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The Nasdaq 100 Index is considered by many as the default benchmark for growth stocks.

The methodology is straightforward—the 100 largest non-financial companies by market

capitalization listed on the Nasdaq Exchange. Securities are weighted by modified market

cap.

One of the drawbacks to this simplicity for a growth benchmark is that mature, slow-

growth companies can populate the index because of the absence of fundamental selection

criteria.

In our view, WisdomTree has created a better way to capture growth—the WisdomTree U.S. Q

uality Growth Index. Since its launch near the end of 2022, it has outperformed the

Nasdaq 100 while being more directly targeted to high-growth, high-profitability

companies.

Cumulative Index Total Returns since 11/30/22

 

The returns for both the WisdomTree U.S. Quality Growth Index and Nasdaq 100 have,

unsurprisingly, benefitted from a positive market backdrop for growth over the last 15

months.

WisdomTree’s Index reconstitutes on a semi-annual basis each June and December,

refreshing its exposure to companies with the fundamental characteristics of high

profitability and high growth.

Like the Nasdaq 100, the WisdomTree Index selects 100 securities. The Indexes hold 37

securities in common with a common holdings score (or overlap) of 62%.
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WisdomTree U.S. Quality Growth Index and Nasdaq 100 Index (Benchmark) Holdings         

Overlap

To illustrate the emphasis on earnings growth/sales growth characteristics for the

WisdomTree Index, we highlight two sets of companies in the below chart:

Light blue dots—Five largest holdings in the WisdomTree U.S. Quality Growth Index

that are not included in the Nasdaq 100 due to listing on the New York Stock

Exchange:

Mastercard, Visa, S&P Global, Blackstone, ServiceNow

Dark blue dots  —Five largest holdings in the Nasdaq 100 that are not included in

the WisdomTree U.S. Quality Growth Index (due to profitability/growth screens):

Costco Wholesale, PepsiCo, Comcast, Cisco Systems, T-Mobile US

A few observations:

Higher growth in stocks unique to WisdomTree      —The average earnings and sales

growth for companies included in the WisdomTree Index but excluded from the Nasdaq

100 is 17.2% and 13.5%, respectively

ServiceNow, which has a market cap over $150 billion, provides a good example of

the type of fast-growth company excluded from the Nasdaq 100 because of its

listing on the NYSE—it has grown sales 28% annualized over the last five years,

and is projected by analysts to grow earnings by over 20% over the next several

years

Lower growth in stocks unique to Nasdaq      —The average earnings and sales growth

for companies included in the Nasdaq 100 but excluded from WisdomTree Index is just

10.4% and 7.9%, respectively

Cisco Systems, on the other hand, has grown its sales at just 3% annualized and

analysts expect earnings growth of just 5% going forward. Though not a growth

company based on traditional fundamental metrics, the company is included in the

Nasdaq 100 because of its market cap and listing on the Nasdaq

Growth Characteristics
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A Better Approach to Growth: The WisdomTree U.S. Quality Growth Fund

The WisdomTree U.S. Quality Growth Index is a market-cap weighted Index that consists of

companies with quality and growth characteristics. The top 500 U.S. companies by market

cap—listed on any of the major U.S. exchanges—are ranked on a composite score of two

fundamental factors: growth and quality, which are equally weighted.

The Index is comprised of the 100 U.S. companies (the first quintile) with the highest

composite scores.

Growth factor:  The growth factor is determined by a company's ranking based on a 50%

weight in its median analyst earnings growth forecast, a 25% weight in its trailing

five-year EBITDA (i.e., earnings before interest, taxes, depreciation and amortization)

growth and a 25% weight in its trailing five-year sales growth.

Quality factor: The quality factor is determined by a company's ranking based on a 50%

weight to each of its trailing three-year average return on equity and trailing three-

year average return on assets.

The WisdomTree U.S. Quality Growth Fund was launched in December 2022 to seek to track

the price and yield performance, before fees and expenses, of the WisdomTree U.S.

Quality Growth Index.

Investment Process
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Important Risks Related to this Article

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

Growth stocks, as a group, may be out of favor with the market and underperform value

stocks or the overall equity market. Growth stocks are generally more sensitive to

market movements than other types of stocks. The Fund is non-diversified and, as a

result, changes in the market value of a single security could cause greater

fluctuations in the value of Fund shares than would occur in a diversified fund. The

Fund invests in the securities included in, or representative of, its Index regardless

of their investment merit. The Fund does not attempt to outperform its Index or take

defensive positions in declining markets and the Index may not perform as intended.

Please read the Fund’s prospectus for specific details regarding the Fund’s risk

profile.

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,
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Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,
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 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

Nasdaq 100 Index : Includes 100 of the largest domestic and international non-financial

companies listed on The Nasdaq Stock Market based on market capitalization. The Index

reflects companies across major industry groups including computer hardware and

software, telecommunications, retail/wholesale trade and biotechnology. It does not

contain securities of financial companies, including investment companies.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Market Capitalization   : 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.

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.
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