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Across the globe, quality stocks were among the best performers in 2020, as companies

with high profitability maintained an earnings edge despite Covid-19’s impact on the

economy.

The WisdomTree U.S. Quality Dividend Growth Fund (DGRW), which seeks to track the Wisdom

Tree U.S. Quality Dividend Growth Index (WTDGI), selects companies that look attractive

according measures of profitability like return-on-equity (ROE) and return-on-assets (RO

A), and earnings growth prospects, and weights them by their dividend stream.

This fundamental model has allowed WTDGI to garner exposure to dividend growers and stay

away from companies at risk of cutting or suspending dividend payments.

The below table shows the 10 largest S&P 500 Index companies that cut or suspended divid

ends since WTDGI’s 2019 rebalance.

Excluding Schlumberger NV, which was not in WTDGI’s starting universe, these companies

cut a total of $26.3 billion in dividends. WTDGI did not hold any of the companies in

the top seven, and the impact to its dividend stream was only $5.4 billion.

WTDGI is rebalanced annually to reset exposure to these companies and adapt to changing

economic conditions. Here are some of the major changes after its December

reconstitution.

FundamentalsFundamentals

WisdomTree recently implemented a new Composite Risk Screening in the reconstitution

process that aims to mitigate exposure to the riskiest dividend payers across our broad

Indexes. Because WTDGI already explicitly screens for quality, these additional metrics

were more marginal but slightly improved the Index’s overall quality profile.

ROA improved from 6.61% to 7.20% and ROE improved over 100 basis points (bps), from
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24.12% to 25.57%. Both of these significantly exceed metrics about the S&P 500 Index.

Along with improved quality metrics, the post-rebalance basket shows higher implied

growth as measured by the earnings retention times the ROE. WTDGI also has 0.71% higher 

dividend yield than the S&P 500, with a 34% discount in forward valuation:

For definitions of terms in the table, please visit our glossary.

It is worth pointing out that WTDGI is trading at its largest valuation discount versus

the S&P 500 Index since its inception in April 2013. In the chart below we can see how

both the trailing and forward P/E ratios are at their largest discounts, while the

relative improvement in quality as shown by the ROE premium, on the right-hand axis, is

near an historical maximum.

Relative ValuationRelative Valuation

Sector ExposureSector Exposure

Another new feature in WTDGI’s 2020 rebalance relates to its sector caps. Starting in

2020, WTDGI will have a 25% cap in the Information Technology sector, better reflecting

current market characteristics, while keeping a 20% cap in all other sectors. 

During this latest reconstitution, the Health Care sector had the biggest percentage

weight increase, driven by the addition of companies like Johnson & Johnson and Pfizer

Inc, with weights of 4.61% and 3.68%, respectively. The Consumer Staples sector also saw

an increase in exposure driven by the addition of The Coca-Cola Company at a 3.29%.

Noteworthy weight reduction came from the Industrials sector. Companies with large

weight reductions were Raytheon Technologies, UPS and Union Pacific Corp.

Overall sector tilts versus the S&P 500 Index remain consistent as WTDGI remains

underweight Financials and Consumer Discretionary while being overweight Health Care and

Consumer Staples.
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Single-Company ChangesSingle-Company Changes

The tables below provide additional detail on the largest additions and drops from the

Index. 

Top 10 AddsTop 10 Adds

 

Top 10 DropsTop 10 Drops

At a time when many are concerned about valuations of speculative stocks, WisdomTree

believes a focus on higher-quality stocks that pay dividends is a tried-and-true formula

for long-term returns.

With the record valuation discounts we see from the launch of this quality index, we

think 2021 is a particularly opportune time for this strategy.

 

 

Important Risks Related to this ArticleImportant Risks Related to this Article
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There are risks associated with investing, including possible the loss of principal.

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.

Dividends are not guaranteed, and a company currently paying dividends may cease paying

dividends at any time. References to specific securities and their issuers are for

illustrative purposes only and are not intended to be, and should not be interpreted as,

recommendations to purchase or sell such securities.

 

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

wisdomtree.com/investments/etfs/equity/dgrw

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

QualityQuality  : 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.

Return on Equity (ROE)Return on Equity (ROE)  : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

Return on assets (ROA)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.

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

shares outstanding.

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.

DividendDividend  : A portion of corporate profits paid out to shareholders.

RebalanceRebalance  : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based

selection and weighting process on an annual basis.

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

Earnings RetentionEarnings Retention  : Proportion of a firm’s earnings that are is not paid out to

shareholders in the form of a dividend but rather reinvested back into the business.

Higher numbers indicate a greater percentage of earnings are being reinvested.

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

each year relative to its share price.

ValuationValuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Trailing EarningsTrailing Earnings  : The amount of profit that a company produces during prior fiscal

year.

Forward P/E ratioForward P/E ratio  : Share price divided by compilation of analyst estimates for

earnings-per-share over the coming 12-month period. These are estimates that may be

subject to revision or prove to be incorrect over time.

Speculative stocksSpeculative stocks  : Higher-risk, more aggressive stock with uncertain prospects
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