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WisdomTree has been innovating in the sphere of equity index development for more than

10 years, and along the journey we have learned many interesting things. One question

that has come up through the results of our work is:

 

Why is the Russell 2000 Index so popular?

 

Russell Indexes vs. S&P Indexes

 

Over time, S&P indexes have tended to exhibit persistent outperformance of Russell

indexes. We show, over a period looking back 20 years, the percentage of rolling 3-, 5-,

7- and 10-year periods where:

 

The S&P 500 Index beat the Russell Top 200 Index (large caps)

The S&P MidCap 400 Index beat the Russell Midcap Index (mid-caps)

The S&P SmallCap 600 Index beat the Russell 2000 Index (small caps)

 

While one could never say that S&P would always outperform Russell, the consistent

instances of outperformance across large-, mid-, and small-cap stocks are enough to

motivate research into why there are differences in returns even among traditional

“beta” approaches.

 

Outperformance of S&P over Russell Across Large Caps, Mid-Caps and Small Caps
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Russell’s Methodology

 

The process begins with a very broadly inclusive approach defined by the Russell 3000E I

ndex, which included 3,525 stocks as of December 31, 2016.1 The Russell Top 200 Index

selects the largest 200 companies from this index. Ranked by market capitalization, the

Russell Midcap Index is the 201st to 1,000th companies (therefore, 800 stocks). The

Russell 2000 Index is the 1,001sts to 3,000th largest companies. Combined, the Russell

Top 200 Index plus the Russell Midcap Index plus the Russell 2000 Index would equal the

same constituents as the Russell 3000 Index.

 

Russell’s Bottom Line Focus: Broad inclusivity.

 

S&P Methodology:  An important difference in S&P’s methodology for determining stocks

eligible for the S&P 500 Index, the S&P MidCap 400 Index and the S&P SmallCap 600 Index

is that “the sum of the most recent four consecutive quarters’ Generally Accepted Accoun

ting Principles (GAAP) earnings (net income excluding discontinued operations) should be

positive as should the most recent quarter.”2 Given that initial inclusion is in part

determined by passing this measure, it tells us out of the gate that S&P tends to avoid

more speculative companies.

 

S&P’s Bottom Line Focus:    Constituents must prove themselves prior to gaining

inclusion.

 

WisdomTree’s Logical Next Step

 

More than 10 years ago, WisdomTree created its Earnings Family of Indexes. Instead of

focusing solely on a measure of profitability prior to initial inclusion, WisdomTree’s

Earnings Family requires constituents to continually demonstrate profitability on an

ongoing, annual basis.

 

WisdomTree’s Bottom Line Focus: Constituents must demonstrate continued profitability

annually to maintain inclusion, and they must grow their earnings to garner greater

weight.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#russell-3000e-index
https://wisdomtree.com/blog/glossary#generally-accepted-accounting-principles
https://wisdomtree.com/blog/glossary#net-income


 

Outperformance of WisdomTree vs. Standard & Poor’s

 

One of the Toughest Battles in the U.S. Financial Industry

 

S&P has become known for its S&P’s Indices Versus Active (SPIVA) studies, which indicate

the percentage of active managers beaten by its respective indexes. It really puts

WisdomTree’s results above into perspective in the most difficult possible of

comparisons, in that we just indicated S&P’s persistent outperformance of Russell across

the capitalization size spectrum.

 

Large Caps: Over the three years ended June 30, 2016, the S&P 500 Index beat 81.31%

of active managers and over the five years, this index beat nearly 92% of active

managers.3 Over the rolling three-, five- and seven-year periods that we looked at,

it was basically a coin flip as to whether the WisdomTree Earnings 500 Index beat

the S&P 500 Index over a given rolling period.

Mid-Caps: Over the three years ended June 30, 2016, the S&P MidCap 400 Index beat

83.81% of active managers, and over five years this index beat nearly 88% of active

managers4. Over the three-, five- and seven-year rolling periods shown, the

WisdomTree MidCap Earnings Index nearly shut out the competition against the S&P

MidCap 400 Index—a staggering feat—delivering stronger returns in nearly all of the

rolling time periods measured. 

Small Caps: We have heard time and again that active management tends to thrive in

small caps, viewed as a “less efficient” area of the market. Yet active managers

really didn’t beat the S&P SmallCap 600 Index over either the three- or five-year

periods ended June 30, 2016 (less than 6% and less than 3% of active managers won in

these respective periods).5 With such a tough index to beat, achieving slightly

better than a coin flip on the rolling five-year period and then over 75% of the

time on the rolling seven-year period is impressive, in our view.
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So, Why Is the Russell 2000 Index so Popular?

 

Perhaps old habits die hard? Honestly, we can’t say. We can, however, indicate that if

more people are made aware of S&P versus Russell and then S&P versus WisdomTree,

WisdomTree’s Earnings Family could look more and more interesting. 

 

 

 

1Source: Russell 3000E Index fact sheet, as of 12/31/16.

2Source:“S&P U.S. Indices Methodology,” S&P Dow Jones Indices, January 2017.  Source:

SPIVA U.S. Scorecard published for period ended 6/30/16, the most recently available as

of this writing. The S&P 500 Index is compared to the “all large cap funds” category,

which included 1,044 funds at the start of the three-year period and 1,069 at the start

of the five-year period. Past performance is no guarantee of future results.

3Source: SPIVA U.S. Scorecard published for period ended 6/30/16, the most recently

available as of this writing. The S&P MidCap 400 Index is compared to the “all mid-cap

funds” category, which included 385 funds at the start of the three-year period and 408

funds at the start of the five-year period. Past performance is not a guarantee of

future results.

4Source: SPIVA U.S. Scorecard published for period ended 6/30/16, the most recently

available as of this writing. The S&P SmallCap 600 Index is compared to the “all small-

cap funds” category, which included 609 funds at the start of the three-year period and

622 funds at the start of the five-year period. Past performance is not a guarantee of

future results.

5Source: SPIVA U.S. Scorecard published for period ended 6/30/16, the most recently

available as of this writing. The S&P SmallCap 600 Index is compared to the “all small-

cap funds” category, which included 609 funds at the start of the three-year period and

622 funds at the start of the five-year period. Past performance is not a guarantee of

future results.

 

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

Russell 2000 Index    : Measures the performance of the small-cap segment of the U.S.

equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing

approximately 10% of the total market capitalization of that index. It includes

approximately 2000 of the smallest securities based on a combination of their market cap

and current index membership.

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.

Russell Top 200 Index : Measures the performance of the 200 largest companies in the

Russell 1000 index.

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.

Russell Midcap Index : The Russell Midcap Index measures the performance of the mid-

cap value segment of the U.S. equity universe. It includes those Russell Midcap Index

companies with lower price-to-book ratios and lower forecasted growth values.

S&P SmallCap 600 Index : Market capitalization-weighted measure of the performance of

small cap equities within the United States, with constituents required to demonstrate

profitability prior to gaining initial inclusion.

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.

Russell 3000E Index : Measures the performance of the largest 4000 U.S. companies.

Generally Accepted Accounting Principles (GAAP) : Principles of accounting utilized

in the U.S. that deal with different aspects and assumptions that are deemed acceptable

in calculating the earnings of a firm.

Net income   : A company’s total earnings (or profit), which are calculated by taking

revenues and adjusting for the cost of doing business, depreciation, interest, taxes and

other expenses.

Active manager : Portfolio managers who run funds that attempt to outperform the market

by selecting those securities they believe to be the best.
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