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WisdomTree has enhanced two Indexes to allow investors to track important investment

themes tied to the policies of the new administration. For a president who wants to “buy

American” and “rebuild America,” there might be an opportunity for companies that

generate a majority of their revenue from within the U.S. to see sales and earnings

increase. Policy focused on lowering taxes could also help companies that generate a

majority of their revenue in the U.S. because they typically have higher effective tax r

ates than companies with profits overseas at lower tax rates. 

 

Although companies that generate a majority of their revenue from outside the U.S. may

not benefit as much from a domestic tax cut, they could potentially benefit from a

repatriation tax reform or holiday, allowing them to bring cash back from abroad at a

lower tax rate. With the potential for excess cash on hand, these companies may be in a

good position to increase their dividends or buy back their stock, both positive long-

term impacts on equity performance.

 

The WisdomTree U.S. Domestic Economy Index

 

Previously named the WisdomTree Strong Dollar U.S. Equity Index, it measured the

performance of U.S.-based companies that derive more than 80% of their revenue from

within United States. The Index was designed with a goal of minimizing exposure to

companies with significant revenue from exports that are vulnerable to a strengthening

U.S. dollar. While the weighting process was complex, the most important factor was

stock selection and the screen for revenue from within the U.S.

 

Constituents in the new Index have the same revenue screens but are now weighted based

on a modified Earnings Stream. WisdomTree created a set of earnings-weighted Indexes

more than a decade ago, and we believe strongly in the long-term benefits of tilting

more weight toward stocks with lower price-to-earnings (P/E) ratios. We are very proud

of the live performance results of those Indexes. At its core, the WisdomTree U.S.

Domestic Economy Index uses this same earnings-weighted process, but then scales

earnings based on the percentage of revenue the company generates in the U.S.1
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Over-Weight to Financials and Consumer Discretionary:      The new Index remains

over-weight to Financials and Consumer Discretionary compared to the S&P 500 Index

and increased its over-weight to Telecommunication Services. To manage risk from

outsized exposure to the Real Estate and Utilities sectors, the new index

methodology caps both of these sectors at 5%.

Under-Weight to Information Technology:    The most noticeable under-weight is

Information Technology. Two of the largest stocks in this sector, Apple and

Alphabet, both generate more than 50% of their revenue from outside the U.S. Under-

weights also remain in the Energy and Materials sectors, but less than the previous

Index.

 

WisdomTree U.S. Domestic Economy Index Sector Differences

 

 

The WisdomTree U.S. Export and Multinational Index 

 

Previously named the WisdomTree Weak Dollar U.S. Equity Index, it measured the

performance of U.S.-based companies that derive less than 60% of their revenue from the

United States. The Index was designed with a goal of maximizing exposure to companies

with significant revenue from exports that may benefit from a weakening U.S. dollar.

 

Again, this new U.S. Export and Multinational Index derives weight from the earnings

index that is scaled by the percentage of revenue the company generates outside the U.S.

 

Over-Weight to Information Technology and Industrials: The new index is over-weight

Technology, Consumer Staples, Industrials and Materials compared to the S&P 500

Index. 

Under-Weight to Real Estate, Telecom and Utilities: The most noticeable under-

weights are Real Estate, Telecom and Utilities. All of these sectors are primarily

domestically focused, so they generate only a small percentage of their revenue from

outside the U.S. 

WisdomTree U.S. Export and Multinational Index Sector Differences
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Fundamental Differences

For definitions of

terms in the chart, visit our glossary.

 

 

Distinct Revenue Differences:   With no overlap between the U.S. Domestic Economy

Index and the U.S. Export and Multinational Index, each one provided a distinct

exposure to companies that generate a majority of their revenue either in the U.S.

or outside the U.S.

Lower P/E Ratios for WisdomTree Indexes:      Both WisdomTree Indexes have a lower

trailing and estimated P/E ratio than the S&P 500. This is a result of the modified

earnings-weighted approach and an important element given the valuation risk in the

U.S. equity market.

Exports and Multinationals Exhibit Higher Return on Equity: Since exports and

multinationals typically have lower effective tax rates, it makes sense that they

had a higher return on equity. Also, the WisdomTree Index’s largest sector weight

was the Information Technology sector, which usually exhibits high profitability

measures. 

 

Conclusion

 

As WisdomTree thinks about the evolution of factor index strategies, where companies

derive their revenue has the potential to be an important factor driving performance.

Exchange rates and tax policies can provide tailwinds or headwinds to either basket—with

the more domestic economy basket being one of the focal points in a strong dollar

environment as well as in a scenario where domestic tax rates are being cut. In an

upcoming blog post, our team will evaluate the tax impact on these and other WisdomTree

Indexes. 

 

 

1Index weight is a function of a company’s earnings multiplied by the percentage of sales
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generated in the U.S. 

 

 

 

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

Effective tax rate : The average tax rate at which a corporation’s pre-tax profits are

taxed, taking into account all forms of taxation paid by the company.

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

Buyback : When a company uses its own cash to purchase its own outstanding shares; may

positively impact the share price.

Price-to-earnings (P/E) ratio    : Share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

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.

Valuation risk   : The risk of buying or over-weighting a particular stock that has

appreciated significantly in price relative to its dividends, earnings or any other

fundamental metric.

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.
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