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The start of 2023 was marked with a comeback of risk appetite in equity markets.
Expectations of a Federal Reserve (Fed) pivot by the end of H1l, and somewhat improving
odds of a soft Tanding amidst resilience of the job market, have sparked positive
sentiment for risk assets. In this environment, many thematic strategies confidently
outperformed the global equity benchmark, MSCI ACWI.

However, continued resilience of the job market in the United States, and a higher-than-
expected inflation print in January, was followed by a series of commentaries from Fed
officials indicating more interest hikes are needed to combat inflation. Most recently,
Jerome Powell’s testimony to the Senate Banking Committee resulted in markets pricing in
a higher terminal rate and a half-point increase in the March Federal oOpen Market
Committee (FOMC) meeting.

Just a few days Tlater, equity markets, and bank stocks in particular, were hit further
with a failure of Silicon valley Bank (SVB), one of the most important banks for tech
start-ups. SVB fell victim to a bank-run after announcing a fire sale of its $21 billion
bond portfolio resulting in a $1.8 billion after tax loss. SVB’s fallout caused the
market to reverse to earlier expectations of a pivot by the end of H1.

These events have undoubtedly propelled the macro environment to take centre stage 1in
any investment decisions in the short term. Investors might be shunning risk assets,
including thematics, until there is a clearer macro path forward. However, for any
thematic investors in search of Tlong-term opportunities or re-assessing their current
portfolio, we continue our discussion of 9 things that 1investors should watch 1in
thematics in 2023. In Part 1, we discussed the first 4, in this blog we will cover the
remaining 5 points.

5. Theme-focused strategies vs diversified themes

when it comes to thematic strategies, investors 1in Europe have a vibrant palette to
choose from. Key distinctions between the strategies, however, 1ie not just in the
different themes that the strategies tap into, but the selection of investment
opportunities within those themes. Thematic strategies can also differ in their approach
to target one defined theme or several themes at once. In Figure 1, we show a comparison
of focused themes vs multi-themes in Europe and trends we see in exchange-traded funds
(ETFs) and open-ended (OE) funds.

Figure 1. Thematic strategies in Europe targeting one theme (focused) vs
strategies targeting multi-themes
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ETFs OE funds

Foc d themes 38,313 156,737 195,050
Multi-themes 1,756 108,191 109,948
. 161 348 509
#funds
14 225 239
ol themes 239 450 384
AuM per fund :
PEEINE Multi-themes 130 481 461
For d themes - 169 949 780
YTD flows L
Multi-themes - 64 213 149

Source: wWisdomTree, Morningstar, Bloomberg. As of 28 February 2023. AuM and flows data presented in $millions. ATl

data based on wisdomTree's internal classification of thematic funds.

Historical performance is not an indication of future performance, and any
investments may go down in value.

First of all, we note how thematic assets in ETFs are mostly represented by the focused
themes, while assets in OE funds have around a 60/40 split between the focused and
multi-theme strategies. The focused themes are, overall, more popular among the asset
managers as the number of focused funds is more than twice as high. However, we note
that the multi-theme strategies hold more assets per fund due to the impact from OE
funds, $461 million vs $384 million. Turning to the year-to-date flows into ETFs and OE
funds, it’s clear that 1investors were preferring, however, the focused funds to the
multi-theme strategies.

There are a range of benefits associated with investing in the focused-theme funds vs
multi-theme funds: 1) ease of incorporating expertise in one theme vs multi-themes; 2)
potential trade-off of purity for Tliquidity in a multi-theme portfolio holding fewer
Tiquid names 1in each given theme; 3) ease of expressing views on a given theme, for
example, investing in the artificial intelligence theme 1in the wake of developments
around large language models and ChatGPT.

6. Flows into tech themes vs green themes

The Tlast two years have seen the dominance of green themes, or the “Environmental
Pressures” cluster, in Europe in terms of flows. However, in the first two months in
2023, tech-focused themes have been bucking the trend, buoyed by strong performance and
flows going into “Artificial Intelligence & Big Data” and “Semiconductors”. In addition,
“Environmental Pressures” suffered from outflows in multi-theme funds as well as
“Agriculture” and “Sustainable Food” themes, while “Sustainable Energy Production”
continued to generate strong interest.

Flows going into “Environmental Pressures” in 2022 could have been associated with the
increased focus on such topics as energy and food security, as well as the relative
resilience of green themes performance-wise. Similarly, given the magnitude of the 2022
correction across tech-focused thematics, the share of flows going into tech themes in
2023 might suggest wider expectations of a Fed pivot or might be indicative of any major
developments happening in the space. Thus, a comparison of flows going into green and
tech themes can add additional colour on the sentiment in the equity markets and
potential shifts in 1it.

Figure 2. Annual flows into thematic strategies in Europe ($, millions)
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Source: WisdomTree, Morningstar, Bloomberg. Flows data presented in $millions. A1l data based on wisdomTree's

internal classification of thematic funds.

Historical performance is not an indication of future performance, and any
investments may go down in value.

7. Strategic vs tactical use in portfolios

In Part 1 of this two-part blog series, we were discussing how certain performance
characteristics of thematics make them -dinteresting both for strategic and tactical
plays. Some investors choose to exploit hype cycles associated with the development of
certain themes creating Tucrative short-term opportunities. Periods of correction might
also reveal if the majority of investors are allocating assets to a certain theme for
short-term gains or they believe in 1its Tlong-term potential. Wwatching the trends in
flows in 2023 might help investors with their own strategic and tactical decisions when
it comes to thematics.

