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2018 was a challenging market environment for small caps globally as market participants priced in fears of a 
global slowdown and tighter liquidity conditions. Even in the US where economic growth was likely around 3% 
and corporate profits grew about 20%, an environment where US small caps would be expected to outperform, 
the Russell 2000 lagged the S&P 500 by over 600 basis points (bps).

Historically robust small cap premium and small value premium in Japan 

In Japan, 2018 was the first year since 2013 that small caps lagged large caps (as measured by the MSCI Indices), 
and the first year since 2007 that small caps lagged large caps when the MSCI Japan Index experienced a 
negative calendar year return. 

Over the period of live performance for the WisdomTree Japan SmallCap Dividend Index (WTJSC), Japanese 
small caps have outperformed large by 117 bps annually on average. In addition to the strong performance of the 
small-cap premium, dividend-weighted small caps, as measured by WTJSC, have had even better performance. 
Using dividends as a measure of value, small-cap value had excess returns of 278 basis points annually on average 
going back to 2006. 

More recent 3, 5, and 10-year periods have been even stronger. 

FIGURE 1: ANNUALISED RETURNS OF JAPANESE FACTORS

Annualised Returns (June 2006 - December 2018)

Index 1 Year 3 years 5 years 10 Years Analysis Period

WisdomTree Japan SmallCap Dividend -16.56% 7.43% 7.61% 8.55% 4.07%

MSCI Japan Small Value -15.64% 5.80% 5.83% 8.06% 3.58%

MSCI Japan Small -15.99% 5.85% 6.36% 8.04% 2.46%

MSCI Japan Small Growth -16.46% 5.78% 6.78% 7.94% 2.07%

MSCI Japan Value -12.67% 2.64% 2.50% 4.92% 1.76%

MSCI Japan -12.88% 3.41% 3.06% 5.33% 1.29%

MSCI Japan Growth -13.09% 4.15% 3.60% 5.68% 0.71%

Small-Cap Premium (MSCI Japan Small Cap - MSCI Japan) -3.11% 2.44% 3.30% 2.71% 1.17%

Small-Cap Value Premium (WTJSC - MSCI Japan) -3.68% 4.02% 4.55% 3.22% 2.78%

Source: WisdomTree, Zephyr StyleAdvisor, 1 June 2006 to 31 December 2018. 1 June 2006 was the inception date of the 

WisdomTree Japan SmallCap Dividend Index (WTJSC). Historical performance is not an indication of future 
performance and any investments may go down in value. You cannot invest directly in an index.
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Over the past 12 calendar years, small caps and small cap value (as measured by WTJSC) have outperformed 
(beat on figure 2 below) MSCI Japan 58% of the time, with average and median excess returns of greater than 200 
bps. 

FIGURE 2: SMALL-CAP PREMIUM AND SMALL-CAP VALUE PREMIUM

Based on Calendar Year Returns (2007 - 2018) Count # Beat % BEAT Mean Excess Return Median Excess Return

Consistency of Small-Cap Premium 12 7 58.3% 2.34% 4.03%

Consistency of Small-Cap Value Premium 12 7 58.3% 3.44% 2.78%

Source: WisdomTree, Zephyr StyleAdvisor, 1 January 2007 to 31 December 2018.  Small cap Premium is the excess return of the 
MSCI Japan Small Cap Index relative to the MSCI Japan Index. Small cap Value Premium is the excess return of the WisdomTree 

Japan SmallCap Dividend Index relative to the MSCI Japan Index. Historical performance is not an indication of 
future performance and any investments may go down in value. You cannot invest directly in an index.

Given the sector composition of a dividend-weighted strategy, this excess return has also been achieved at lower 
risk: standard deviation of 13.59% compared to 14.68% for MSCI Japan, and a beta of just 0.82. These returns 
resulted in a Sharpe Ratio of 0.22 for WTJSC relative to 0.02 for MSCI Japan. Note that the WisdomTree Index had 
the lowest standard deviation of all the below indexes. 

