
A glaring concern is that most dividend 
ETFs, even with their high yields reinvest-
ed, often just match or lag behind the per-
formance of S&P 500 index ETFs, which 
come as a disappointment to investors who 
are looking for both income and growth.

The phenomena can be attributed to the 
natural efficiency of market-cap weighted 
ETFs, which provide broad exposure to 
the market with minimal drag from fees 
and portfolio turnover. These two fac-
tors—low fees and lower portfolio turn-
over—are considerable advantages that 

make it challenging for most dividend-ori-
ented ETFs to outperform the S&P 500.

That said, when I took a closer look 
at the WisdomTree U.S. Quality Div-
idend Growth ETF (DGRW), I was 
pleasantly surprised to discover that this 
under-the-radar fund has historically out-
performed the S&P 500. It’s an exception 
that makes you sit up and take notice.

So, what gives DGRW its edge over the 
better-known dividend ETFs, and even 
the venerable S&P 500? Today’s topic is a 
deep dive into DGRW to understand what 

makes it tick and what sets it apart from its 
more popular counterparts.

DGRW: Methodology
DGRW is a bit of a strange ETF – it’s 

not exactly actively managed, given that 
it tracks the WisdomTree U.S. Quality 
Dividend Growth Index, but I wouldn’t 
consider it equivalent to the average mar-
ket-cap weighted index ETF either.

Its index uses a very different indexing 
methodology that can be best described 
as “fundamentals-based”. Traditional 
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market-cap weighted indices give weight 
to companies based on their market capi-
talization, meaning that larger companies 
take up a bigger portion of the index.

In contrast, a fundamentals-based index 
like the one used by DGRW utilizes 
specific financial metrics and data points 
to weigh the stocks. This rules-based 
approach seeks to identify companies with 
strong financial health and growth pros-
pects rather than merely relying on market 
capitalization.

The specific criteria DGRW’s index 
currently employs are as follows:

•	Primary Screening Universe: Constit-
uents of the WisdomTree U.S. Dividend 
Index with a market capitalization of at 
least $2 billion.

•	Top 300 Companies: Selected based 
on a combined ranking of growth and 
quality factors.

•	Growth Factor: Long-term earnings 
growth expectations.

•	Quality Factor: Three-year historical 
averages for return on equity (ROE) and 
return on assets (ROA).

•	Dividend Weighting: Annually updated 
to reflect the projected share of aggre-
gate cash dividends each company will 
pay in the coming year, based on the 
most recent dividend per share.

Why DGRW’s Methodology Works
The unique methodology employed 

by DGRW places a significant emphasis 
on growth and quality metrics, which are 
crucial for long-term financial health and 
sustainability of the companies in the index.

In a world where dividend-paying com-
panies are often considered “old econo-
my” stalwarts, long-term earnings growth 
expectations serve as a vital indicator of 
a company’s future prospects. Companies 
with strong growth prospects are more 
likely to sustain and even increase their 
dividends over time.

This focus on growth potential helps 
DGRW avoid the trap of “yield chasing,” 
where investors sometimes get lured by 
high-dividend-yielding companies that 
have poor growth prospects and may even 
have to cut dividends in the future.

ROE and ROA are also important qual-
ity metrics that gauge the effectiveness 
with which a company uses its resourc-
es. High ROE and ROA figures usually 
indicate strong management and efficient 
utilization of assets and equity, which can 
be a reliable sign of a company’s resil-
ience and profitability.

Companies scoring well on these quality 
factors are often better positioned to 
weather economic downturns and continue 
paying dividends, making them valuable 
additions to any dividend-focused ETF.

What really sets DGRW apart is its 
dividend-weighting scheme. Traditional 
market-cap weighted indices give more 
weight to larger companies, irrespective 
of their dividend-paying capabilities or 
financial health. In other words, you’re not 
really getting pure play exposure to the 
best dividends.

Instead DGRW’s approach to dividend 
weighting annually adjusts the portfolio to 
reflect the proportionate share of the aggre-
gate cash dividends each component compa-
ny is projected to pay in the coming year.

This means that companies contribut-
ing more to the dividend pool will have a 
greater weight in the index. This strategy 
aligns the fund more closely with inves-
tors’ income goals, while still focusing on 
the quality and growth metrics that back 
up those dividend payments.

