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1	 Cerniglia, Joseph & Frank J. Fabozzi. “Academic, Practitioner, and Investor Perspectives on Factor Investing.” The Journal of Portfolio 
Management, 2018.

In the past few decades, index-based investment strategies have gained traction for providing exposure to 
different asset classes. Numerous benefits including easy diversification, generally low fees, tax efficiency, and 
daily transparency of holdings have helped these types of strategies flourish. While the first set of indices were 
traditional market cap-weighted offerings, there is a growing body of evidence suggesting that a rules-based 

approach to indexing can add significant value. 

Currently, there is significant research being conducted around developing different approaches to factors1—which, 
simply put, represent certain equity attributes that may be associated with higher returns. There are many ways to gain 
exposure to these factors individually or to mix them together into diversified exposures.

DEFINING THE BUILDING BLOCKS: WISDOMTREE’S FACTORS�

Though there are many factors written about as supposed sources of excess return premia, the five most readily and 
widely accepted are:

1.	 Value

2.	 Size

3.	 Quality

4.	 Momentum

5.	 Low Volatility

MULTIFACTOR DIVERSIFICATION CAN HELP REDUCE RISK AND REGRET�

In today’s world, the proliferation of different indices as well as the strategies designed to track them makes it easier 
than ever to generate exposure to all sorts of different risk premia or factors. However, as the chart below demonstrates, 
although the factors did well over the long-term, in any given year they experienced both out and underperformance. 
Since it is a practical impossibility to consistently know ahead of time which factors will be the best (or worst) performing, 
we believe a multifactor approach makes sense.
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2	 EBITDA: Earnings before interest, taxes, depreciation, and amortization. It is the net income of a company with interest, taxes, depreciation, and 
amortization added back to it.

Sources: Bloomberg, Factset, MSCI. Period is from 31 December 2001 to 30 June 2019. You cannot invest directly within an 
Index. The WisdomTree US Multifactor Index began live calculation on 12 June 2017. The MSCI USA Diversified Multifactor 
Index began live calculation on 17 February 2015. The MSCI Factor strategies do represent underlying indexes and do 
include backtested returns. Value: MSCI USA Enhanced Value Index, which began live calculation on 12 December 2014. 
Minimum Volatility: MSCI USA Minimum Volatility Index, which began live calculation on 2 June 2008. Momentum: MSCI 
USA Momentum Index, which began live calculation on 15 February 2013. Size: MSCI USA Risk-Weighted Index, which 
began live calculation on 28 June 2011. Quality: MSCI USA Sector Neutral Quality Index, which began live calculation on 
12 December 2014. Returns are calculated net of tax withholdings. Historical performance is not an indication of future 
performance and any investments may go down in value.

WISDOMTREE’S FACTORS EXPLAINED�

As a firm specialising in the process of building equity indices since 2006, WisdomTree looked to develop a newer 
way of both defining investment factors as well as mixing them together to ensure ongoing multifactor diversification. 
WisdomTree has defined four factors to be utilised within its multifactor index:

+ �Fundamental factors

• �Value: Focused on Sales-to-Price, Book-to-Price, Earnings-to-Price, Estimated Earnings-to-Price, EBITDA2-to- 
Enterprise Value, Operating Cash Flow-to-Price

�• �Quality: Focused on static observations and trends of Return on Equity, Return on Assets, Gross Profits over 
Assets, and Cash flow over assets

Figure 1: Factor focus of strategy: Calendar year returns show factor performance ebbs & flows

Annual Returns

Year WisdomTree U.S.  
Multifactor Index

MSCI USA Diversified 
Multi-Factor Index

MSCI USA Select  
Factor Mix Index

SciBeta USA Multi-Beta 
Multi-Strat EW-4F Index

S&P 500 Quality,  
Value, & Momentum 

Multi-factor Index

2003 6.0% 2.4% -0.6% 1.4% -2.2%

2004 11.7% 10.3% 4.7% 9.6% 9.1%

2005 10.2% 9.9% 2.6% 7.6% 16.9%

2006 -0.0% 1.3% 0.6% 1.4% 1.6%

2007 2.9% -0.5% 0.3% 0.7% 10.2%

2008 3.7% -2.1% 3.8% 2.0% 4.4%

2009 0.1% 2.7% -0.6% -0.9% -7.7%

2010 1.8% 2.9% 1.5% 5.4% -5.3%

2011 3.0% 5.3% 5.3% 1.8% 8.7%

2012 0.8% -0.5% -1.4% -1.7% 1.9%

2013 4.4% 4.8% 2.6% -0.8% 2.6%

2014 2.7% 1.5% -0.2% 2.8% -0.9%

2015 -0.8% -0.8% -0.0% 0.3% -0.7%

2016 -2.1% 2.1% 1.6% -0.6% -0.8%

2017 -0.4% -0.4% 1.2% -2.5% 3.3%

2018 0.5% -5.1% 0.1% -1.9% -1.3%

Total 2.6% 1.6% 1.4% 1.5% 2.3%
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+ �Technical factors

