allocated to value, at least within the FTSE Russell universe.

we may be far from saying “thematic strategies are in the value style fully,” but it is
a notable way to quantify the incredible nature of the correction we’ve seen in 2022 so
far.

1

Source:
https://content.ftserussell.com/sites/default/files/2022.02.03_russell_recon_schedule.pdf
2 Source: Russell U.S. Equity 1Indexes, version 5.5, Construction and Methodology
Document, June 2022.

3 source: Russell U.S. Equity Indexes, June 2022.
4 source: Factset, with data up 6/28/22.
5> sources: FTSE Russell, FactSet, with data as of closing price, 6/27/22.

Important Risks Related to this Article

Christopher Gannatti is an employee of wisdomTree UK Limited, a European subsidiary of
wisdomTree Asset Management Inc.’s parent company, WisdomTree Investments, Inc.
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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.

Related Blogs

+ Watch for Downside Earnings Revisions in Consumer Discretionary

+ Forgotten Mid- and Small-Cap Dividends

+ The New Rates Regime Is a Value Regime

View the online version of this article here.

wisdomTree.com = 1-866-909-WISE (9473) WISDOMTREF


https://www.wisdomtree.com/investments/performance
https://www.wisdomtree.com/investments/blog/2022/07/12/watch-for-downside-earnings-revisions-in-consumer-discretionary
https://www.wisdomtree.com/investments/blog/2022/06/17/forgotten-mid-and-small-cap-dividends
https://www.wisdomtree.com/investments/blog/2022/05/17/the-new-rates-regime-is-a-value-regime
https://www.wisdomtree.com/investments/blog/2022/07/14/what-is-a-value-stock

wWisdomTree BLOG ARTICLE

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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DEFINITIONS

value : characterized by lower price levels relative to fundamentals, such as earnings
or dividends. Prices are lower because investors are less certain of the performance of
these fundamentals in the future. This term is also related to the value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Growth : characterized by higher price Tevels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more
due to their expectations of future improvements in these fundamentals.

stock : A stock (also known as equity) is a security that represents the ownership of a
fraction of a corporation. This entitles the owner of the stock to a proportion of the
corporation's assets and profits equal to how much stock they own. Units of stock are

called "shares."

central bank : Refers to the the monetary authority of any country.

FTSE Russell : The trading name of London Stock Exchange Group (LSEG) subsidiaries FTSE
International Limited (or known as FTSE Group) and Frank Russell Company. The division
is notable for FTSE 100 Index, Russell 2000 Index as well as other indexes.

Price-to-book ratio : share price divided by book value per share. Lower numbers
indicate an ability to access greater amounts of earnings per dollar invested.

The Institutional Brokers' Estimate System (IBES) : A database used by brokers and

active investors to access the estimates made by stock analysts regarding the future
earnings of publicly traded American companies.

Sales per share : Total sales divided by the number of shares outstanding. Measured as
a percentage change as of the annual Index screening date compared to the prior 12
months. Higher values indicate greater growth orientation.

Market capitalization : Market cap = share prices x number of shares outstanding.
Firms with the highest values receive the highest weights 1in approaches designed to
weight firms by market cap.

Russell 3000 value Index : Measures the performance of the Russell 3000 Index

constituents with value characteristics.

Russell 3000 Growth Index : Measures the performance of the Russell 3000 Index

constituents with growth characteristics.

Messenger RNA (mRNA) : A single-stranded RNA molecule that is complementary to one of
the DNA strands of a gene. The mRNA is an RNA version of the gene that Tleaves the cell
nucleus and moves to the cytoplasm where proteins are made. During protein synthesis, an
organelle called a ribosome moves along the mRNA, reads its base sequence, and uses the
genetic code to translate each three-base triplet, or codon, 1into its corresponding
amino acid.
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