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Focusing on the short run, it can feel like stock prices are overwhelmingly—if not solely—driven by macroeconomic
forces like interest rates and business cycle fluctuations. 

It’s tempting to distill investment decisions down to forecasts for these factors. 

But if the Federal Reserve’s  complete about-face this year on inflation can teach us anything, it’s that even the world’s
foremost economic experts, working with the best data, can make catastrophic errors in macro forecasting. 

If we can filter out the short-term noise that is today’s market volatility, in the long run what matters to investors is cash fl
ows. 

This is why we have a family of Quality Dividend Growth Indexes that rebalance annually back to a fundamental measure
of value—dividends—that ties investment decisions to cash flows in a systematic, rules-based fashion. 

Let’s look at the impact of the latest rebalance of the WisdomTree International Quality Dividend Growth Index
(WTIDG). 

Sector and Country Changes

WITDG selects dividend paying stocks in the developed world, excluding Canada and the U.S., with high profitability
and growth characteristics. The top 300 ranked companies selected are weighted based on their contribution to the Divi

dend Stream®.

The largest sector weight allocations at the rebalance were Consumer Staples and Health Care, at 20% each. To

mitigate sector concentration, the Index caps any sector weight at 20%.1  

The biggest increase in the Index was to Consumer Staples (+13%) and the biggest reduction was to Materials (-16%). 

Index Sector Weights
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The reason for the rotation out of Materials and into Consumer Staples primarily comes from the growth estimates
variable for selection and the Dividend Stream weighting for selected constituents. 

With the increasing likelihood of a global economic slowdown and the rollover in raw materials prices like copper,
nickel, aluminum and zinc, profit expectations for many of the major Materials companies have been reduced
significantly. 

Since many of these companies tie dividend payouts to realized profits and/or cash flows, it is expected that many
Materials companies will be forced to cut dividends from their record-high payouts in 2021 and 2022. 

The negative growth expectations for Materials companies and the positive growth expectations for the more recession-
resilient Consumer Staples names explains the sector shifts. As the Index weights by dividends paid, when big dividend
payers make it into—or drop out off—the top-300 score, the shifts in weight can be pronounced. 

S&P GSCI Industrial Metals Index Cumulative Trailing 3-Year Return
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From a country perspective, the Index added notable weight to Switzerland (+7.7%) and reduced weight to Denmark (-
4.7%), Australia (-4.3%) and Japan (-4.1%).

Index Country Weights

The top Index drops include three Materials companies BHP Group, Rio Tinto and Anglo American. 

The top Index adds include the Consumer Staples companies Unilever and Nestle. 

Top 5 Index Drops/Adds

Analyst estimates for the next three fiscal years are for these three Materials companies to reduce dividends by as much
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as 60% from their most recent fiscal year payouts. 

Nestle and Unilever, on the other hand, are expected to grow dividends by 17% and 10%, respectively. 

Forward Dividends per Share Estimates

The cyclical sensitivity of Materials companies causes them to have structurally low price-to-earnings multiples and high 
dividend yields. 

Reducing exposure to the high-yield Materials companies and increasing exposure to lower-yielding Consumer Staples
results in a reduction in the Dividend Yield at rebalance from 4.48% to 3.07%, and an increase in the price-to-earnings
ratio from 11.85 times to 15.24 times. 

Return on equity and return on assets are both reduced in the post-rebalance Index, but are still at significantly higher
levels than for both the MSCI EAFE and MSCI EAFE Growth indexes.

As a trade-off for a lower dividend yield and a lower payout ratio, the fundamental growth rate improved from 13.87% to
15.17%. 

Index Characteristic

 

 

1 Real Estate has a separate sector cap of 15%. 

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.

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

Macro  : Focused on issues impacting the overall economic landscape as opposed to those only impacting individual
companies.

Business cycle  : The continuous lifecycle of the economy, which consists of periods of economic expansion, peaks,
contractions, and troughs befor.

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Inflation  : Characterized by rising price levels.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

Cash flows  : a measure of how much cash a business generates after taking into account all the necessary expenses,
including net capital expenditures.

Value  : 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.

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

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.

Dividend Stream  : Refers to the regular dividends per share multiplied by the number of shares outstanding.

S&P GSCI Industrial Metals Index : Seeks to provide investors with a reliable and publicly available benchmark for
investment performance in the industrial metals market.

Trailing  : Trailing refers to the property of a measurement, indicator, or data series that reflects a past event or
observation. It is usually attached to a specified time interval by which the data trail or over which that data are
aggregated, summed, or averaged.

Price-to-earnings (P/E) ratio  : Share price divided by earnings per share. Lower numbers indicate an ability to access
greater amounts of earnings per dollar invested.

Dividend yields  : Refers to the trailing 12-month dividend yield. Dividends over the prior 12 months are added together
and divided by the current share price. Higher values indicate more dividends are being generated per unit of share
price.

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)  : 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.

MSCI EAFE Index  : is a market cap-weighted index composed of companies representative of the developed market
structure of developed countries in Europe, Australasia and Japan.

MSCI EAFE Growth Index  : Market capitalization-weighted subset of stocks within the MSCI EAFE Index that have
higher share prices relative to their earnings or dividends per share.

Payout ratio  : The percentage of earnings paid to shareholders in dividends. Calculated as yearly dividends per share
over earnings per share.

WisdomTree BLOG ARTICLE

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


	INTERNATIONAL QUALITY DIVIDEND GROWTH REBALANCE: FILTERING OUT THE NOISE