Figure 3. Flows into thematic strategies in Europe as percentage of AUM at the
end of the corresponding year
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Source: WisdomTree, Morningstar, Bloomberg. A1l data based on WisdomTree's internal classification of thematic
funds.

Historical performance is not an indication of future performance, and any
investments may go down in value.

In 2022, as we can see in Figure 3, positive flows across “Environmental Pressures”,
“Geopolitical shifts” and “Diversified Thematics” in total comprised around 10-15% of
the assets under management (AUM) 1in those strategies as of 31 December 2022. The
corresponding figures in 2021 were 47%, 65% and 30%. At the same time, negative flows
were observed in “Technological shifts” and “Demographic & Social sShifts” and were under
6% of the AUM as of 31 December 2022. The corresponding shares in 2021 were 20% and 25%.
This comparison of flows during the worst correction period in 2022 vs. 2021 allows us
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to assume that, generally, investors were using thematics rather strategically than
tactically. If tactical use were prevalent, we would have expected to see much higher
share of outflows in 2022.

8. Pace of thematic Tlaunches

one of the trends that we track as part of our WisdomTree Thematic Universe, and report
on a quarterly basis in our European Thematic Monthly Update, is the number of Taunches
happening in the thematic space across ETFs and OE funds. The dynamics of Taunches
allows us to assess the growth of the space and reflects asset managers’ beliefs around
thematics. In 2022, we saw thematic launches slowing down across OE funds, but setting
new record in ETFs.

overall, asset managers introduced 161 new thematic strategies 1in Europe. That falls
only 18 funds short of the 2021 record. Launches within the “Technological Shifts”
cluster dominated in 5 out of 12 months, while launches from “Environmental Pressures”
prevailed in the rest. we will monitor the space in 2023 and report our findings in our
quarterly thematic blog for Ql.

Figure 4. Monthly thematic Taunches in Europe across clusters in WisdomTree’s
Thematic Universe
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Source: WisdomTree, Morningstar, Bloomberg. A1l data based on WisdomTree's internal classification of thematic
funds.

Historical performance is not an indication of future performance, and any
investments may go down in value.

9. Launches in newly introduced themes vs saturated themes

Launches of thematic strategies can also provide insights on managers’ beliefs around a
theme’s future potential. In this regard, one thing that 1is 1interesting to watch in
Taunches 1is if asset managers are Tlaunching strategies in any new themes and if they
introduce any new strategies in saturated themes. Analysing the top 5 themes by Tlaunches
in 2022 1in Figure 5, we can see that asset managers were Tlaunching funds in newly
introduced themes such as “Metaverse” and “Protect Biodiversity”. Given the costs
associated with Taunching new funds, this trend might reflect strong beliefs of asset
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managers in the future of those themes.

New themes aside, the highest number of fund Taunches in 2022 was happening in the top 5
themes (by AUM and the number of strategies in Europe) - that is, f‘saturated’ themes.
Any Taunches happening 1in saturated themes might 1indicate more differentiated and
innovative ways to capture investment opportunities in those themes and thus might be
interesting for investors to explore.

Figure 5. The top 5 themes by Taunches in Europe in 2022
Launches LIVE

Theme in2022  funds "MBm)
Sustainable Energy Production 13.5 55.5 39,532
Metaverse 12.5 12.5 160
Sustainable Resource Management 115 48 17,748
HealthTech 10 435 14,032
Protect Biodiversity 6 10 796

Source: WisdomTree, Morningstar, Bloomberg. A1l data based on wisdomTree's internal classification of thematic
funds.

Historical performance is not an indication of future performance, and any
investments may go down in value.

In this unprecedented macroenvironment, with {important events unfolding pretty much
every week, we will continue watching the thematic Tandscape and will share our
observations in the review of Q1 in April 2023. Stay tuned.

Footnotes:

1. ATl figures are based on the wisdomTree’s internal classification of thematic funds
and wisdomTree’s calculations using the underlying data from Morningstar and Bloomberg.
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Important Information

Marketing communications issued in the European Economic Area (“EEA”): This
document has been issued and approved by WisdomTree Ireland Limited, which is authorised
and regulated by the Central Bank of Ireland.

Marketing communications dssued in jurisdictions outside of the EEA: This
document has been issued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our conflicts of Interest Policy and Inventory are
available on request.

For professional clients only. The information contained in this document is for
your general information only and 1is neither an offer for sale nor a
solicitation of an offer to buy securities or shares. This document should not
be used as the basis for any investment decision. Investments may go up or down
in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should
be based on the information contained in the appropriate prospectus and after
seeking independent investment, tax and legal advice.

The application of regulations and tax laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal advice. WisdomTree makes no warranty or representation as to the
accuracy of any of the views or opinions expressed in this communication. Any
decision to invest should be based on the information contained 1in the
appropriate prospectus and after seeking independent investment, tax and Tegal
advice.

This document is not, and under no circumstances is to be construed as, an advertisement
or any other step in furtherance of a public offering of shares or securities in the
United States or any province or territory thereof. Neither this document nor any copy
hereof should be taken, transmitted or distributed (directly or 1indirectly) dinto the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where wisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.

wisdomTree.com * +44 (0) 207 448 4330 WISDOMTREF



	9 THINGS TO WATCH IN THEMATICS IN 2023 (PART 2)

