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“Let’s go invent tomorrow instead of worrying about what happened yesterday.” -
Steve Jobs

Technological innovation has the power to change the world in many ways. One common
denominator underlying most trends is economics, which often determines the direction
things move in. Investors, therefore, have a crucial role in this process not only so
they can make informed decisions for their own finances, but so they can influence the
discourse and make a positive impact on the world.

In this outlook, we highlight two megatrends which are evolving rapidly enough to
warrant close attention.

Oon our way to a greener future - the energy transition

The energy transition boils down to this - the world is Tooking to recreate in a few
years what was done in over a century. And this time, do it much more sustainably. But
when turning back is not an option, the only way is forward. Is the energy transition
accelerating?

Energy independence

The Inflation Reduction Act of 2022 1in the US, which includes $369bn for energy and
climate change initiatives, is perhaps the most significant climate bill in US history.
Regulation is important because it paves the way for industries to thrive. Consider the
impact of electric vehicle (EV) subsidies in China’s 14th 5-year plan which came into
effect in 2021. within only a couple of years, China’s EV industry has blossomed into a
world-leading one. we believe the Inflation Reduction Act in the US and whatever Europe
comes up with 1in response to 1it, will have a similar effect on a wide range of
industries.

The consumers’ perspective

For consumers, who wish to make climate-friendly choices, the economics need to make
sense as well. Take EVs as an example again. The number of electric vehicle models in

the market worldwide has risen from 159 in Q4 2017 to 551 1in Q4 2022%. The more
affordable electric vehicles become for the mass market, and the more sustainably the
industry grows, the more easily the world will decarbonise road transportation.
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The economics of industry

with the “Fit for 55” legislation on its way, industries will either have to switch
towards cleaner sources of energy, the cost of which 1is going down, or pay for carbon
emission allowances, the price of which continues to go up.

Fortunately, progress 1is happening in the right direction. 1Installed capacity for
renewables continues to grow rapidly with solar power expected to outgrow natural gas by
2026 and coal by 2027 (see Figure 1 below).

Figure 1: Share of cumulative power capacity by technology
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Source: IEA, Share of cumulative power capacity by technology, 2010-2027, IEA, Paris https://www.iea.org/data-and-

statistics/charts/share-of-cumulative-power-capacity-by-technology-2010-2027, IEA. Licence: CC BY 4.0. Last
updated 05 December 2022.

Forecasts are not an indicator of future performance and any investments are
subject to risks and uncertainties.

The bottom line

In our conversations with dinvestors 1in recent months, one thing has become clear.
Everyone agrees that getting to net zero will require us to employ all possible
solutions. No wonder, therefore, that dinvestors continued to deploy capital to
environmental themes in 2022, despite the challenging macro backdrop (see Figure 2).
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Figure 2: Flows into thematic strategies in Europe by Clusters

E 370 B Diversified Thematics $63.7
= 0 B Demographic & Social Shifts
v B Environmental Pressures

550 1 Geopolitical Shifts
¥ Technalogical Shifts

2018 2019 2020 2021 2022

Source: WisdomTree, Morningstar, Bloomberg. Period from 31 December 2018 to 30 December 2022.
See our quarterly thematic report and our thematic universe paper for more details on the wisdomTree Thematic
Classification and the definition of the different Clusters.
Historical performance is not an indication of future performance and any
investments may go down in value.

on our way to a more connected future - the digital transition

In case the question has been gnawing at you, no, this outlook blog has not been written
by chatGPT. But at WisdomTree, we are excited by the developments 1in artificial
intelligence (AI). The buzz surrounding generative AI and 1its potential to revolutionise
almost every industry has become palpable in 2023 because AI has entered the realm of

mass adoption.
AI is getting smarter

In December 2022, DeepMind announced that 1its game-playing AI DeepNash has Tearnt to
master Stratego, a much more complex game than chess and Go, by playing itself. Stratego
is more complex for AI to master because of an additional element of imperfect
information. In Stratego, the two players start with 40 pieces each which are initially
hidden from the opponent. This means that, unlike chess, players don’t have access to
the same knowledge throughout the game. This makes the number of possibilities much

greater than chess and Go?.

Figure 3: The market size of AI is poised to grow
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Source: Grand View Research (summarised by explodingtopics.com) January 2023.

Forecasts are not an indicator of future performance and any investments are
subject to risks and uncertainties.

As AI becomes smarter, use cases will proliferate. Take healthcare as an example. In
January 2023, JP Morgan’s annual healthcare conference in San Francisco was attended by
notable names 1in pharmaceutical and biotech 1industries, and the chipmaker Nvidia.
According to Nvidia, 80% of the company’s medical sales come from radiology systems and

surgical robots while around 20% come from AI approaches to drug and genomic discovery3.

The core function of semiconductor chips is to perform Tlots of computations very
quickly. Artificial dintelligence is, therefore, not just a software concept, but a
hardware one too. And once those two things complement each other, the applications can
extend to any industry.

The growing need to be secure

Digitalisation outpacing digital preparedness 1is a risk. In 2022, there was a 38%

increase in cyber-attacks worldwide compared to 2021%. As the world becomes increasingly
connected, generates, stores, and shares Tlarger quantities of data than ever before,
cybersecurity can no longer be treated as optional. The risk of not ensuring sufficient
guardrails can often be catastrophic.

The bottom Tline

Digitalisation 1is happening, undeniably. Even policymakers are recognising 1it. The
European Commission has termed the 2020s as Europe’s digital decade with the aim of
making Europe fit for the digital age. NextGenerationEU, announced in 2021 in response
to the pandemic, aims to transform economies and societies. Contained within it is a

EUR250bn boost to digitalisation efforts®. Europe will not be alone in paving the way for
a sustainable digital transition. Across the globe, this trend will continue to
accelerate this year.

A final word
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Arguably, the two megatrends discussed are expected to relent, regardless of what
central banks do this year. But their path is unlikely to be Tlinear. This is for two
reasons. First, is monetary policy. Thematic investments aligned with megatrends have a
strong growth tilt and, therefore, high sensitivity to what central banks do. And given
timing the market to perfection is difficult, the best one can hope for is to identify
reasonably attractive entry points.

The second reason 1is technological change. The topics driving the energy transition
today, and the innovations shaping the digital transition, will not remain static. Any
investment approach 1in these spaces must therefore be prepared to evolve with the
themes. This 1is by no means a simple endeavour. But while outcomes can never be
guaranteed, informed decisions can certainly be made.

sources

1 Source: Bloomberg New Energy Finance, data as of 21 December 2022. Includes battery
electric, plug-in hybrid, and fuel cell vehicles.

2 peepMind as of 01 December 2022. https://www.deepmind.com/blog/mastering-stratego-the-c
lassic-game-of-imperfect-information

3 Barron’s 15 January 2023.
4 According to Check Point Research January 2023.

> source: European Commission January 2023, https://commission.europa.eu/strategy-and-pol
ic riorities-2019-2024/europe-fit-digital-age_en

Related blogs
+ Commodity oOutlook: Cyclical pressures vs structural strengths

View the online version of this article here.
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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.
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