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It is truly amazing that in nearly every client meeting we attend a resounding chorus of

agreement sounds when discussing the success of high-dividend-yield and low-volatility

strategies in 2016. But can their large outperformance continue? The answer will depend

on what happens with interest rates. If they move higher, investors may look to parts of

the market that have lower valuation multiples but are less interest rate sensitive. We

recently described the rebalancing process that results in the WisdomTree Earnings Index

es having lower valuation multiples than the market.

As investors flocked to higher dividends in 2016, many found the WisdomTree MidCap Divid

end and WisdomTree SmallCap Dividend Indexes worthy of consideration. That was no

accident:1

• The WisdomTree MidCap Dividend Index was up 12.99%.

• The WisdomTree SmallCap Dividend Index was up 15.93%.

For those focused on overall portfolio strategies that seek relatively higher dividend-

paying stocks, in our view, these strategies will remain great complements to large-cap

positions, and it’s also worth noting that these Indexes will undergo their annual rebal

ance screening on November 30, 2016. Big outperforming constituents may not be able to

hold onto their increased weights if they didn’t grow their dividends commensurately.

But a dividend focus is not the only way to consider smart beta approaches to mid- and

small-cap stocks.

As investors flocked to higher dividends in 2016, many found the WisdomTree MidCap

Dividend and WisdomTree SmallCap Dividend Indexes worthy of consideration. That was no

accident:

Our Mid- & Small-Cap Earnings Strategies Offer Intriguing Sector Complementarity

to Dividends

What if, instead of focusing solely on dividend-paying constituents, an investor were to

focus on mid- and small-cap stocks through the lens of profitability? WisdomTree does

just that with its mid-cap and small-cap earnings strategies. In 2016:

What if, instead of focusing solely on dividend-paying constituents, an investor were to

focus on mid- and small-cap stocks through the lens of profitability? WisdomTree does

just that with its mid-cap and small-cap earnings strategies. In 2016:

• The WisdomTree MidCap Earnings Index was up 10.20%.

• The WisdomTree SmallCap Earnings Index was up 12.61%.

These are strong numbers, but not quite as strong as the dividend strategies. Sector

exposures shed light as to why.

What Sector Bets Are Introduced to Mid-Caps? Dividends vs. Earnings

Top 3 Over-Weight and Under-Weight Sectors of WT MidCap Dividend Index vs. S&P       

MidCap 400 Index, with WT MidCap Earnings Index also shown (as of 10/7/2016)
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For definitions of terms and indexes in the chart, visit our glossary. 

•Utilities: This has been a strong sector in 2016. These stocks may have benefited from

being included in the “low-vol/min-vol” phenomenon as well as from having relatively

higher dividend yields in—yet another—falling interest rate environment. The WisdomTree

MidCap Dividend Index had nearly an 8.0% over-weight to this sector relative compared to

the S&P MidCap 400 Index. On the other hand, the WisdomTree MidCap Earnings Index was

close to a market weight in that sector.

• Real Estate: This has been another very strong sector in 2016, and, as in the case of

Utilities, the income-generating capability of the real estate constituents has found

favor in today’s low-rate environment. The WisdomTree MidCap Dividend Index is a 4.1%

over-weight, whereas the WisdomTree MidCap Earnings Index is a 4.7% under-weight when

measured against the S&P MidCap 400 Index.

• Financials: The WisdomTree MidCap Dividend Index is under-weight Financials by 6

percentage points, which has helped during the declining rate environment. The

WisdomTree MidCap Earnings Index has a 2% over-weight to Financials, which could be well

positioned for a rising rate scenario.

What Sector Bets Are Introduced to Small Caps? Dividends vs. Earnings

3 Largets WT Small Cap Dividend Index Over/Under-Weight Relative to S&P SmallCap

600 Index, with WT SmallCap Earnings Index shown (as of 10/7/2016)

For definitions of terms and indexes in the chart, visit our glossary.

•Utilities: This has been a strong sector in 2016. These stocks may have benefited from

being included in the “low-vol/min-vol” phenomenon as well as from having relatively

higher dividend yields in—yet another—falling interest rate environment. The WisdomTree

MidCap Dividend Index had nearly an 8.0% over-weight to this sector compared to the S&P

Mid Cap 400 Index. On the other hand, the WisdomTree MidCap Earnings Index was close to
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a market weight in that sector.

•Real Estate: This has been another very strong sector in 2016, and, as in the case of

Utilities, the income-generating capability of the real estate constituents has found

favor in today’s low-rate environment. The WisdomTree MidCap Dividend Index is a 4.1%

over-weight, whereas the WisdomTree MidCap Earnings Index is a 4.7% under-weight when

measured against the S&P MidCap 400 Index.

•Financials: The WisdomTree MidCap Dividend Index is under-weight Financials by 6

percentage points, which has helped during the declining rate environment. The

WisdomTree MidCap Earnings Index has a 2% over-weight to Financials, which could be well

positioned for a rising rate scenario.

Utilities & Real Estate May be Yesterday’s Top-Performing Sectors

It is impossible to know if these sectors can rally again in 2017, but when the U.S. 10-

Year Treasury note interest rate rose from 1.36% on July 8, 2016, to more than 1.70% on

October 7,3 it showed us that these sectors are not invincible. They’ve had a great run,

and it might be time to consider adding the diversifying potential of WisdomTree’s

earnings approach as we look forward to 2017. 

 

 

1Source: Bloomberg, for period 12/31/15–10/7/16.

2Source: Bloomberg, for period 12/31/15–10/7/16.

3Source: Bloomberg, as of specified dates.

 

 

 

 

Important Risks Related to this Article

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

dividends at any time.

Investments focusing on certain sectors and/or smaller companies increase their

vulnerability to any single economic or regulatory development. This may result in

greater share price volatility.

Diversification does not eliminate the risk of experiencing investment losses.

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 yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

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

level.&nbsp.

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

Valuation  : 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.

Rebalance  : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based

selection and weighting process on an annual basis.

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

Annual screening date    : The screening date refers to the date upon which

characteristics of eligible constituent firms are measured, whereas the rebalance refers

to when the results from the screening date are implemented by way of Index weights and

constituents.

Smart Beta   : A term for rules-based investment strategies that don’t use conventional

market-cap weightings.

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.

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

of ten years.
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