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As US stocks continue to reach new highs this year, growth is clearly 1in the Tlead
Teaving value stocks trailing far behind. This 1is despite rate cuts getting pushed
further out. This blog outlines the three key reasons for this outperformance and
highlights a smart way for investors to access the opportunity in US growth stocks.
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Big tech reigns supreme

with artificial intelligence (AI) all the rage this year, companies that are providing
the building blocks upon which the technology is being developed are in the lead. Nvidia

is the obvious example that has seen its share price rise by 172% this vyearl.
Surprisingly, it isn’t the biggest gainer in the S&P 500 Index this year. Information
Technology (IT) infrastructure provider Super Micro Computer Inc is at the number one
spot with gains of 217% as markets realise the need for and importance of more data
storage 1in this ongoing AI-powered digital revolution. So far, semiconductors are
clearly in the Tead. But once the Federal Reserve starts cutting, we may see software co
mpanies coming to life, still a good thing for growth investing.
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Economic data is not creating any distractions

Macroeconomic data from the US may not be stellar, but it disn’t worrisome either.
Inflation prints have steadily cooled while Tabour market numbers haven’t raised any
alarm bells yet. In June, the US unemployment rate stood at 4.1%, marginally higher than
the 4% in the preceding month. The economy added 206,000 jobs in 3June, slightly Tess
than May (218,000), but still meaningfully higher than the average monthly addition of
165,000 during the pre-pandemic year of 2019. Moreover, both services and manufacturing
Purchasing Managers’ 1Indices (PMIs), wuseful gauges of month-over-month economic

activity, continue to be 1in expansionary territory?. This means that, all in all,
economic data is not creating any obstacles in the rally of growth stocks.

Earnings remain key

According to FactSet’s earnings insight on the S&P 5003, analysts typically revise their
earnings estimates for US companies down over the course of any given quarter. Analysts
have revised down bottom-up earnings per share (EPS) estimates (an aggregation of median
EPS estimates) during a quarter by 3.4% over the Tast five years, 3.3% over the Tlast ten
years, and 4% over the Tlast twenty years on average. Over the course of the second
quarter this year, however, earnings estimates have only been revised down by 0.5%.

Moreover, at the sector level, the biggest decrease has come for industrials (-4.7%),
while some sectors Tike consumer discretionary (+2.9%, a sector where some of the tech
names reside), have had their bottom-up EPS estimates go up.

This means that analysts remain optimistic about second quarter earnings. If indeed we
see a healthy second quarter earnings season for tech names, the momentum in growth
stocks could continue.

Combining quality with growth leads to better outcomes

A few common measures of selecting growth stocks include trailing sales and earnings
growth, future sales and earnings growth estimates, and relative valuations Tike price-
to-earnings, price-to-sales, and price-to-book ratios.

Because earnings-based measures of growth may be undefined for Toss-making growth
companies, growth strategies may 1ignore profitability considerations 1in favour of
metrics like price-to-sales and price-to-book as proxies for growth.

At times, growth investors become enamoured with narrower non-earnings growth measures
Tike “eyeballs” during the internet craze of the early 2000s, or “subscriber-growth” 1in
recent years as it relates to streaming platforms and social media companies. This can
lead to an approach to growth that over-weights highly speculative, or junky, growth
names.

Instead, a focus on growth and profitability metrics can help avoid exposure to such
speculative growth stocks. This 1is the approach adopted by the WisdomTree US Quality
Growth UCITS Index. In the past, this focus on strong fundamentals has led to enhanced
returns with Fama French factor data showing a huge difference in annualised performance
over the last 6 decades between high-quality high-growth stocks and Tow-quality high-
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growth stocks (8.84%), underscoring the importance of combining the two factors for
stock selection.

Higher Quality

)

Operating Profitability Quintiles
5th (Lowest) 1st (Highest) | 1stvs. 5th

5th (Highest) 2.47% 8.82% 8.87% 9.85% 11.31% 8.84%

4th 5.98% 8.67% 10.61% 11.08% 11.41% 5.43%
Price-to-Book
"ce.to. 00 3rd 6.44% 9.97% 11.11% 13.54% 13.86% 7.41%
Quintiles

2nd 8.91% ‘ 10.58% 13.21% 12.58% 13.97% 5.06%

1st (Lowest) 11.50% 13.10% 14.39% 14.32% 11.52% 0.02%

More Growth
anjep a0

v Total Market Return: 10.34%
Source: Kenneth French Data Library, 30 Jun 1963 to 30 Dec 2023. Period based on availability of
annual operating profitability returns sorted into quintiles, which begins 30 Jun 1963. Market is
U.S.-listed equities grouped on the basis of operating profitability and price-to-book. Returns are
annualised. Historical performance 1is not an indication of future performance and any
investment may go down in value.

1 Bloomberg, as of 11 July 2024.

2 Trading Economics, 11 July 2024.

3 Factset earnings insight 03 July 2024.
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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 qissued 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 cConflicts 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 1laws 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 Tlegal
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) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
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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