
THE SECTOR DIFFERENCES OF MIDTHE SECTOR DIFFERENCES OF MID
AND SMALL CAP DIVIDENDSAND SMALL CAP DIVIDENDS
Jeremy Schwartz — Global Chief Investment Officer

05/06/2013

“Defensive sectors,” typically defined as Consumer Staples, Health Care, Utilities and

Telecommunication Services, have led the broad large-cap markets to new highs in 2013.

These stocks tend to have lower volatility and lower “betas,” which means they tend to

react less to general movements in the market. As a result, one might not expect them to

fully participate in the type of large equity market rally we have experienced so far in

2013. For those who view the recent gains and valuations of these defensive dividend

sectors as being potentially stretched, we suggest looking down the size spectrum at the

mid- and small-cap dividend payers. When viewing the WisdomTree MidCap and SmallCap

Dividend Indexes, the mid- and small-cap dividend payers tend to be less exposed to

these defensive sectors than are large-cap dividend indexes1. Below we review the

defensive sector exposures of some dividend focused indexes. Defensive Sector Tilts:Defensive Sector Tilts:

 For definitions of

indexes in the chart, visit our Glossary. • Large Caps and High-Yield Focus Tend toLarge Caps and High-Yield Focus Tend to

Over-Weight DefensivesOver-Weight Defensives – The large-cap dividend stocks tend to have much larger weight

in the defensive sectors than do either the WisdomTree MidCap or SmallCap Dividend

Indexes. The Morningstar Dividend Yield Focus Index has the highest percentage, with

nearly 70% weight, in the defensive sectors and its highest exposure in the Health Care

sector. The WisdomTree MidCap Dividend Index might make a good complement to that type

of exposure, given the fact that it’s the least exposed to the Health Care sector of all

dividend indexes on this list. • Unbalanced Sector WeightsUnbalanced Sector Weights – To achieve such a high

over-weight in the defensive sectors, some indexes show significant over-weight in

individual sectors. The Dow Jones U.S. Select Dividend Index, for example, has over 31%

exposure in the Utilities sector; the Morningstar Dividend Yield Focus Index has almost

24% exposure in the Health Care sector; and the NASDAQ US Dividend Achievers Select

Index has almost 25% exposure in the Consumer Staples sector. • T h e T h e WisdomTreeWisdomTree

LargeCap Dividend IndexLargeCap Dividend Index has good representation across all defensive sectors and

avoids being substantially over-weight or under-weight in any one particular sector,

when compared to the large-cap dividend-focused indexes above. We feel this balanced

representation across the different sectors increases the diversification potential and

provides potentially broader exposure to the large-cap dividend payers. • DifferentDifferent
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Weighting in Mid and Small CapsWeighting in Mid and Small Caps – The WisdomTree MidCap and SmallCap Dividend Indexes

both have very noticeable differences in sector weights compared to the large caps

above. They both have less total exposure to the defensive sectors, as evidenced by

their lower weightings in Consumer Staples, Healthcare and Telecom. DiversificationDiversification

Benefits of Mid and Small CapsBenefits of Mid and Small Caps It is impossible to know which sector or sector groups

will perform the best going forward, so we believe it is important to remain

diversified. Complementing large-cap dividend strategies with mid- and small-cap

dividends has the potential to provide increased diversification by balancing the sector

allocations of the market. Also, for individuals who feel the defensive sectors have

moved too much in early 2013, the mid- and small-cap dividend payers might offer an

alternative for capturing the dividend payers without being over-weight in the defensive

sectors. 1Throughout this piece we refer to the large-cap dividend indexes as a group

that includes the Morningstar Dividend Yield Focus Index, Dow Jones U.S. Select Dividend

Index, S&P High Yield Dividend Aristocrats Index, NASDAQ US Dividend Achievers Select

Index and WisdomTree LargeCap Dividend Index. These indexes were selected because they

are some of the largest, based on assets tracking the index.

Important Risks Related to this ArticleImportant Risks Related to this Article

You cannot directly invest in an index. Diversification does not eliminate the risk of

experiencing investment losses. Dividends are not guaranteed and a company’s future

abilities to pay dividends may be limited. A company currently paying dividends may

cease paying dividends at any time. Funds that emphasize investments in small/mid-cap

companies generally experience greater price volatility.

For standardized performance and the most recent month-end performance click here NOTE,

this material is 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.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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 investments in 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 indicative 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 legal

advice. Investors seeking tax or legal advice should consult their tax or legal 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 internal 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 instruments 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 investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication 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 its 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 liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 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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DEFINITIONSDEFINITIONS

VolatilityVolatility  : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

BetaBeta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.

ValuationValuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

WisdomTree MidCap Dividend IndexWisdomTree MidCap Dividend Index  : A fundamentally weighted index that measures the

performance of the mid-capitalization segment of the U.S. dividend-paying market. The

Index comprises the companies that constitute the top 75% of the market capitalization

of the WisdomTree Dividend Index after the 300 largest companies have been removed. The

index is dividend weighted annually to reflect the proportionate share of the aggregate

cash dividends each component company is projected to pay in the coming year, based on

the most recently declared dividend per share.

WisdomTree SmallCap Dividend IndexWisdomTree SmallCap Dividend Index  : A fundamentally weighted index measuring the

performance of the small-capitalization segment of the U.S. dividend-paying market. The

Index comprises the companies that constitute the bottom 25% of the market

capitalization of the WisdomTree Dividend Index after the 300 largest companies have

been removed. The Index is dividend weighted annually to reflect the proportionate share

of the aggregate cash dividends each component company is projected to pay in the coming

year, based on the most recently declared dividend per share.
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