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June 28 marked the second anniversary of the WisdomTree U.S. Multifactor Fund (USMF).

 

USMF’s performance has proven resilient amid volatile market conditions and factor

performance. Its balanced factor exposure and stock selection using fundamental and

technical factors has allowed it to keep pace with the market with lower volatility. The

S&P 500 Index (S&P 500) has seen multiple moves greater than 13% on both the up and down

sides over this period.

 

USMF can diversify a portfolio’s core U.S. allocation given its higher risk-adjusted ret

urn, tracking error and beta of 0.83 against the S&P 5001. This can be attractive as the

economy heads into the latter part of the cycle, where diversified asset allocation

becomes increasingly important.

 

USMF Outperforms Largest Multifactor Products

 

Multifactor investing is growing in popularity. Assets under management for the 10

largest multifactor exchange-traded funds (ETFs) in the market have grown north of 23%

over the last 12 months, totaling $12.9 billion. Performance across these ETFs has been

mixed, as their objectives and methodologies are diverse.

 

Below, we highlight these statistics and compare USMF to both the S&P 500 and S&P 500 Eq

ual Weight Index (S&P 500 EW).

 

We believe the S&P 500 EW is a better benchmark for USMF because it, too, deviates from 

market cap weighting. Market cap-weighted indexes tend to exhibit significant

contribution to performance from a limited number of companies given their more concentr

ated weighting.

 

It’s always interesting to see how deviating from market cap weighting reduces the S&P

500 EW’s beta to the S&P 500, since it doesn’t have concentrated bets in a handful of

companies. The same logic can also be applied to USMF, whose weighting and stock

selection allows it to maintain a lower beta to the S&P 500 while having better risk-

adjusted return.

 

This is the type of differentiated return profile that we favor to complement a core

U.S. equity exposure.
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For standardized performance of USMF, please click here.

 

Fundamental Differences

 

One of USMF’s objectives is to provide investors with a balanced exposure to the

following six factors: Low Correlation, Momentum, Quality and Value as part of the

explicit methodology, along with Size and Low Volatility inherent in the methodology’s

weighting. A balanced exposure to all factors should pay off in the long term, as

academic research shows all factors tend to outperform in both absolute and risk-

adjusted terms.1

 

USMF’s portfolio achieves its desired aggregate characteristics compared to both a cap-

weighted and equally weighted benchmark. As shown below, USMF has a significant mid-cap

tilt and higher return on assets (ROA) and return on equity (ROE) and a lower aggregate

P/E ratio than both the S&P 500 EW and S&P 500. These measures show balanced exposure to

Size, Quality and Value.

 

 

Another of USMF’s goals is to generate excess returns through stock selection using

factors as an alpha signal. Over the last 24 months, factors, as broadly defined, have

experienced mixed performance. Despite outperforming over the long run, not all factors

will always outperform. Defensive factors, like Quality and Low Volatility, outperformed

the more aggressive ones, like Value and Size, as expected during the latter part of the

economic cycle. The Momentum factor also benefited from the extended trends and beta-

type rallies in the market over this period. Factor performance is not only driven by

the equity markets, as some factors are more sensitive to interest rates than others.

Therefore, we favor a balanced factor exposure.

 

Thanks to its stock selection, USMF, through a less concentrated and more diversified

basket, has been able to keep pace with an equity market that has been driven by a

handful of high market-capitalization companies over the last two years.
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In short, after 24 months of live performance, USMF has met the goals that were set out

when it was launched and has the potential to generate higher absolute returns over the

long run.

 

 

Unless otherwise stated, all data sourced is Bloomberg, 6/29/2017 - 06/28/2019.

 

1Source: Kenneth R. French Data Library.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of

principal. Investing in a Fund exposed to particular sectors increases the vulnerability

to any single economic, political or regulatory development. This may result in greater

share price volatility. Due to the investment strategy of the Fund, it may make higher

capital gain distributions than other ETFs. Please read the Fund’s prospectus for

specific details regarding the Fund’s risk profile. 

 

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

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

level.&nbsp.

Factor  : Attributes that based on its fundamentals or share price behavior, are

associated with higher return.

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.

Risk-adjusted returns   : Returns measured in relation to their own variability. High

returns with a high level of risk indicate a lower probability that actual returns were

close to average returns. High returns with a low level of risk would be more desirable,

as they indicate a higher probability that actual returns were close to average returns.

Tracking Error   : Can be discussed as both the standard deviation of excess return

relative to a specific benchmark, or absolute excess return relative to a specific

benchmark.

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.

S&P 500 Equal Weight Index      : Designed to track the equally weighted performance of

the 500 constituents in the S&P 500 Index.

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.

Low Correlation : Characterized by assets that have a relatively lower correlation vs

the market over time. This term is also associated with the Low Correlation Factor which

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

Momentum  : Characterized by assets with recent price increase trends over time. This

term is also associated with the Momentum Factor which associates these stock

characteristics with excess return vs the market over time.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

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.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by

the firm’s total assets. Higher numbers indicate greater profits relative to the level

of assets utilized to generate them.

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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