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The end of each year brings long-awaited traditions like thanksgiving turkeys, Saint

Nicholas, Christmas trees, Hanukkah’s menorah and New Year’s fireworks. For investors,

one of those traditions is the equity forecast for the following year. Recently, as I

was reading predictions for 2024, I started to wonder how accurate last year’s

predictions had been.

 

Predicting short term moves in the market is a fool’s errand

 

In Figure 1, I compiled predictions from 16 forecasts published at the end of 2022 by

different banks and asset managers across the spectrum. As a reminder, the S&P 500

gained 24.2% over the full year in 2023. The results are telling:

The dispersion is massive, with a 21% spread between the most pessimistic and the

most optimistic, with everything in the middle

Not one expert got it even close to right. Some predictions ended up 28% off

 

Figure 1: What experts predicted for the S&P 500 in 2023
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Source: WisdomTree.

 

So, what should we conclude from this little anecdote? I think we should acknowledge

that when it comes to short term moves in markets, “nobody knows anything”, and that the

successful investors are long-term investors that aim to harness the equity risk

premium, over the long term, through time-proven, consistent strategies. In the words of

Kenneth Fisher, “Time in the market beats timing the market”.

 

Investing for the long term: core strategies anchored around academically proven

risk premium

 

Academics have demonstrated again and again that systematically investing in factor

portfolios would have outperformed the market over the long term. Investing in high-

dividend stocks, high-quality stocks, or cheap stocks in a systematic manner gives

investors one of the keys to outperforming the market. It is worth noting that academic

research has shown that the expected outperformance yielded by such approaches has not

meaningfully decreased over time, with markets becoming more efficient.

 

WisdomTree Quality Dividend Growth strategies are a good example of how using this

decade-long research can help outperform the market and grow investors’ wealth over the

long term. Every strategy in this range (global equities, US equities, Eurozone

equities, UK equities) has outperformed the market since launch. One of the reasons for

this success is that the investment process is rooted in academic literature and focuses

on the systematic selection of a diversified basket of highly profitable companies with

solid dividend-paying credentials, leaning heavily into the Quality and High Dividend
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factors.

 

WisdomTree Quality Dividend Growth: a core equity strategy with a proven track          

record to beat the market over the long term and across regions

 

Our portfolios are constructed around dividend paying companies with the best combined

rank of earnings growth, return on equity and return on assets within an ESG-filtered

universe of companies with sustainable dividend policies. Stocks are also risk-tested

using a proprietary risk screen (Composite Risk Score), which uses quality and momentum

metrics to rank companies, screening out the riskiest companies and potential value

traps. Each company is then weighted based on its cash dividend paid (market

capitalisation x dividend yield), which introduces valuation discipline in this high-

quality portfolio.

 

Figure 2 illustrates the historical average relative performance of different global

equity factors depending on volatility regimes. We observe that some factors, like Min

Volatility, are fundamentally defensive. They outperform a lot when volatility is high

(and usually markets are down) but they struggle and underperform significantly in bull

markets where volatility is low. On the contrary some factors, like Small Caps, are very

cyclical. They do well in periods of low volatility but exhibits deeper drawdowns in

high volatility markets which take a long time to recover from.

 

Figure 2: Average relative performance of different global equity factors

depending on volatility regimes

Source: Bloomberg, WisdomTree. Data as of 30 September 2002 to 31 December 2023. Using Days data in US dollars.

Calculations are in USD. The inception date for the WisdomTree Global Quality Dividend Growth Index (WisdomTree

Quality) is 16 Oct 2015. You cannot invest in an index. Above numbers include backtested data. Historical

performance is not an indication of future performance and any investments may go down in value.

Factors here are using MSCI World based Factors except for WisdomTree Quality.

 

WisdomTree’s approach to Quality offers a very balanced mix with strong outperformance
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in high volatility markets, helping to reduce drawdowns and time to recovery but also

some outperformance in other volatility regimes. This combination is what we tend to

call ‘all-weather’. Such a strategy can be used comfortably as a strategic holding to

put time in the market as it capture most of the upside, while also protecting on the

downside.

 

Key Takeaways

 

Looking forward to 2024, S&P 500 predictions remain incredibly diverse from 4,200 (-12%)

by JP morgan to 5,100 (+7%) for Deutsche Bank. Uncertainty in the markets also remains

at very high level. US monetary policy remains extremely volatile and around half the

world’s population will vote in 2024, including the US in November. Overall, and as

always, it looks like core, resilient equity investments that do not rely on knowing the

future should be investor’s best friends. Long term in Quality and High Dividend could

continue to be the best answer for long-term minded investors.

 

Related blogs

+ Looking back at Equity Factors in Q4 2023 with WisdomTree

+ UK Quality Dividend Growth: a new way to invest in UK equities

+ Inflation, recession and geopolitical risk: can Quality offer a safe-haven?

 

Related Products

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

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

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

+ WisdomTree UK Quality Dividend Growth UCITS ETF (UGRW)

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

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

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

+ WisdomTree US Quality Dividend Growth UCITS ETF - GBP Hedged (DGRB)

+ WisdomTree US Quality Dividend Growth UCITS ETF - EUR Hedged Acc (DGRE)

+ WisdomTree Global Quality Dividend Growth UCITS ETF - GBP Hedged (GGRB)

+ WisdomTree Global Quality Dividend Growth UCITS ETF - EUR Hedged Acc (GGRE)

 

View the online version of this article here.
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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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