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European investors are increasingly allocating to growth as a style, and these

strategies currently account for over €1trn of mutual fund assets. Over the past nine

years, equity assets in the growth category increased by close to 12.5% per annum,

outstripping both value and blended/market capitalisation categories. Growth as a style

now accounts for 34% of all European mutual fund assets. The current strength of

Eurozone economic fundamentals, with higher expected rates of growth, combined with the

end to quantitative easing which is likely to be a prelude to rising rates, sets the

scene for a continued focus on growth strategies.

 

The challenge for investors when allocating to mutual fund strategies, whether it is in

broad equities, growth or value, is the consistency of performance by active managers.

One way to avoid such vagaries is to use a transparent systematic strategy designed to

target growth companies. This trend has helped ETF AUM in the growth category increase

by close to 27% per annum over the past nine years, ahead of both value and market

capitalisation ETFs.

 

Figure 1: Growth strategies gather Mutual Fund assets

Source: WisdomTree

 

One great advantage of ETFs is that the strategies tend to be systematic and offer

transparency and clarity surrounding the stock selection process, weighting and

rebalancing methodology. This allows investors a better opportunity to assess the risks

and merits between different strategies within the same style grouping such as growth.
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Here at WisdomTree we have created a unique combination of screening factors, ranking

and weighting methodologies to focus on Quality Dividend Growth companies. The aim of

the strategy is to capture systematically companies that exhibit strength in terms of

operating profitability. Fame/French data has shown the superior returns from companies

categorised by different rankings of profitability. This effect was originally shown to

be effective for US equities but has been shown to be equally applicable to European and

global equities. In the case of European equities, the performance difference between

the top and bottom quintiles in terms of operating profitability has been over 10.4% per

annum since 1990.

 

Figure 2: High operating profitability delivers outperformance

  

Source: WisdomTree

 

The WisdomTree Eurozone Quality Dividend Growth Index has a more nuanced approach to

selecting companies, by introducing a focus on both growth and quality and only

selecting from a universe of dividend stocks with a market capitalisation $1bn. In terms

of the quality ranking, companies are ranked based on both the three-year average return

on equity and return on assets. The growth aspect is addressed by considering long-term

earnings growth expectations and represents a forward-looking aspect to the selection

criteria. Overall, this combination of selection processes helps identify companies that

are likely to produce strong future dividend growth and therefore deliver above average

total returns. The companies in the index are weighted by total cash dividends paid as

opposed to market capitalisation.

 

Since launch, the WisdomTree Eurozone Quality Dividend Growth Index has risen by over

35%. This is compared to 31% for MSCI EMU and 25% by the S&P Euro Dividend Aristocrats.

As one would expect, the selection process delivers materially stronger fundamental

metrics compared to the benchmark MSCI EMU index with return on assets of 6.2% (1.28%

for MSCI EMU), return on equity over 19% (v 10.35%) and estimated long term earnings

growth at close to 13% (versus 11.4). In terms of valuations it is noteworthy that it is

possible to access these quality stocks at only a modest premium to MSCI EMU with a PE

of 21.91x, which compares favourably to 20.89x for the benchmark. The selection process

also delivers substantial differences in sector exposures with our strategy being

significantly overweight the technology, consumer discretionary and industrials sectors.

The focus on fundamentals also means that the strategy is considerably underweight

financials, and regulated sectors such as telecoms and utilities.
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Figure 3: Quality Dividend Growth delivers outperformance

Source: WisdomTree

 

As the Eurozone’s macro backdrop shifts to a more growth oriented outlook we anticipate

investors will seek to increase their exposure to quality strategies. The recent and

long-term performance of our WisdomTree Eurozone Quality Dividend Growth Index suggests

that the selection process both adds value, with factor loading that has enhanced

returns relative to the market, and lower risk.

 

You may also be interested in reading…

 

+ Can you find quality companies in every sector?

+ Screening for quality: Deconstructing our Quality Dividend Growth strategies

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

uality equity

 

Our offering

 

WisdomTree’s Quality Dividend Growth strategies offer exposures to various geographies

including Eurozone, Global developed and US equities as shown below:

 

+ WisdomTree Eurozone Quality Dividend Growth UCITS ETF - EUR Acc (EGRA/EGRG)

+ WisdomTree Eurozone Quality Dividend Growth UCITS ETF - EUR (EGRW/EGRP)

+ WisdomTree Global Quality Dividend Growth UCITS ETF - USD Acc (GGRA/GGRG)

+ WisdomTree Global Quality Dividend Growth UCITS ETF - USD (GGRW/GGRP)

+ WisdomTree US Quality Dividend Growth UCITS ETF - USD Acc (DGRA/DGRG)

+ WisdomTree US Quality Dividend Growth UCITS ETF - USD (DGRW/DGRP) 

 

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=9617F63C2FC148CFA64276E4CF6BB7C0&_z=z
https://wisdomtree.eu/~/link.aspx?_id=78FFCEE8C3624AF2BA6E3BC87C9362F0&_z=z
https://wisdomtree.eu/~/link.aspx?_id=5F8873D753634BA3A77A9453DB6EFDA7&_z=z
https://wisdomtree.eu/~/link.aspx?_id=5B705D5D09ED45C0933F9754723E1E9A&_z=z
https://wisdomtree.eu/~/link.aspx?_id=463F1298DFD8401E950D4C4FC225C08F&_z=z
https://wisdomtree.eu/~/link.aspx?_id=FE2105781F1E4C66AF229A88FBBEC62A&_z=z
https://wisdomtree.eu/~/link.aspx?_id=213E297510D24521B1CEDB445F02AB16&_z=z
https://wisdomtree.eu/~/link.aspx?_id=ADC4D54B47754663A469478786515249&_z=z
https://wisdomtree.eu/~/link.aspx?_id=A0E1DC058A3A4FA9BF0094CECCEF4D1F&_z=z
https://www.wisdomtree.eu/en-gb/blog/2017-10-31/why-european-investors-are-allocating-to-growth-strategies


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 offer for sale nor a           

solicitation of an offer 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 after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different 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 after 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 offering 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 affiliate, nor any of their respective officers,

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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