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In what may be the late stages of a bull market, many investors have flocked to quality. As a factor that may 

do well on the tail end of rising rates, quality can provide investors with the comfort that if markets turn, at 

least their money will be in companies with strong balance sheets that can potentially weather the storm 

better than others. This is one reason we believe the WisdomTree US Quality Dividend Growth Index, a 

strategy meant to measure dividend growth and the quality factor among large caps in the US market, has 

bested the S&P 500 Index by more than 200 basis points (bps) year-to-date through 31 August 2017.

Source: WisdomTree, Bloomberg, as of 31/08/2017. You cannot invest directly in an index. Past perfor-

mance is not indicative of future results. 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, transactions 

in fund shares. Such fees, expenses and commissions could reduce returns. WisdomTree, its affiliates 

and their independent providers are not liable for any informational errors, incompleteness or delays or for 

any actions taken in reliance on information contained herein. Additional Index information is available at 

www.wisdomtree.com

Yet, we noticed that not all indices are taking advantage of the quality trend year-to-date. In fact, the 

MSCI USA Sector Neutral Quality Index is lagging the S&P 500 by almost 150 bps and lagging its 

non-sector-neutral counterpart by almost twice that, despite the positive environment for the factor it is 

designed to capture. We decided to dig a little deeper to pinpoint the differences among these indices and 

to ascertain why they might be capturing recent market trends so differently.

In the below chart, the numbers in red and green represent the total return for each S&P 500 sector 

year-to-date. The data above each column is the percentage weight each index had in those respective 

sectors as of 31 August 2017.

YTD total returns of S&P 500 sectors as of 31/8/2017

Click to enlarge

Sources: WisdomTree, Bloomberg, MSCI fact sheets, as of 31/08/2017. Red and green numbers represent 

YTD total returns of the respective S&P 500 sectors. Numbers above each column represent the percent-

age weight of each index in that sector.
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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.

One thing that stood out to us about the WisdomTree US Quality Dividend Growth Index and the MSCI 

USA Quality Index is how they seek out quality, wherever they may find it. That is what leads the indices 

to have almost 0% exposure to the energy sector and no exposure to telecommunications, the only two 

S&P 500 sectors that are negative year-to-date. The MSCI USA Sector Neutral Quality Index, however, 

forces itself to be sector neutral, picking “quality” companies in sectors that the WisdomTree Index and 

MSCI USA Quality Index avoided altogether.

The MSCI USA Quality Index, while performing well, has still lagged the WisdomTree US Quality Dividend 

Growth Index despite an almost 20% over-weight to the best performing sector in the S&P 500: information 

technology. The WT Index, which caps individual sector bets at 20% during the annual rebalance, found 

quality elsewhere and distributed weight to sectors such as health care, allowing it to keep pace and 

even outperform the MSCI USA Quality Index without running the same sector risk should information 

technology take a turn for the worst.

Conclusion

With quality currently outperforming, it’s important to know what makes up your index. In the case of the 

WisdomTree US Quality Dividend Growth Index, we believe it has done its job of capturing dividend growth 

and quality while avoiding sectors that don’t possess it and not weighting too heavily to those sectors that 

may have a lot of it.

You may also be interested in reading…

+ Screening for quality: Deconstructing our Quality Dividend Growth strategies

+ Balancing global opportunities against regional risks: Why you might consider global quality equity

https://www.wisdomtree.com/gb/insights/blog/can-you-find-quality-companies-in-every-sector

https://www.wisdomtree.eu/en-gb/blog/2017-06-01/five-things-to-know-about-quality-dividend-growth
https://www.wisdomtree.eu/en-gb/blog/2017-05-18/balancing-global-opportunities-against-regional-risks-why-you-might-consider-global-quality-equity
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Important Risks Related to this Article

Important Information
Marketing communications issued in the European Economic Area (“EEA”): This document has 

been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the 

Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been 

issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom 

Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as 

applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general 

information only and is neither an oer for sale nor a solicitation of an oer to buy securities or 

shares. This document should not be used as the basis for any investment decision. Investments 

may go up or down in value and you may lose some or all of the amount invested. Past performance 

is not necessarily a guide to future performance. Any decision to invest should be based on the 

information contained in the appropriate prospectus and aer seeking independent investment, tax 

and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or 

opinions expressed in this communication represent the views of WisdomTree and should not be construed 

as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of 

any of the views or opinions expressed in this communication. Any decision to invest should be based on 

the information contained in the appropriate prospectus and aer seeking independent investment, tax and 

legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other 

step in furtherance of a public oering of shares or securities in the United States or any province or territory 

thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or 

indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree 

does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own 

opinions related to product or market activity, these views may change. Neither WisdomTree, nor any 

ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this document or its contents.
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