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Sometimes it’s easy to forget the pivotal role small caps play in a well-balanced

portfolio. Take the MSCI ACWI Index, for example. Billions of dollars are currently tied

to that index, just within the exchange-traded fund (ETF) industry. But ACWI is

predominantly a large- and mega-cap index, weighted toward multinational companies whose

fate ebbs and flows with the vagaries of the global economy. As a result, investors

looking to maximize the benefits of global diversification may need a nutritional

supplement to ACWI to complete their asset allocation. That’s where global small caps

come in. Once again, in 2016, global small-cap stocks are outperforming global large

caps. As illustrated by the table below, through the first half of the year, that

differential was about 100 basis points (bps) on a cap-weighted basis. However, on a

dividend-weighted basis, using the unhedged WisdomTree Global SmallCap Dividend Index as

a proxy, that differential was approximately 750 bps through June 30, and nearly 8

percentage points since WisdomTree launched the Index in July, 2015.

 The WisdomTree Global

SmallCap Dividend Index measures the performance of dividend-paying companies with

smaller market capitalization around the world, rebalanced and weighted once a year

based on the U.S. dollar value of the regular cash dividends companies pay to

shareholders. While only the hedged version neutralizes the effects of foreign

currencies, both WisdomTree Indexes seek to maintain regional allocations similar to

global benchmarks such as the MSCI ACWI Index. But unlike the MSCI ACWI Index, 96% of

which is composed of large-cap stocks, 75% of the weight in the WisdomTree Global

SmallCap Dividend Index is tilted toward small caps, with roughly 25% of the weight

presently allocated to global mid-caps. What's driven the outperformance? We believe the

answer has two parts: company size and company weight. Small-cap stocks tap into the

“size premium,” a well-studied factor that explains the tendency of small-cap companies

to outperform large-cap companies over time. As illustrated in the table, on an

annualized basis, the MSCI ACWI Small Cap Index has outperformed the MSCI ACWI Index by

46 bps over the past five years and has beaten the broader benchmark by 164 bps since

its inception in 2007. If we divide the MSCI ACWI Small Cap Total Return Index" by the

MSCI ACWI Total Return Index, we can see that the relative outperformance (denoted by a

ratio value higher than 1.0) has persisted for much of the MSCI ACWI Small Cap Index’s

history. Note, too, how the 50-day moving average on that ratio crossed above the 200-
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day moving average in April, signaling renewed relative strength for global small caps

relative to ACWI. So, selecting global small-cap stocks and owning the asset class cap-

weighted has added value over time. But selecting small caps that pay dividends—and then

weighting them by the dividends they pay—may add additional alpha over time, above and

beyond what can be achieved by accessing small caps based on traditional beta indexes.

The brief track record of the WisdomTree Global SmallCap Dividend Index supports that

thesis. Another advantage of weighting by dividends typically is that WisdomTree is able

to raise the dividend yield on the market. In the case of global small caps, the

WisdomTree Global SmallCap Dividend Index exhibited a dividend yield of 3.5%, versus

2.6% for the MSCI ACWI Index as of 7/12/2016. MSCI ACWI Small Cap Total Return Index

Divided by MSCI ACWI Total Return Index,       June 2007 – June 2016   

 Conclusion Global

small-cap exposure fills a void that continues to exist in many globally diversified

portfolios. By providing more direct exposure to economic activity in local economies,

such exposure may also offer diversification benefits compared to owning just U.S.

stocks. For investors looking to complement their current ACWI exposures, WisdomTree has

developed global small-cap strategies on both an unhedged and a currency-hedged basis.

Important Risks Related to this Article

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. This may result in

greater share price volatility.

Dividends are not guaranteed, and a company currently paying dividends may cease paying

dividends at any time.

Diversification does not eliminate the risk of experiencing investment losses.

 

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

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.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Mega Cap : Market Capitalization over $100 Billion.

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

capitalization between $200 million to $2 billion.

Basis point : 1/100th of 1 percent.

Market capitalization-weighting   : 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.

Dividend weighted : Constituent securities represented within the Index in proportion

to their contribution to the dividend stream of the Index.

Unhedged : Strategy that includes the performance of both the underlying asset as well

as the currency in which it is denominated. The performance of the currency can either

help or hurt the total return experienced.

Rebalance  : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based

selection and weighting process on an annual basis.

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

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.

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.

Moving Average   : is a calculation to analyze data points by creating a series of

averages of different subsets of the full data set.

Beta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.

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

each year relative to its share price.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)


	WATCH OUT, ACWI: GLOBAL SMALL CAPS CONTINUE TO CRUSH GLOBAL LARGE CAPS