�• �Momentum: Risk-adjusted total returns over historical periods (6 and 12 months)

�• �Low Correlation: Incorporates diversification potential of stocks that are less correlated to the market

WISDOMTREE’S MULTIFACTOR METHODOLOGY EXPLAINED�

On a quarterly basis, WisdomTree applies a quantitative process that constructs and refreshes the exposures of the 
WisdomTree US Multifactor Index:

1.	 The process begins with the 800 largest eligible stocks (by market capitalization) within WisdomTree’s universe.

2.	 Each stock is then ranked across ALL FOUR factors and given a composite multifactor score. This is an important 
distinction, as WisdomTree’s approach is not one that focuses on mixing great single factor stocks together.

3.	 The top 200 stocks are selected for WisdomTree’s Index.

4.	 Each of these stocks is then assigned a volatility score (defined as trailing 12-month volatility of returns) that 
rewards less volatile stocks.

5.	 The final portfolio of 200 stocks is weighted on the basis of two factors:

i. 	� The composite multifactor score, where a higher score would lead to a higher weight and vice versa; and, 

ii. 	�The volatility score, where a lower trailing 12-month volatility would lead to a higher weight, and vice versa

6.	 When all is said and done, the final Index is adjusted to be sector neutral to remove sector tilts relative to a market 
capitalization-weighted universe

THE SIZE FACTOR: DID WISDOMTREE FORGET A FACTOR?�

You may be thinking that WisdomTree has forgotten a factor. Yes, low correlation might tilt toward a concept similar to 
low volatility, but there is nothing that directly indicates a capability to capture the “size” factor.

Looking back at WisdomTree’s distinct methodology, you’ll note that both the composite multifactor score and the low 
volatility score are based on measures that are sensitive to company size. A direct consequence of weighting by such 
measures is that there is an inherent bias toward an equally-weighted approach—which means smaller stocks receive 
more weight than they might otherwise receive. Figure 2 shows the market capitalization size decile exposures.
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Figures 2: Confirmation that WisdomTree touches the size factor

Figures 3: Measuring consistency of WisdomTree’s active share across time

Source: Bloomberg. Data as of 30 June 2018. Historical performance is not an indication of future performance 
and any investments may go down in value.

DRIVING ALPHA AND EARNING DIFFERENTIATED RETURNS�

Another very important discussion occurring within investments today regards how certain active managers seem to 
“hug benchmark indices” with very low active share (a measure of how much an investment manager’s stocks and 
weighting differs from the benchmark). Active share has gained popularity as a concept as people are looking to justify 
the fees charged by active managers. Greater degrees of active share may be associated with a greater chance of unique 
investment returns, however, it is worth noting that high active share without a sound strategy may not give an investor 
a very strong chance at ultimate outperformance.

Source: Factset. Period is from 30 March 2001 to 30 June 2019. Data includes backtested index history. Historical 
performance is not an indication of future performance and any investments may go down in value.
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CONCLUSION: EVOLUTION OF INDEX CREATION IS SET TO CONTINUE�

What we’ve seen is that WisdomTree has initiated a new type of “smart-beta” or “modern-alpha” index. Multifactor 
brings a new approach, in that the concept of “alpha-diversification” is embedded into the methodology. If one believes 
that things like value, size, quality, low volatility and momentum do in fact carry long-term outperformance potential, a 
diversified approach to exposure could very well look like a promising long-term investment strategy to consider.

*TER: Total Expense Ratio.

Fund Info: WisdomTree US Quality Dividend Growth UCITS ETF

Ticker Distributing/
Accumulating Exchange ISIN BBG  

Code
Reuters  
Code

Listing  
Currency

Base  
Currency TER%*

USMF Distributing LSE IE00BD8ZCY59 USMF LN USMF.L USD USD 0.30%

FCTR Accumulating LSE IE00BD8ZD313 FCTR LN FCTR.L USD USD 0.30%

USMF Distributing Borsa Italiana IE00BD8ZCY59 USMF IM USMFW.MI USD USD 0.30%

FCTR Accumulating Borsa Italiana IE00BD8ZD313 FCTR IM FCTRW.MI USD USD 0.30%
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IMPORTANT INFORMATION

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.

