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Many investors need their portfolios to generate income, and this percentage is expected

to increase as the baby boomers transition into retirement. But higher-yield asset

classes are coming under pressure as treasury yields in the U.S. increase on

expectations that the Federal Reserve (Fed) is going to raise interest rates. One asset

class we feel is often overlooked but that can provide diversification and offer high

income potential is small caps, especially international developed and emerging market

small caps.   Why Small Caps for Income? Many investors wrongly assume that small-cap

companies can’t afford to pay dividends because their main focus is on growth and they

need to reinvest their earnings to support that growth. We feel that looking at just the

Russell 2000 Index as a proxy for all small caps incorrectly stereotypes all small-cap

companies, because many small caps throughout the developed international and emerging

markets offer higher dividend yields than both large- and small-cap companies in the

United States. Many small-cap companies have proven business models with relatively

stable earnings, and we believe these companies have the ability to pay out dividends to

shareholders and grow them over time.   The Fundamental Difference   WisdomTree’s

fundamental Index methodology is notably different from a market capitalization-weighted

approach. When WisdomTree applies its dividend methodology, it includes only dividend-

paying companies and then weights these companies by their dividends. Each Index is then

rebalanced annually by adjusting relative weights based on trends in the underlying

fundamentals to help manage valuation risk. When you combine these elements, it tends to

produce very different trailing 12-month dividend yields. Below we will compare a cross-

section of WisdomTree’s small-capitalization Indexes across the global landscape with

common market cap-weighted small-cap indexes to highlight the differences in the global

small-cap opportunity set.   Small-Cap Trailing 12-Month Dividend Yields     

 • Look Outside the 

United States for Higher Yields – Whether looking at the large-cap or the small-cap

indexes (displayed above), one typically sees higher trailing dividend yields outside

the United States. The Russell 2000 Index had the lowest dividend yield of all the
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indexes examined above, and the WisdomTree Emerging Markets SmallCap Dividend Index had

the highest—over 280 basis points higher, in fact. We also think it is impressive that

international developed small caps can offer twice the yield of U.S. small caps, as the

WisdomTree International SmallCap Dividend Index offered an advantage of over 230 basis

point to the Russell 2000.   • Eurozone Small Caps Also Offer Income Advantage – It

is important to note that the yield advantage of the WisdomTree Europe SmallCap Equity

Index was over five times that of the German 10-year government bond and more than 3.5

times that of the French 10-year government bond. The European Central Bank is still in

the very early innings of its quantitative easing program; as a result, we feel interest

rates in the region could remain low for the foreseeable future.   • Japanese Small

Caps Offer Advantage over Government Bonds –     Japanese investors have traditionally

invested a majority of their assets in cash or Japanese government bonds (JGBs), which

turned out to be a profitable strategy during a period with little or no inflation. Now,

with the government’s 2% inflation target, we believe investors will move out of cash

and into equities to protect their purchasing power. The WisdomTree Japan SmallCap

Dividend Index offered a yield advantage over four times that of the JGB yield, which we

believe should be very enticing.

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.

Investments focusing on certain sectors and/or smaller companies increase their

vulnerability to any single economic or regulatory development.

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.

 

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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

Treasury yield   : The return on investment, expressed as a percentage, on the debt

obligations of the U.S. government.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

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.

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.

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

each year relative to its share price.

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.

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

opposed to changes in share price.

Valuation risk   : The risk of buying or over-weighting a particular stock that has

appreciated significantly in price relative to its dividends, earnings or any other

fundamental metric.

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.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase

the money supply by buying government securities or other securities from the market.

Quantitative easing increases the money supply by flooding financial institutions with

capital, in an effort to promote increased lending and liquidity.

Japanese Government Bond (JGB)     : A bond issued by the government of Japan. The

government pays interest on the bond until the maturity date. At the maturity date, the

full price of the bond is returned to the bondholder. Japanese government bonds play a

key role in the financial securities market in Japan.
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Inflation : Characterized by rising price levels.
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