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During our travels and meetings with clients, we’ve noticed a few common themes emerging of late:

• Investors are beginning to take the idea of “rising interest rates” in earnest. True, the US 10-Year 

Treasury note interest rate has moved quickly towards a level of 2.9%, but many are speculating 

whether the 10-Year German Bund could be soon to follow—especially as communications from the 

European Central Bank (ECB) evolve between now and September.

• Investors are also wondering whether the increase in volatility observed during February of 2018 is 

signalling the beginning of the end of the bull market or if it is just a late cycle correction preceding a 

further push higher.

Dividends 2.0 with WisdomTree

In 2013, WisdomTree developed a new approach of looking at dividend-paying stocks. Many might hear 

the word “dividend” and automatically assume things like “Utilities”, “Telecommunication Services” and 

“Defensive.” In recent memory, there was the first half of 2016 where the US 10-Year Treasury note Interest 

rate dropped all the way to 1.37%, and these types of higher-yielding dividend-payers did very well.

WisdomTree’s innovation was to incorporate a measure of forward-looking earnings expectations into its 

dividend-focused approach. Additionally, the approach focuses on companies with high return on assets, 

return on equity and low leverage. The result of this approach is an exposure to dividend-payers that may 

not have a high current dividend yield but could very well have strong potential for future dividend growth.

Flipping the script on dividend-focused sector exposures: Combined Weight of Real Estate, Utili-

ties & Telecommunication Services sectors

as of December 31, 2017

Sources: WisdomTree, Factset. You cannot invest directly within an Index.

• If interest rates rise, what happens is that fixed income becomes a larger and larger source of important 

competition for asset flows that were formerly going to high yielding dividend payers. Many of those 

high yielding dividend payers are in the Utilities, Real Estate and Telecommunication Services sectors.

• Even though every constituent within WisdomTree’s Quality Dividend Growth methodology must be a 

dividend-payer, this approach still leads to a very significant underweight to these sectors. This was 

true in the United States, the Eurozone and the Global Developed market regions.
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Initial Conclusion: If interest rates are indeed likely to rise in 2018, we think the concept of Quality Dividend 

Growth could be one possible solution to better align an equity portfolio with that thesis. As we can see, 

the market capitalization indexes do not incorporate this tilt away from these more interest rate sensitive 

sectors.

Was February 2018 a short-term correction or something more?

I wish we could answer this one with certainty—as do many clients. Unfortunately, that is simply not 

possible with the current set of tools available. What we can do is utilize an analysis of the factors looking 

back at history and figure out what time has told us about equity performance either late in the cycle or 

during the market correction. Joe Tenaglia, an Asset Allocation Strategist on our team, did some very 

interesting work on this exact subject.

Late cycle factor performance

We are hearing wide agreement that the US equity market is late in the cycle after both a long-term bull 

market and economic expansion. If February of 2018 is merely a short-term blip on the radar preceding a 

longer grind higher, then it’s important to look at how different factors performed before market corrections 

over the past 20 or so years.

Factor Performance 12-Months before S&P 500 Index Market Corrections: Green Indicates Outper-

formance of the S&P 500 Index Return

Past performance is not indicative of future results. You cannot invest directly in an Index. Sources: 

WisdomTree, Bloomberg, Yardeni Research Inc., Kenneth French Data Library. Values shaded in green 

indicate outperformance vs. S&P 500 Index during that time frame. Size refers to the Lo 30 portfolio of all 

listed stocks in the bottom 30% of the total US market capitalization. Value refers to the BIG HiBM portfolio 

of large-cap companies with high book/market ratios. Quality refers to the BIG HiOP portfolio of large-cap 

companies with high operating profitability. Momentum refers to the BIG HIPRIOR portfolio of large-cap 

companies with positive trailing price momentum.
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• It’s clear from the data that the Momentum factor delivered outperformance in the highest number 

of periods before market corrections in the last 20 years. If we recall, the 2017 calendar year saw 

very strong returns from the Momentum factor, confirming the market’s “late cycle feel.” It’s notable, 

however, that Quality also did fairly well.

Performance during equity market corrections

Of course, February of 2018 may very well signal a broader downturn in equities, so if that is indeed the 

case, we wanted to ask what the question as to what factors delivered during market corrections. This 

doesn’t necessarily mean they delivered positive returns—the key is whether they mitigated some of the 

downside risk of the S&P 500 Index.

Factor performance during S&P 500 Index market corrections: Green indicates outperformance of 

the S&P 500 Index return

Past performance is not indicative of future results. You cannot invest directly in an Index. Sources: 

WisdomTree, Bloomberg, Yardeni Research Inc., Kenneth French Data Library. Values shaded in green 

indicate outperformance vs. S&P 500 Index during that time frame. Size refers to the Lo 30 portfolio of all 

listed stocks in the bottom 30% of the total US market capitalization. Value refers to the BIG HiBM portfolio 

of large-cap companies with high book/market ratios. Quality refers to the BIG HiOP portfolio of large-cap 

companies with high operating profitability. Momentum refers to the BIG HIPRIOR portfolio of large-cap 

companies with positive trailing price momentum.

• In this case, the Quality factor was the standout, delivering some measure of downside risk mitigation 

in all of the S&P 500 Index corrections during the last 20 years, save one.

The time for Quality is now

Many investors that we speak to have experienced very strong equity market returns within market 

capitalization-weighted indexes over the past decade. The style of selection or the differentiation in index 

methodology wasn’t always that important. We think that the coming environment will more greatly reward 
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differentiated approaches, and that market capitalization weighting may not offer the best downside risk 

mitigation going forward.

You may also be interested in reading…

+ US equities: Is quality and growth now at a discount to the market?

+ The Outlook for Europe and Unfinished Business

+ How factor analysis shows that quality and growth outperforms

+ Why European investors are allocating to growth strategies

https://www.wisdomtree.com/gb/insights/blog/the-time-for-quality-is-now

https://www.wisdomtree.eu/en-gb/blog/2017-12-21/is-quality-and-growth-now-at-a-discount-to-the-market
https://www.wisdomtree.eu/en-gb/blog/2018-01-18/the-outlook-for-europe-and-unfinished-business
https://www.wisdomtree.eu/en-gb/blog/2018-01-25/how-factor-analysis-shows-that-quality
https://www.wisdomtree.eu/en-gb/blog/2017-10-31/why-european-investors-are-allocating-to-growth-strategies
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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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