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WisdomTree has been constructing fundamental rules-based indexes for almost a decade on

the premise that markets are not always efficient, and so stock price may not be the

best determinant of fair value. Consequently, we believe that screening various markets

by their fundamentals and reweighting those securities by their fundamentals, instead of

price, on a periodic basis can potentially improve risk-adjusted returns. So far, we are

very pleased with the overall results, and historically we have seen some of the best

outperformance in the least-efficient markets, like small caps and emerging markets. To

enable investors to capitalize on the trend, WisdomTree over the years has brought to

market numerous exchange-traded funds (ETFs) designed to track WisdomTree’s proprietary

fundamental Indexes. WisdomTree’s first set of small-cap dividend ETFs was launched on

June 16, 2006, and many of them were the first to provide access to asset classes such

as international developed, Japanese and European small caps in an ETF structure. Over

the years, WisdomTree has continued to launch small-cap ETFs in various markets, and now

six of them have established a real-time track record of at least eight years, and we

are pleased with the results.   Introducing the WisdomTree Global SmallCap Dividend

Fund (GSD)  Now, with the launch of the WisdomTree Global SmallCap Dividend Fund,

investors can capture the performance of a broad basket of small-cap dividend payers

across the globe in one ETF. GSD is designed to track the performance of the WisdomTree

Global SmallCap Dividend Index (WTGS) before fees and expenses. Although WTGS is a newly

constructed index, the methodology at its core uses the same fundamental rules-based

process WisdomTree has been implementing in small caps around the world for almost a

decade.   WisdomTree Global SmallCap Dividend Index Methodology      • Eligible

Universe: Component companies must be a member of the WisdomTree Global Dividend Index,

which is WisdomTree’s broadest measure of dividend-paying stocks that meet certain

market capitalization, liquidity and listing requirements.   • Selection: The 1,000

largest small-capitalization companies that rank in the bottom 5% of the WisdomTree

Global Dividend Index by market capitalization are selected for inclusion.   •

Weighting: The initial weight of a component in the Index is based on its Dividend

Stream® (derived by multiplying the U.S. dollar value of the company’s annual gross

dividend per share by the number of common shares outstanding for that company) divided

by the total Dividend Stream of the Index.   • Regional Weights: The regional weights

will be adjusted from their pure Dividend Stream weights to ensure that regional

allocations (among the United States, developed world and emerging markets) of this

global small-cap dividend Index are in line with the traditional regional allocations of

global benchmarks like the MSCI ACWI Index.   • Capping Rules 1: Should any sector

achieve a weight equal to or greater than 25% of the Index, weight of companies will be

proportionally reduced to 25% as of the annual screening date.   The Fundamental

Difference The WisdomTree Global SmallCap Dividend Index (WTGS) seeks to provide

exposure to small-cap dividend-paying companies around the globe while maintaining

sensitivity to valuation. To help achieve this, the Index weights companies by the

dividends they generate, rather than their market cap, and rebalances back to dividends

on an annual basis. Ultimately, the rebalancing process refreshes constituent weights

based on a measure of relative value. Weights change at the rebalance based on each
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stock’s relative price appreciation compared to its relative dividend growth. This

process tends to shift more weight to firms that have higher dividend yields compared to

market cap-weighted indexes. The dividend yield for WTGS was 4.21%, almost double the

2.11% dividend yield of the MSCI ACWI Small Cap Index.2 The chart below provides a look

at how the weight is distributed, to give a sense for why this higher dividend yield is

seen at the aggregate index.   Dividend Yield Quintiles 

 • More Weight in 

Higher Yielders:  The WisdomTree Global SmallCap Dividend Index has nearly 40% of its

weight in stocks with dividend yields above 4.44%. The MSCI ACWI Small Cap Index only

has 16% of its weight in highest quartile and almost 21% weight in non-dividend payers.

Although weight may fluctuate throughout the year, at each annual rebalance WisdomTree

requires companies to be current dividend payers before inclusion. We believe this

limits the weight to firms that tend to be more speculative and lower quality to zero.

The MSCI ACWI Small Cap Index does not share this requirement.         1Weights may

fluctuate above the specified caps during the year but will be reset at each annual

rebalance date. 2Sources: WisdomTree, Bloomberg, as of 10/31/15.

Important Risks Related to this Article

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

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

political or economic uncertainty. Investments in emerging, offshore or frontier markets

are generally less liquid and less efficient than There are risks associated with

investing, including possible loss of principal. Foreign investing involves special

risks, such as risk of loss from currency fluctuation or political or economic

uncertainty. Investments in emerging, offshore or frontier markets are generally less

liquid and less efficient than investments in developed markets and are subject to

additional risks, such as risks of adverse governmental regulation and intervention or

political developments. Funds focusing their investments on certain sectors increase

their vulnerability to any single economic or regulatory development. The Fund invests

in the securities included in, or representative of, its Index regardless of their

investment merit, and the Fund does not attempt to outperform its Index or take

defensive positions in declining markets. A Fund that has exposure to one or more

sectors may be more vulnerable to any single economic or regulatory development. Please

read the Fund’s prospectus for specific details regarding the Fund’s risk profile.
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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)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 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

Fundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.

Risk-adjusted returns   : Returns measured in relation to their own variability. High

returns with a high level of risk indicate a lower probability that actual returns were

close to average returns. High returns with a low level of risk would be more desirable,

as they indicate a higher probability that actual returns were close to average returns.

Small caps   : new or relatively young companies that typically have a market

capitalization between $200 million to $2 billion.

Emerging market   : Characterized by greater market access and less potential for

operational risks when compared to frontier markets, which leads to a larger base of

potentially eligible investors.

Dividend : A portion of corporate profits paid out to shareholders.

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.

Liquidity  : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high level

of trading activity. Assets that can be easily bought or sold are known as liquid asset.

Dividend Stream : Refers to the regular dividends per share multiplied by the number of

shares outstanding.

MSCI ACWI Index    : A free-float adjusted market capitalization-weighted index that is

designed to measure the equity market performance of developed and emerging markets.

Annual screening date    : The screening date refers to the date upon which

characteristics of eligible constituent firms are measured, whereas the rebalance refers

to when the results from the screening date are implemented by way of Index weights and

constituents.

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.

Dividend growth : The growth in trailing 12-month dividends for the specified universe.

Dividend yields   : Refers to the trailing 12-month dividend yield. Dividends over the

prior 12 months are added together and divided by the current share price. Higher values

indicate more dividends are being generated per unit of share price.

MSCI ACWI Small Cap Index : A free-float adjusted market capitalization-weighted index

that is designed to measure the equity market performance of developed and emerging

markets, specifically focusing on the small-cap segment of these equity markets.
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