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In 2023, few topics have captured the imagination of the public 1ike artificial
intelligence (AI). While ChatGPT’s release in Tlate 2022 might have been the spark, the
broader conflagration of activities in the space 1is far broader than that sole
application.

In 2018, wisdomTree designed a strategy to capture the growth of the AI ecosystem-well
before ChatGPT became a household name. What we’re seeing in 2023 1is an example of an
important test of any thematic methodology: how do you design an approach that seeks to
capture significant growth and technology developments when you have no idea from where
those developments will come?

The AI value chain

Perhaps the biggest challenge for thematic strategies, with AI near the top of the 1ist,
is organising the space. Almost every company today seeks to talk about how they are
using data in better, more productive ways. AI represents an important set of tools with
which to do that, but does simply mentioning ‘AI’ or ‘machine learning’ on an earnings
call Tead to a company being focused on AI? If we step back, there is no established
definition of what an AI-company even is.

Figure 1: wisdomTree’s AI value chain
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If we Took at Figure 1:
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e Users (customers/consumers): many companies ‘use’ artificial intelligence. Take
Netflix as one example of a company that is managing vast arrays of content across
hundreds of millions of customers. If the idea is to have each customer with their
own customised set of recommendations, AI 1is needed. However, is Netflix ‘selling
AI’? In our opinion, Netflix is selling content and the means with which to take
over hours of subscriber attention. AI 1is a tool by which they do that. At
wisdomTree, we decided not to include such ‘users’ of AI within our strategy.

e Engagers (the AI powered solution providers): to us, these are the most
important companies because when they make a sale, their customers are directly
using and benefitting from artificial intelligence. An example could be the software
that underlies the production of chatbots or robotic process automation. It’s
possible that these software developers could be dincorporating elements of
generative AI 1into their systems, as and where appropriate. During the semiannual
rebalances of the strategy, 50% of the strategy’s total weight is allocated to this
grouping.

e Enablers: software, by itself, cannot function, 1in that the best examples of
successful technology companies tend to mix strong software and hardware together to
let customers have the best possible outcomes. Apple, often the world’s Targest
company by market cap, can be thought of as an important player 1in both spheres.
when we think of the hardware upon which AI models are run, we think of
semiconductor companies, predominantly. Nvidia is a great example of such a company
that has aligned itself and its mission very directly with AI, to a degree almost no
other major semiconductor company has been able to do. This grouping is weighted at
40% exposure during each semiannual rebalance.

e Enhancers: we then asked ourselves, what do we do with Microsoft, Alphabet, Apple,
Amazon etc.? If these companies make a small investment in AI, by their standards,
it can be an amount of money bigger than the market capitalisation of many other
companies. It’s also the case that these companies have the capital to do very
interesting things, Tike design their own semiconductors. This group also includes
companies that enhance the AI space through some specific AI-powered solutions they
provide within their core business fields (for example, AI in agriculture). However,
AI solutions do not represent the core products offered by enhancers, that 1is, AI
does not drive the majority of enhancers’ revenues. This grouping is weighted at 10%
exposure during each semiannual rebalance.

Testing the robustness

In our view, a robust strategy design is able to capture the growth in a particular
thematic topic, even if when we were designing the product we did not know exactly how
the space would evolve. when we were designing the wisdomTree Artificial Intelligence UC
ITS ETF (WTAI), for example, robotic process automation was one of the biggest topics.
while it 1is still dimportant, no aspect of robotic process automation has achieved
anything close to the growth or excitement as generative AI, which was represented in
the strategy in 2018, but not in a large exposure.

Furthermore, the take-off of ChatGPT brought a Tot of attention to OpenAI, the company
behind it, which is not public. However, markets, readying for a wider proliferation of
the technology, responded in part with a focus on Nvidia (as an expression of a greater
demand for processing power) and Microsoft (noted for 1its close connectivity and
investments in OpenAI, alongside the potential to add these functionalities to its Bing
search engine and its office365 suite).
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Figure 2: Year-to-date attribution of the top 5 GICS Industries by contribution
to return (CTR)

GICS Industry Avg wgt Group return CTR
Software 42.1% 29.5% 12.3%
Semiconductors & Semiconductor Equipment 37.7% 31.8% 11.8%
IT Services 4.0% 20.4% 0.8%
Machinery 4.2% 15.5% 0.7%
Consumer Finance 1.6% 19.3% 0.3%
Index 100.0% 27.08% 27.08%

Source: WisdomTree, FactSet. Period from 31 December 2022 to 31 March 2023. Index is the Nasdag CTA Artificial
Intelligence NTR Index. GICS Industry represents the third level classification in the Global Industry
Classification Standard (GICS) hierarchy. Avg wgt is the average weight of each grouping during the considered
period. Group return is the return of each grouping during the considered period. CTR is contribution to return

during the considered period.