The Effects of DGRW’s Methodology
The efficacy of DGRW’s unique 

methodology becomes especially appar-
ent when examining its factor exposures 
through a regression analysis. Here, 
DGRW demonstrates statistically signif-
icant exposures to Fama-French factors 

of profitability (RMW) and investment 
(CMA), which are vital from an invest-
ment perspective.

The profitability factor highlights how 
efficiently a company is turning its reve-
nues into actual profits. High profitability 
usually suggests better management and 
strong business models, characteristics 
commonly associated with quality stocks. 
These businesses often show resilience in 
market downturns and have more re-
sources to grow dividends or reinvest for 
growth, which can be particularly import-
ant for long-term investors.

The investment factor focuses on a 
company’s investment behavior in its 
business. Companies with conservative 
investment policies are often considered 
more quality-focused because they are 
less likely to take on high-risk projects. 
In the long run, this cautious strategy can 
contribute to more stable and sustainable 
business operations, thereby translating to 
a consistent dividend-paying record.

When we look at the numbers, DGRW’s 
exposure to these factors clearly outpaces 
that of the S&P 500:

•	DGRW: RMW at 0.28, CMA at 0.25
•	S&P 500 (SPY): RMW at 0.07, CMA at 

0.02
Source: Portfolio Visualizer. Data as of 8/31/2023.

The higher exposure to both profitabil-
ity and investment factors means that 
DGRW could offer investors a better 
blend of quality and growth-oriented 
dividend-paying stocks.

This combination could potentially lead 
to better risk-adjusted returns over the 
long term, making DGRW a compelling 
choice for those looking to diversify their 
income sources while maintaining a focus 
on stock quality and growth potential, 
despite its higher 0.28% expense ratio 
and fairly low 1.81% 30-day SEC yield. 
(Source: Portfolio Visualizer. Data as of 8/31/2023.)
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Glossary

Compound Annual Growth Rate (CAGR): The mean annual growth rate of an investment over a specified period of time 
longer than one year.

Correlation: Statistical measure of how two sets of returns move in relation to each other. Correlation coefficients range 
from -1 to 1. A correlation of 1 means the two subjects of analysis move in lockstep with each other. A correlation of -1 
means the two subjects of analysis have moved in exactly the opposite direction.

Market Capitalization: Market cap = share prices x number of shares outstanding. Firms with the highest values receive 
the highest weights in approaches designed to weight firms by market cap.

Max drawdown: The maximum observed loss from a peak to a trough of a portfolio, before a new peak is attained. 

Return on Assets (ROA): A firm’s 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.

Return on Equity (ROE): Measures a corporation’s profitability by revealing how much profit a company generates with 
the money shareholders have invested.

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.

SEC Yield: The yield figure reflects the dividends and interest earned during the period, after the deduction of the Fund’s 
expenses. This is also referred to as the “standardized yield.”

Sharpe ratio: Measure of risk-adjusted return. Higher values indicate greater return per unit of risk, specifically standard 
deviation, which is viewed as being desirable.

Sortino Ratio: Measures the risk-adjusted return of an investment asset, portfolio, or strategy.

Standard deviation: A measure of how widely an investment or investment strategy’s returns move relative to its average 
returns for an observed period. A higher value implies more “risk”, in that there is more of a chance the actual return 
observed is farther away from the average return.

WisdomTree U.S. Quality Dividend Growth Index: A fundamentally weighted index that consists of dividend-paying 
stocks with growth characteristics. The primary starting screening universe for this index is the constituents of the 
WisdomTree U.S. Dividend Index with market capitalization of at least $2 billion. The Index is comprised of the 300 
companies in the WisdomTree U.S. Dividend Index with the best combined rank of growth and quality factors. The growth 
factor ranking is based on long-term earnings growth expectations, while the quality factor ranking is based on three-year 
historical averages for return on equity and return on assets.

Yield: The income return on an investment. Refers to the interest or dividends received from a security that is typically 
expressed annually as a percentage of the market or face value.

IMPORTANT INFORMATION

This article was reprinted with the permission of Wright’s Media and The Arena Group. WisdomTree is not responsible for 
the content and has reprinted this article to be viewed as informational. The information provided to you herein represents 
the opinions of TheStreet.com and is not intended to be considered 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. Past 
performance is not indicative of future results.

