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Longer-term interest rates in the U.S. have risen considerably since May on speculation the Federal Reserve may begin
tapering its quantitative easing (QE) program. Even though, as of September 2013, tapering has yet to begin, in our
most recent Market Insight, I evaluated how the recent rise in interest rates has impacted various income-oriented
investment strategies. Among other things, I discussed the general effects that the recent interest rate hikes had on the
different sectors of the S&P 500 Index. Ned Davis Research recently published a similar analysis on the 10 S&P 500 Index
sectors and their sensitivity to the 10-year Treasury yield over the past 36 months, displayed as 10-year yield beta, below.
Higher 10-year yield beta numbers signal a positive performance relationship (compared to the S&P 500 Index) when 10-
Year Treasury yields were rising; negative numbers imply a negative performance relationship. In other words, a positive
10-year yield beta showed a sector outperforming, while a negative 10-year yield beta showed a sector underperforming

the S&P 500.  • Defensive Sectors Show Negative
Relationship to Rising Yields – All of the defensive sectors displayed a negative relationship to rising yields, as shown
through the 10-year yield beta metric. The Utilities and Telecommunication Services sectors showed the highest negative
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sensitivity over the period. Now, past performance does not guarantee future results, but if this relationship holds, you
might expect these sectors to underperform the S&P 500 Index during a rising rate environment. • Cyclical Sectors
Show Positive Sensitivity to Rising Yields – Most of the cyclical sectors displayed a positive relationship to rising
yields, as shown through the 10-year yield beta metric. The Financials and Energy sectors showed the highest positive
sensitivity over the period. If this relationship were to hold, you might expect these sectors to outperform the S&P 500
Index during a rising rate environment. S&P 500 Sector Performance In the same market insight, I looked at the
performance of the S&P 500 sectors over the most recent period of rising Treasury yields, from April 30 to August 20,
2013. This period was chosen because it exhibited a steady rise in the 10-Year Treasury yield, from 1.63% to 2.81%.
Although the above research from Ned Davis looked at the relative sector performance over the past 36 months, we
found similar results. • The three sectors with the highest negative yield beta (Consumer Staples, Utilities and
Telecommunications) were the three worst-performing sectors over the period. These sectors also exhibited the highest
dividend yields over the period. • Sectors with higher earnings growth expectations (and lower dividend yields) were in
the upper part of the performance spectrum. Typically, these sectors fall into the cyclically sensitive category and perform
well when the economy is expanding. Conclusion and WisdomTree Solutions The recent spike in Treasury yields has
caused a reevaluation of many equity strategies and an underperformance for the sectors with the highest dividend yields
—typically Utilities and Telecommunication sectors. Investors should potentially look to the higher-growing and lower-
yielding sectors in order to lower their portfolios’ sensitivity to potential further increases in Treasury yields. WisdomTree
has launched a family of dividend growth-oriented ETFs that include a Fund each for U.S. large caps and U.S. small caps,
and we believe they are particularly well suited for a rising interest rate environment, as they tend to be more cyclically
exposed and less exposed to Telecommunication and Utilities (which typically are higher-yield sectors and less dividend
growth oriented). For more information on these new ETFs, please see: 1) Large Caps: WisdomTree U.S. Dividend
Growth ETF (DGRW) 2) Small Caps: WisdomTree U.S. SmallCap Dividend Growth ETF (DGRS)

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

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. Past performance is not indicative of future results. You
cannot invest directly in an index. Index performance does not represent actual fund or portfolio performance. A fund or
portfolio may differ significantly from the securities included in the index. Index performance assumes reinvestment of
dividends but does not reflect any management fees, transaction costs or other expenses that would be incurred by a
portfolio or fund, or brokerage commissions on transactions in fund shares. Such fees, expenses and commissions could
reduce returns. There are risks associated with investing, including possible loss of principal. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic uncertainty. Funds focusing their
investments on single sectors/and or small companies increase their vulnerability to any single economic or regulatory
development. This may result in greater share price volatility. Due to the investment strategy of certain Funds, they may
make higher capital gain distributions than other ETFs. Please read the Funds’ prospectus for specific details regarding
the Funds’ 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, 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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Tapering  : A shift in monetary policy by which the Federal Reserve would begin decreasing the amount of bonds it
purchases.

Quantitative Easing (QE)  : A government monetary policy occasionally used to increase the money supply by buying
government securities or other securities from the market. Quantitative easing increases the money supply by flooding
financial institutions with capital, in an effort to promote increased lending and liquidity.

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.

Treasury yield  : The return on investment, expressed as a percentage, on the debt obligations of the U.S. government.

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.

Defensive sectors  : Consumer Staples, Health Care, Telecommunication Services and Utilities.

Cyclical sectors  : Consumer Discretionary, Energy, Industrials, Materials, Financials and Information Technology sectors.

Dividend yield  : A financial ratio that shows how much a company pays out in dividends each year relative to its share
price.
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