You cannot invest directly in an index. Historical performance is not an
indication of future performance and any investments may go down in value.

Looking at Figure 2:

e One of the most notable shifts from 2022 into the first part of 2023 was the
performance of semiconductors. During the Tlatter part of 2022, if you listened to an
earnings report of a semiconductor company, it was negative. CEO’s were guiding
expectations downwards. The WisdomTree Artificial Intelligence UCITS ETF has tended
to have a 30-40% weight to semiconductors historically so, if semiconductors are
Tlagging, it 1is usually not great for relative performance. However, semiconductors
started 2023 with incredible strength, a distinct shift in trend. The modern world
functions on semiconductors, but the sector can be very cyclical. Focusing on the
specific companies that are directly connected to AI, we believe, is a strong
strategy with Tong-term potential for growth.

e The wisdomTree Artificial Intelligence UCITS ETF 1is mostly defined by the
performance of ‘Software’ and ‘Semiconductors & Semiconductor Equipment’. These two
GICS Industries make up the vast majority of the exposure. Software businesses tend
to have high margins, but they are often newer and seeking to attain scale. There is
nothing wrong with this but, if the US Federal Reserve is raising interest rates at
the fastest clip we have seen since 1980, companies with their profits pushed far
out in the future will see their valuations impacted. Software in general has not
been an easy space since the end of 2021, where valuations were close to their peak.
However, what we expect is that the nature of the software businesses makes it easy
for new versions and updates, such that generative AI functionality can be added 1in,
facilitating even more growth.

conclusion: value chain robust to innovation

when we say, f‘value chain robust to innovation’, we mean that, whilst we do not know
exactly how AI will evolve, we are confident that the strategy construction will be able
to, at least in part, take advantage and provide exposure to that growth. The wisdomTree
Artificial Intelligence UCITS ETF is not just semiconductors, it is not just software,
it is not just companies that mentioned AI once or twice in an earnings call. These
companies, each, have a strong connection to AI and are actively seeking to push the
ecosystem forward. Working with the expertise of Consumer Technology Association (CTA),
our expert partner for the strategy, we believe we are in a position to continually
update the exposure such that we can continue to capture the trend.
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Related blogs
+ Artificial intelligence: signs of acceleration jin 2023

+ Generative AI: are we witnessing an iPhone moment?

Related products
+ WisdomTree Artificial Intelligence UCITS ETF - USD Acc (WTAI/INTL

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 cCentral Bank of Ireland.

Marketing communications issued in Jjurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which is 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. Past performance is not a reliable indicator of
future performance. Any historical performance included in this document may be
based on back testing. Back testing is the process of evaluating an investment
strategy by applying it to historical data to simulate what the performance of
such strategy would have been. Back tested performance is purely hypothetical
and is provided in this document solely for informational purposes. Back tested
data does not represent actual performance and should not be interpreted as an
indication of actual or future performance. The value of any investment may be
affected by exchange rate movements. Any decision to invest should be based on
the information contained 1in the appropriate prospectus and after seeking
independent 1investment, tax and Tlegal advice. These products may not be
available in your market or suitable for you. The content of this document does
not constitute investment advice nor an offer for sale nor a solicitation of an
offer to buy any product or make any investment.

An investment 1in exchange-traded products (“ETPs”) 1is dependent on the performance of
the underlying dindex, Tess costs, but it is not expected to match that performance
precisely. ETPs 1involve numerous risks idincluding among others, general market risks
relating to the relevant underlying index, credit risks on the provider of index swaps
utilised 1in the ETP, exchange rate risks, interest rate risks, inflationary risks,
Tiquidity risks and legal and regulatory risks.

The information contained in 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 in the United States or any province or territory thereof, where none of the
issuers or their products are authorised or registered for distribution and where no
prospectus of any of the 1issuers has been filed with any securities commission or
regulatory authority. No document or -information 1in this document should be taken,
transmitted or distributed (directly or indirectly) into the United States. None of the
issuers, nor any securities issued by them, have been or will be registered under the
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified
under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on
publicly available information. Although wisdomTree endeavours to ensure the accuracy of
the content in this document, wisdomTree does not warrant or guarantee 1its accuracy or
correctness. Any third party data providers used to source the information 1in this
document make no warranties or representation of any kind relating to such data. Wwhere
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 Tiability whatsoever for any
direct or consequential loss arising from any use of this document or its contents.
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This document may contain forward looking statements including statements regarding our
belief or current expectations with regards to the performance of certain assets classes
and/or sectors. Forward looking statements are subject to certain risks, uncertainties
and assumptions. There can be no assurance that such statements will be accurate and
actual results could differ materially from those anticipated 1in such statements.
wisdomTree strongly recommends that you do not place undue reliance on these forward-
Tooking statements.