This material has been written by third parties not affiliated with WisdomTree or any of its affiliates. No information 
contained in the material has been endorsed or approved by WisdomTree, and WisdomTree is not responsible for the 
content. No information accessed through this material constitutes a recommendation by WisdomTree to buy, sell or hold 
any security, financial product or instrument discussed therein. This information neither is nor should be construed as an 
opinion regarding the nature, potential, value, suitability or profitability of any particular investment or investment strategy, 
and you shall be fully responsible for any investment decisions you make, and such decisions will be based solely on your 
evaluation of your financial circumstances, investment objectives, risk tolerance and liquidity needs.



Investors should carefully consider the investment objectives, risks, charges and expenses of the Funds before 
investing. To obtain a prospectus or summary prospectus, if available, for the WisdomTree Funds containing 
this and other important information, please call 866.909.9473 or visit WisdomTree.com/investments to view or 
download a prospectus. Investors should read the prospectus carefully before investing.

There are risks associated with investing, including possible 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. Dividends are not guaranteed, and a company currently paying dividends may cease paying dividends at 
any time. Please read the Fund’s prospectus for specific details regarding the Fund’s risk profile.

Performance is historical and does not guarantee future results. Current performance may be lower or higher 
than quoted. Investment returns and principal value of an investment will fluctuate so that an investor’s shares, 
when redeemed, may be worth more or less than their original cost. Performance data for the most recent month-
end is available at www.wisdomtree.com/investments/etfs/equity/dgrw. 

It is the opinion of WisdomTree that all funds and indexes are managed differently and do not react the same to economic 
or market events. The investment objectives, strategies, policies or restrictions of other funds may differ, and more 
information can be found in their respective prospectuses. Therefore, we generally do not believe it is possible to make 
direct fund-to-fund comparisons in an effort to highlight the benefits of a fund versus another similarly managed fund. This 
material is not considered an offer to sell or a solicitation to buy shares of any other funds mentioned herein.

iShares MSCI USA Quality Factor ETF (QUAL): The iShares MSCI USA Quality Factor ETF seeks to track the 
investment results of an index composed of U.S. large- and mid-capitalization stocks with quality characteristics as 
identified through certain fundamental metrics. 30-Day SEC Yield as of 8/31/2023: 1.29%. Expense Ratio: 0.15%. 
Performance data for QUAL for the most recent month-end is available at www.ishares.com/us/products/256101/QUAL. 
iShares are distributed by BlackRock Investments, LLC. 

Schwab U.S. Dividend Equity ETF (SCHD): The Schwab U.S. Dividend Equity ETF fund’s goal is to track as closely as 
possible, before fees and expenses, the total return of the Dow Jones U.S. Dividend 100™ Index. 30-Day SEC Yield as 
of 9/28/2023: 3.78%. Expense Ratio: 0.06%. Performance data for SCHD for the most recent month-end is available at 
www.schwabassetmanagement.com/products/schd. Schwab Funds are distributed by Charles Schwab & Co., Inc.

iShares Core Dividend Growth ETF (DGRO): The iShares Core Dividend Growth ETF seeks to track the investment 
results of an index composed of U.S. equities with a history of consistently growing dividends. 30-Day SEC Yield as of 
8/31/2023: 2.51%.  Expense Ratio: 0.08%. Performance data for DGRO for the most recent month-end is available at 
www.ishares.com/us/products/264623/DGRO.  iShares are distributed by BlackRock Investments, LLC. 

Vanguard Dividend Appreciation Index Fund ETF (VIG): The Vanguard Dividend Appreciation Index Fund ETF seeks 
to track the performance of the S&P U.S. Dividend Growers Index. 30-Day SEC Yield as of 8/31/2023: 1.83%. Expense 
Ratio: 0.06%. Performance data for VIG for the most recent month-end is available at investor.vanguard.com/investment-
products/etfs/profile/vig#overview.  Vanguard Funds are distributed by Vanguard Marketing Corporation. 

WisdomTree Funds are distributed by Foreside Fund Services, LLC. in the U.S. 

WisdomTree.com/investments


