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Most people who invest outside the U.S. tend to focus on well-established benchmarks

such as the MSCI EAFE Index or MSCI Emerging Markets indexes. Yet both of these indexes

have a particular hole: Neither provides exposure to international small caps. Through

May 8, 2015, the Russell 2000 Index returned less than 3.0%—hardly exciting. But go

beyond the U.S., and things get interesting.   Finding Double-Digit Returns in  

Small-Cap Equities Outside the U.S.   

 • European Small

Caps Looking Strong: The WisdomTree Europe SmallCap Dividend Index (WTESC) was up more

than 15% through May 8, 2015. During the second half of 2014, this Index faced a

difficult performance environment, mainly due to depreciating currencies such as the

pound and the euro. This year, we’re seeing renewed strength on the back of improving

overall economic expectations out of Europe—made more interesting in how WTESC

outperformed the FTSE Developed Europe Index by nearly 6% during the period.   • Japan

Small Caps Should not Be Forgotten:      Global multinationals like Toyota1 are not the

only companies in Japan. Although they don’t have recognizable names, Japanese small

caps are delivering returns almost on par with their large-cap counterparts.   • Broad-

Based Developed International Small Caps Also in Double Digits:         The WisdomTree

International SmallCap Dividend Index has also been impressive. Markets responsible for

this performance include Hong Kong (4.2% average weight, up 32%), the United Kingdom

(15.4% average weight, up 14.3%) and Japan (29% average weight, up 12.8%). The lowest-

performing market: New Zealand at 1.2%—meaning that developed international small-cap

dividend payers were broadly positive.   • Will 2015 Be the Comeback Year for     

Emerging Markets? From a valuation perspective, emerging market equities have been of

great interest for the past few years, but their performance has been difficult to

stomach. It is interesting to note that the WisdomTree Emerging Markets SmallCap

Dividend Index delivered more than twice the year-to-date return of the Russell 2000
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Index. Thus far, strength has been seen in China (9.5% average weight, up 30.2%) and

South Korea (9.6% average weight, up 19.1%). Brazil has been one of the weaker markets

(7.8% average weight, down 7.6%), but it’s interesting to note that only one country

(India) experienced negative performance in local currency terms. In other words, small-

cap emerging market dividend payers are broadly positive before adjusting for exchange

rate movements.   Added Benefit of International Small Caps at WisdomTree: Income

As of May 8, 2015, the Russell 2000 Index—which does not focus solely on dividend-paying

companies—had a dividend yield of 1.39%. International companies, from what we’ve seen,

initiate dividends sooner and do so in a more flexible manner, where dividend levels

relate more closely to how companies are doing. What we are currently seeing in the way

of dividend yields could indicate the potential for a valutaion advantage compared to

the Russell 2000 Index2:   • WisdomTree Europe SmallCap Dividend Index:     3.34% •

WisdomTree Japan SmallCap Dividend Index:     1.91% • WisdomTree International

SmallCap Dividend Index:   3.77% • WisdomTree Emerging Markets SmallCap Dividend   

Index: 4.30%         1As of 5/8/15, Toyota was a 5.55% weight in the WisdomTree Japan

Hedged Equity Index. 2Dividend yields measured as of 5/8/15.

Important Risks Related to this Article

Dividends are not guaranteed, and a company’s future ability to pay dividends may be

limited. A company currently paying dividends may cease paying dividends at any time.

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty. Investments focusing on certain sectors and/or

smaller companies increase their vulnerability to any single economic or regulatory

development.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as 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. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)
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 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

MSCI EAFE Index : is a market cap-weighted index composed of companies representative

of the developed market structure of developed countries in Europe, Australasia and

Japan.

MSCI Emerging Markets Index     : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

Small-cap premium   : The academic concept that small-cap stocks have tended to

outperform large-cap stocks over time.

Russell 2000 Index    : Measures the performance of the small-cap segment of the U.S.

equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing

approximately 10% of the total market capitalization of that index. It includes

approximately 2000 of the smallest securities based on a combination of their market cap

and current index membership.

FTSE Developed Europe Index     : Measure of the performance of developed European

companies, weighted by market capitalization.

Exchange rate   : The exchange of one currency for another, or the conversion of one

currency into another currency.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.
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