The products discussed in this document are issued by WisdomTree Issuer ICAV (“WT
Issuer”). WT 1Issuer 1is an umbrella dinvestment company with variable capital having
segregated Tiability between its funds organised under the Taws of Ireland as an Irish
Collective Asset-management Vehicle and authorised by the cCentral Bank of Ireland
(“CBI”). WT 1Issuer 1is organised as an Undertaking for Ccollective Investment 1in
Transferable Securities (“UCITS”) under the laws of Ireland and shall issue a separate
class of shares ("shares”) representing each fund. Investors should read the prospectus
of WT Issuer (“WT Prospectus”) before investing and should refer to the section of the
WT Prospectus entitled ‘Risk Factors’ for further details of risks associated with an
investment in the Shares.

Nasdag® and the Nasdaq CTA Artificial intelligence Index are registered trademarks of
Nasdaq, Inc. (which with its affiliates 1is referred to as the “Corporations”) and are
Ticensed for use by WisdomTree Management Limited. The wisdomTree Artificial
Intelligence UCITS ETF (the “Fund”) has not been passed on by the Corporations as to its
legality or suitability. Shares in the Fund are not issued, endorsed, sold, or promoted
by the Corporations. THE CORPORATIONS MAKE NO WARRANTIES AND BEAR NO LIABILITY WITH
RESPECT TO THE FUND.

Notice to Investors in Switzerland - Qualified Investors
This document constitutes an advertisement of the financial product(s) mentioned
herein.

The prospectus and the key 1investor information documents (KIID) are available from
wisdomTree’s website: https://www.wisdomtree.eu/en-ch/resource-Tlibrary/prospectus-and-
regulatory-reports

some of the sub-funds referred to in this document may not have not been registered with
the Swiss Financial Market Supervisory Authority (“FINMA”). In Switzerland, such sub-
funds that have not been registered with FINMA shall be distributed exclusively to
qualified investors, as defined in the Swiss Federal Act on Collective Investment
Schemes or its implementing ordinance (each, as amended from time to time). The
representative and paying agent of the sub-funds in switzerland is Société Générale
Paris, 2zurich Branch, Talacker 50, PO Box 5070, 8021 Zzurich, Switzerland. The
prospectus, the key investor information documents (KIID), the articles of association
and the annual and semi-annual reports of the sub-funds are available free of charge
from the representative and paying agent. As regards distribution in Switzerland, the
place of jurisdiction and performance is at the registered seat of the representative
and paying agent.

For Investors in France:

The information in this document 1is intended exclusively for professional investors (as
defined under the MiFID) 1investing for their own account and this material may not in
any way be distributed to the public. The distribution of the Prospectus and the
offering, sale and delivery of Shares in other jurisdictions may be restricted by Taw.
WT Issuer 1is a UCITS governed by 1Irish Tlegislation, and approved by the Financial
Regulatory as UCITS compliant with European regulations although may not have to comply
with the same rules as those applicable to a similar product approved in France. The
Fund has been registered for marketing in France by the Financial Markets Authority
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(Autorité des Marchés Financiers) and may be distributed to investors in France. Copies
of all documents (i.e. the Prospectus, the Key Investor Information Document, any
supplements or addenda thereto, the Tlatest annual reports and the memorandum of
incorporation and articles of association) are available 1in France, free of charge at
the French centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009,
Paris, France. Any subscription for Shares of the Fund will be made on the basis of the
terms of the prospectus and any supplements or addenda thereto.

For Investors in Malta: This document does not constitute or form part of any offer or
invitation to the public to subscribe for or purchase shares in the Fund and shall not
be construed as such and no person other than the person to whom this document has been
addressed or delivered shall be eligible to subscribe for or purchase shares 1in the
Fund. Shares in the Fund will not in any event be marketed to the public in Malta
without the prior authorisation of the Maltese Financial Services Authority.

For Investors in Monaco: This communication is only intended for duly registered banks
and/or Ticensed portfolio management companies in Monaco. This communication must not be
sent to the public in Monaco.
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