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. Past performance is not a reliable indicator of future performance. Any historical 
performance included in this document may be based on back testing. Back testing is the process of evaluating 
an investment strategy by applying it to historical data to simulate what the performance   of such strategy 
would have been. Back tested performance is purely hypothetical and is provided in this document solely for 
informational purposes. Back tested data does not represent actual performance and should not be interpreted 
as an indication of actual or future performance. The value of any investment may be affected by exchange 
rate movements. Any decision to invest should be based on the information contained in the appropriate 
prospectus and after seeking independent investment, tax and legal advice. These products may not be 
available in your market or suitable for you. The content of this document does not constitute investment 
advice nor an offer for sale nor a solicitation of an offer to buy any product or make any investment.

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, less 
costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including among others, 
general market risks relating to the relevant underlying index, credit risks on the provider of index swaps utilised in the 
ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and regulatory risks.

The information contained in 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 in the United States or any province or territory thereof, 
where none of the issuers or their products are authorised or registered for distribution and where no prospectus of 
any of the issuers has been filed with any securities commission or regulatory authority. No document or information 
in this document should be taken, transmitted or distributed (directly or indirectly) into the United States. None of the 
issuers, nor any securities issued by them, have been or will be registered under the United States Securities Act of 
1933 or the Investment Company Act of 1940 or qualified under any applicable state securities statutes.

This document may contain independent market commentary prepared by WisdomTree based on publicly available 
information. Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree 
does not warrant or guarantee its accuracy or correctness. Any third party data providers used to source the information 
in this document make no warranties or representation of any kind relating to such data. 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.

This document may contain forward looking statements including statements regarding our belief or current 
expectations with regards to the performance of certain assets classes and/or sectors. Forward looking statements 
are subject to certain risks, uncertainties and assumptions. There can be no assurance that such statements will be 
accurate and actual results could differ materially from those anticipated in such statements. WisdomTree strongly 
recommends that you do not place undue reliance on these forward-looking statements.

The products discussed in this document are issued by WisdomTree Issuer PLC (“WT Issuer”). WT Issuer is an umbrella 
investment company with variable capital having segregated liability between its funds organised under the laws of 
Ireland as a public limited company and authorised by the Central Bank of Ireland (“CBI”). WT Issuer is organised as 
an Undertaking for Collective Investment in Transferable Securities (“UCITS”) under the laws of Ireland and shall issue 
a separate class of shares (“Shares”) representing each fund. Investors should read the prospectus of WT Issuer (“WT 
Prospectus”) before investing and should refer to the section of the WT Prospectus entitled ‘Risk Factors’ for further 
details of risks associated with an investment in the Shares.
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Notice to Investors in Switzerland – Qualified Investors: Some of the sub-funds referred to in this document may 
not have not been registered with the Swiss Financial Market Supervisory Authority (“FINMA”). In Switzerland, such 
sub-funds that have not been registered with FINMA shall be distributed exclusively to qualified investors, as defined in 
the Swiss Federal Act on Collective Investment Schemes or its implementing ordinance (each, as amended from time 
to time). The representative and paying agent of the sub-funds in Switzerland is Société Générale Paris, Zurich Branch, 
Talacker 50, PO Box 5070, 8021 Zurich, Switzerland. The prospectus, the key investor information documents (KIID), 
the articles of association and the annual and semi-annual reports of the sub-funds are available free of charge from 
the representative and paying agent. As regards distribution in Switzerland, the place of jurisdiction and performance 
is at the registered seat of the representative and paying agent.

For Investors in France: The information in this document is intended exclusively for professional investors (as defined 
under the MiFID) investing for their own account and this material may not in any way be distributed to the public. The 
distribution of the Prospectus and the offering, sale and delivery of Shares in other jurisdictions may be restricted by 
law. WT Issuer is a UCITS governed by Irish legislation, and approved by the Financial Regulatory as UCITS compliant 
with European regulations although may not have to comply with the same rules as those applicable to a similar 
product approved in France. The Fund has been registered for marketing in France by the Financial Markets Authority 
(Autorité des Marchés Financiers) and may be distributed to investors in France. Copies of all documents (i.e. the 
Prospectus, the Key Investor Information Document, any supplements or addenda thereto, the latest annual reports 
and the memorandum of incorporation and articles of association) are available in France, free of charge at the French 
centralizing agent, Societe Generale at 29, Boulevard Haussmann, 75009, Paris, France. Any subscription for Shares of 
the Fund will be made on the basis of the terms of the prospectus and any supplements or addenda thereto.

For Investors in Malta: This document does not constitute or form part of any offer or invitation to the public to 
subscribe for or purchase shares in the Fund and shall not be construed as such and no person other than the person 
to whom this document has been addressed or delivered shall be eligible to subscribe for or purchase shares in the 
Fund. Shares in the Fund will not in any event be marketed to the public in Malta without the prior authorisation of the 
Maltese Financial Services Authority.


