
WISDOMTREE’S 10 YEARWISDOMTREE’S 10 YEAR
ANNIVERSARY: HOW DID WE DO?ANNIVERSARY: HOW DID WE DO?
Luciano Siracusano — Chief Investment Strategist

06/16/2016

A decade ago, WisdomTree launched its first 20 exchange-traded funds (ETFs) on the New

York Stock Exchange (NYSE). The launch was historic because it represented, at that

time, the largest listing by a single issuer in the 200-year history of the NYSE.

WisdomTree’s debut on June 16, 2006, included the industry’s first international small-

cap ETF, the first European small-cap ETF and the first Japanese small-cap ETF. But the

listing was also historic because it gave investors, for the first time, a way to invest

i n dividend-weighted ETFs in most major equity markets around the world—a fundamental

alternative to traditional market capitalization weighted investing.

The 2006 launch was based on WisdomTree’s original vision that weighting equity markets

by income, rather than by market capitalization, would represent a significant evolution

in indexing. After testing the performance of dividend-paying securities spanning

several decades, WisdomTree concluded that by using only dividend-paying stocks and

weighting them once a year based on the dollar value of dividends companies pay—rather

than their market value—that it was possible to generate higher returns, often with

lower volatility, than traditional cap-weighted approaches.

Passive investing has undoubtedly served investors well over the past 30 years. Numerous

studies confirm that, over time, the vast majority of actively managed mutual funds have

failed to outperform comparable cap-weighted indexes, after accounting for fees,

expenses and transaction costs.1 The question we posed more than a decade ago, and which

many investors are asking today, is this: Despite great strengths compared to active

managers, are cap-weighted indexes optimal from an investment perspective? Or can

alternatively weighted indexes serve passive investors better than index funds based on

traditional benchmarks?  

WisdomTree U.S. Dividend-Weighted Index Returns, 2006–2016WisdomTree U.S. Dividend-Weighted Index Returns, 2006–2016

So what was observed in real time since the WisdomTree Indexes began to be calculated

and disseminated on May 31, 2006? Eleven of WisdomTree’s 12 dividend-weighted Indexes

beat their comparable broad based cap-weighted index over the past 10 years in the U.S.

and in the developed world. When measured against the value segments of the benchmarks,

the comparisons tilt even more overwhelmingly in favor of WisdomTree’s dividend-weighted

Indexes. All 12 of the WisdomTree dividend-weighted Indexes beat their value benchmarks.

This is important, as a dividend-weighted approach is most often classified in the value

style when peer group comparisons and when regression analysis is conducted to examine

what factor exposures are represented in the returns. In this blog post, we will examine

the returns of the U.S.-based indexes. The figure below displays results for

WisdomTree’s U.S. dividend-weighted Indexes over the most recent one-year, three-year,

five-year and ten-year periods against traditional indexes.  

Average Annual Returns, WisdomTree U.S. Dividend-Weighted Indexes, (5/31/2006–Average Annual Returns, WisdomTree U.S. Dividend-Weighted Indexes, (5/31/2006–

5/31/2016)5/31/2016)
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A couple of important takeaways:A couple of important takeaways:

•Four of the five WisdomTree U.S. dividend-weighted Indexes outperformed their

comparable cap-weighted Index over the last 10 years. The sole exception occurred in the

most efficient market—U.S. large caps—where the WisdomTree LargeCap Dividend

Index lagged the S&P 500 Index by 27 basis points (bps) annualized over 10 years.

  o But notably, the WisdomTree LargeCap Dividend Index outperformed the Russell 1000

Value Index by 103 bps annualized over 10 year

• All fiveWisdomTree Indexes outperformed their comparable cap-weighted value indexes

over the last 10 years. In fact, all five WisdomTree Indexes generated higher annualized

returns over the last one-year, three-year, five-year and ten-year time frames than did

the value benchmarks in those categories.

• WisdomTree generated greater excess returns in the mid- and small-cap segments,

traditionally viewed as the less efficient part of the U.S. stock market. Both the Wisdo

mTree MidCap Dividend Index and the WisdomTree SmallCap Dividend Index outperformed the

core and the value cuts of their cap-weighted peers over each of the periods displayed

in the table.  

• Not only did the WisdomTree MidCap Dividend Index beat the S&P 400 MidCap Index, it

beat the S&P 500 Index by 151 bps per year over the past decade. 

ConclusionConclusion

WisdomTree’s Indexes were constructed to introduce a measure of valuation into index

weights, so investors would not buy equity markets based solely on the prices paid by

previous investors. Rather than weighting each component based on its market value,

WisdomTree’s broad-based dividend Indexes typically include all investable stocks that

pay dividends and then weight them annually based on a measure of relative value: the

cash dividends each company pays as a percentage of the total amount of cash dividends

paid by all the companies in that market. We call this weighting by the Dividend

Stream®. Real-time results, going back 10 years, suggest this may be a better way to own

equity markets, both in the U.S. and in the developed world, compared to comparable

indexes that set weights based on a company’s market value.        

 

1One example of such an analysis is the S&P SPIVA study.
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Important Risks Related to this ArticleImportant Risks Related to this Article

Dividends are not guaranteed, and a company’s future ability to pay dividends may be

limited. 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 INFORMATIONIMPORTANT INFORMATION

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

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

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

Dividend weightedDividend weighted  : Constituent securities represented within the Index in proportion

to their contribution to the dividend stream of the Index.

FundamentalsFundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.

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

level.&nbsp.

PassivePassive  : Indexes that take a rules-based approach with regular rebalancing schedules

that are not changed due to market conditions.

Actively managed mutual fundsActively managed mutual funds  : Investment strategies that are not designed to track

the performance of an underlying index.

ValueValue  : 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.

Regression analysisRegression analysis  : statistical process for estimating the relationships among

variables. It helps one understand how the typical value of the dependent variable (Y-

variable) changes when any one of the independent variables is varied, while the other

independent variables are held fixed.

S&P 500 IndexS&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.

Basis pointBasis point  : 1/100th of 1 percent.

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

universe, selecting from the Russell 1000 Index.

S&P MidCap 400 IndexS&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.
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