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U.S. investors are most familiar with their home market, and the U.S. home market is

unique in a very important respect: dividends.

Outside the U.S., dividends are an important signal that a company has attained

maturity. Most non-U.S. companies do not specify an exact amount, but rather a ‘payout-r

atio’ type of practice, where dividend payments can move up and down and sometimes be

rather volatile.

In the U.S. market, some of the largest companies, like Alphabet, Amazon.com, Meta,

Berkshire, Tesla and Netflix, do not pay dividends. Some of them will approve share buyb

ack programs in the tens of billions of dollars—so it’s clear that if it was desirable

to pay a dividend, it could be done. Therefore:

In international markets, dividends can offer something close to a complete picture

of the investment landscape.

In domestic markets, dividends would systematically bias away from certain

companies, some of them very large and in recent years responsible for driving the

broader equity market performance higher.

Figure 1: The Superior Coverage of Developed International Dividends

For definitions of terms/indices in the chart above, please visit the glossary. 
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Environments

At WisdomTree, we have written frequently about long, historical time series of data

showing different characterizations of equity market performance. One of our classics,

which comes from Professor Jeremy Siegel, mentioned in both Stocks for the Long Run and

The Future for Investors, involves cutting the S&P 500 Index into different quintiles by

dividend yield.

Bottom line: The highest-yielding dividend quintile of the S&P 500 Index         

outperformed over the live calculation history of the S&P 500 Index (going back

to before 1960) and did so with lower risk.

While we recognize that international markets are different from the U.S. market, we

wanted to see if the result when slicing the groups of stocks in a similar way was

similar to the U.S. result. In this case, we were able to work with a similarly long

time series, going back to the mid-1970s, using data from the Kenneth French Data

Library. Within figure 2:

An upward slope in the line from left to right indicates that higher-yielding

dividend payers are outperforming lower-yielding dividend payers. We can clearly see

that, in general, the line ends the time series much higher than where it starts,

indicating that higher dividend yielders did tend to outperform lower dividend

yielders in international markets.

Period 4 is notable in that the slope of the line tells us there was a very steep

outperformance of higher dividend yielders over lower dividend yields. During this

period, so far, we see annualized performance of about 14% per year for the higher

yielders, whereas the lower yielders were annualizing at a rate of about 0% per year

—a big difference.

Figure 2: Regimes of High vs. Low Dividend Yield Outperformance in Developed          

International Equities
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As Interest Rates Have Risen, So Too Have Dividend Yields

If investors can get higher income in a short-term government fixed income strategy, the

baseline of all income-oriented strategies has to be higher.

The WisdomTree International High Dividend Fund (DTH) tracks the performance of the Wisd

omTree International High Dividend Index, which, simply put, finds stocks that have high

dividend yields in developed markets outside the U.S. Investors are often familiar with

the MSCI EAFE Index benchmark, which is weighted by free float-adjusted market capitaliz

ation.

If one Index is focused on ‘high dividend yielders’ and another is weighted by ‘free

float-adjusted market capitalization,’ the hypothesis is that the dividend yield of the

Index—as well as the Fund designed to track it—that focuses on dividend yields should be

higher than that of the broad benchmark.

What we found interesting in figure 3 is that the difference in these two yields is

expanding. It is not the highest difference that we have seen going back to DTH's live

inception in June 2006, but it is getting quite close and has exhibited a steady

increase in recent years.

Figure 3: Trailing 12-Month Dividend Yield for DTH Has Been Increasing Relative

to the MSCI EAFE Index

For the most recent month-end performance, click here.

Do You Think We Will Experience a Recession?

Instead of fixating on the recession/not recession call, we find it more productive to

think about positioning in this way:
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If investors want to bet against a recession, there are ways to do that, by

potentially thinking more cyclically and also of different catalysts—like maybe the

Federal Reserve stops tightening in a way that is faster than expected.

If investors want to be ready for slower economic growth or possible volatility,

defensively oriented positioning makes sense.

The WisdomTree International High Dividend Index, tracked by DTH, has been in live

calculation since June 1, 2006, so is coming up on 17 years of live history. Over that

period, we have tended to see certain over-weight exposures among those sectors that

have higher dividend yields. Since the positioning has not been constant (we rebalance

back to the dividend stream each year), we looked at the most recent month to get a

sense of where the WisdomTree International High Dividend Index is relative to the MSCI

EAFE Index.

Materials is an interesting sector at present, in that raw materials are very much

in focus during the energy transition.

In Europe, Financials represent the transmission mechanism of economic activity to a

much higher degree than in the U.S. In the developed international space, this is a

big sector, whether viewed on a dividend or market cap basis.

Utilities do have that classic, defensive orientation.

Industrials and Tech represented the biggest relative under-weight allocations.

Figure 4: WisdomTree International High Dividend Yield Exhibited a Defensive        

Orientation Relative to the MSCI EAFE Index over its History

Conclusion: Venturing outside of the U.S. in Portfolios Could Be Important

At WisdomTree, we have been thinking about equity allocations outside of the U.S. for

many years, and yet the U.S. equity market tended toward outperformance for an extended

time following the global financial crisis of 2008–09. We think that it’s possible for

this to shift, and a value-oriented high dividend approach could be an interesting

approach to it for the long run.
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Important Risks Related to this Article

Click here for a full list of Fund holdings. Holdings are subject to change.

There are risks associated with investing, including the possible loss of principal.

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty. Dividends are not guaranteed, and a company

currently paying dividends may cease paying dividends at any time. Funds focusing their

investments on certain sectors increase their vulnerability to any single economic or

regulatory development. This may result in greater share price volatility. Please read

the Fund’s prospectus for specific details regarding the Fund’s risk profile.

For the top 10 holdings of DTH please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/dth

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.

Related Blogs

+ Get Your Passport Ready—It’s Time for International Outperformance!

Related Funds

+ WisdomTree International High Dividend Fund

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.

Payout ratio : The percentage of earnings paid to shareholders in dividends. Calculated

as yearly dividends per share over earnings per share.

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

level.&nbsp.

Share buybacks   : Firms using cash to purchase their own outstanding shares; may

positively impact the share price.

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  : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk indicates greater potential for

returns to be farther away from this average.

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

each year relative to its share price.

MSCI EAFE Index : is a market cap-weighted index composed of companies representative

of the developed market structure of developed countries in Europe, Australasia and

Japan.

Free-float market capitalization    : a market capitalization weighting method that is

calculated by excluding closely held shares owned by governments or company insiders.

Recession : two consecutive quarters of negative GDP growth, characterized generally by

a slowing economy and higher unemploymen.

Cyclical stocks : Refers to stocks in the Consumer Discretionary, Energy, Industrials,

Materials, Financials and Information Technology sectors.

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

United States.

Dividend Stream : Refers to the regular dividends per share multiplied by the number of

shares outstanding.

The Global Financial Crisis     : Refers to the period of extreme stress in global

financial markets and banking systems between mid 2007 and early 2009.

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.
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