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Dividend stocks beat the market in Q1—and they did so convincingly across every major

size segment in the U.S. The table below quantifies those excess returns, using

WisdomTree’s dividend-weighted size cuts as barometers for the performance of dividend-

paying stocks across the capitalization spectrum. Index Performance

 For definitions of

indexes in the chart, visit our glossary. The excess returns were significant. The

WisdomTree Dividend Index, which measures the performance of more than 1,400 U.S.

dividend-paying stocks, beat the Russell 3000 Index by 337 basis points (bps) in Q1. The

WisdomTree MidCap Dividend Index beat the S&P MidCap 400 by 362 bps. And the WisdomTree

SmallCap Dividend Index returned 6.3%, during a quarter when the Russell 2000 Index

declined by 1.5%. I think there are three basic reasons why dividend stocks performed so

well in the first quarter of 2016. First, value stocks reversed a multi-year trend and

trumped growth stocks in Q1. Value stocks across the board, as measured by the value

indexes highlighted above, outperformed the beta benchmark in their respective size

categories. When value stocks beat growth stocks, a tailwind can be created for

dividend-weighted indexes, as they tend to tilt toward relative value. Second, with the

rise in the CBOE Volatility Index (VIX) intra-quarter, I believe investors were rotating

toward the more defensive portion of the market. WisdomTree’s larger-cap Indexes are

typically over-weight the more defensive sectors of the market and thus benefitted from

the outperformance of the market’s three best-performing sectors in Q1: Utilities,

Telecom and Consumer Staples. Also of note: Health Care ended up being the poorest-
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performing sector of the S&P 500 Index in the first quarter. All five of the WisdomTree

Indexes mentioned above were under-weight health care compared to their market cap-

weighted peers. Third, I believe, the market’s recalibration of how fast the Federal

Reserve (Fed) will increase interest rates in 2016 benefitted the higher-yielding

portion of the U.S equity market. The fact that foreign central banks have sent interest

rates into negative territory helps keep a lid on how high the yield on the 10-year

Treasury can go. This is good for utilities, telecoms and real estate investment trusts

(REITs) that have competitive yields relative to 10-Year Treasuries and investment-grade

corporate debt. The best performance of the five WisdomTree dividend-weighted Indexes

highlighted above was generated by the WisdomTree High Dividend Index. This Index, which

selects stocks with high dividend yields and then weights them based on the cash

dividends they pay, returned 8.0% for the quarter, compared to 1.64% for the Russell

1000 Value Index. As of April 1, this WisdomTree Index exhibited a trailing dividend

yield of 4.1%, the highest dividend yield of any of WisdomTree’s U.S. equity Indexes.

Conclusion WisdomTree’s dividend-weighted Indexes had an excellent first quarter,

beating comparable cap-weighted indexes. In many instances, WisdomTree’s dividend-

weighted approach has been able to generate higher total returns over the last three-,

five- and nearly ten-year periods, despite value underperforming growth in the U.S. over

those periods. For investors looking to combine higher dividend yields with the

potential for more defensive U.S. equity exposure, WisdomTree’s dividend-weighted size

cut strategies could provide clear alternatives to strategies that track traditional

cap-weighted indexes in all of the major size segments of the U.S. market.

Important Risks Related to this Article

Dividends are not guaranteed and a company currently paying dividends may cease paying

dividends at any time.

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 INFORMATION

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

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

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)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 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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DEFINITIONS

Dividend : A portion of corporate profits paid out to shareholders.

Russell 3000 Index    : Measures the performance of the 3,000 largest U.S. companies

based on total market capitalization.

Basis point : 1/100th of 1 percent.

S&P MidCap 400 Index     : provides investors with a benchmark for mid-sized companies.

The index covers over 7% of the U.S. equity market, and seeks to remain an accurate

measure of mid-sized companies, reflecting the risk and return characteristics of the

broader mid-cap universe on an on-going basis.

Russell 2000 Index    : Measures the performance of the small-cap segment of the U.S.

equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing

approximately 10% of the total market capitalization of that index. It includes

approximately 2000 of the smallest securities based on a combination of their market cap

and current index membership.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Beta  : 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.

Defensive sectors   : Consumer Staples, Health Care, Telecommunication Services and

Utilities.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Market capitalization-weighting   : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches

designed to weight firms by market cap.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

10- Year Treasury : a debt obligation of the U.S. government with an original maturity

of ten years.
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Real estate investment trust (REIT)      : Investment structure containing a basket of

different exposures to real estate, be it directly in properties or in mortgages.

Returns predominantly relate to changes in property values and income from rental

payments.

Investment grade   : An investment grade is a rating that signifies a municipal or

corporate bond presents a relatively low risk of default.

Corporate debt : Bonds a company issues in order to raise money.

Russell 1000 Value Index : A measure of the large-cap value segment of the U.S. equity

universe, selecting from the Russell 1000 Index.
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