FIGURE 3: SINCE INCEPTION:  RISK/ RETURN

Index Return (%) Std Dev (%) Downside 
Risk (%)

Beta vs. 
Market

Alpha vs.
Market (%)

Sharpe 
Ratio

WisdomTree Japan SmallCap Dividend 4.07 13.59 10.04 0.82 3.02 0.22

MSCI Japan Small 2.46 14.32 10.54 0.86 1.43 0.10

MSCI Japan Small Value 3.58 13.96 9.98 0.85 2.52 0.18

MSCI Japan Small Growth 2.07 14.90 11.10 0.87 1.12 0.07

MSCI Japan Growth 0.71 15.49 11.87 1.03 -0.51 -0.02

MSCI Japan Value 1.76 14.67 10.59 0.97 0.52 0.05

MSCI Japan 1.29 14.68 10.98 1.00 0.00 0.02

Source: WisdomTree, Zephyr StyleAdvisor, 1 June 2006 to 31 December 2018. 1 June 2006 was the inception date of the 

WisdomTree Japan SmallCap Dividend Index (WTJSC). Historical performance is not an indication of future 
performance and any investments may go down in value. You cannot invest directly in an index.

Over the past 3 years, the beta of WTJSC has increased to 1.02 and the risk of the Index was about 100 
bps greater than the broad MSCI Index. However, this incremental risk for WTJSC was accompanied by 
outperformance of over 400 bps relative to the MSCI Japan Index and a Sharpe Ratio of 0.51 versus 0.21. 

With that being said, the beta of the strategy has increased as of late and may have been a contributor to the 
recent underperformance as the market trended down in 2018. 
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FIGURE 4: TRAILING 3-YEAR RISK/RETURN

Index Return (%) Std Dev (%) Downside 
Risk (%)

Beta vs. 
Market

Alpha vs.
Market (%)

Sharpe 
Ratio

WisdomTree Japan SmallCap Dividend 7.43 12.69 9.84 1.02 3.92 0.51

MSCI Japan Small 5.85 12.69 10.01 0.99 2.54 0.38

MSCI Japan Small Value 5.80 11.81 9.01 0.95 2.51 0.41

MSCI Japan Small Growth 5.78 14.81 11.77 1.02 2.63 0.32

MSCI Japan Growth 4.15 12.89 10.04 1.04 0.72 0.25

MSCI Japan Value 2.64 12.11 9.11 0.96 -0.57 0.14

MSCI Japan 3.41 11.74 9.07 1.00 0 0.21

Source: WisdomTree, Zephyr StyleAdvisor, 1 January 2016-31 December 2018. Historical performance is not an indication 
of future performance and any investments may go down in value. You cannot invest directly in an index.

It’s always important to recognize the importance of Japan small caps as an asset allocation vehicle. Japanese 
small-caps represent one of the lowest correlation equity markets to US equities, as measured by the S&P 
500. The historical correlation of 0.54 for WTJSC compares to .71 for MSCI Japan. This lower correlation helps 
construct a more diverse portfolio higher up on the efficient frontier. 

FIGURE 5: LOW CORRELATION TO US EQUITIES 

Correlation Matrix (June 2006 - December 2018)

1 2 3 4 5 6 7 8

1) WisdomTree Japan SmallCap Dividend 1.00

2) MSCI Japan Small 0.98 1.00

3) MSCI Japan Small Value 0.98 0.97 1.00

4) MSCI Japan Small Growth 0.94 0.98 0.91 1.00

5) MSCI Japan Growth 0.87 0.88 0.85 0.88 1.00

6) MSCI Japan Value 0.86 0.84 0.88 0.78 0.90 1.00

7) S&P 500 0.54 0.56 0.55 0.55 0.74 0.64 1.00

8) MSCI Japan 0.89 0.88 0.89 0.85 0.97 0.97 0.71 1.00

Source: WisdomTree, Zephyr StyleAdvisor, 1 June 2006 to 31 December 2018. 1 June 2006 was the inception date of the 

WisdomTree Japan SmallCap Dividend Index (WTJSC). Historical performance is not an indication of future 
performance and any investments may go down in value. You cannot invest directly in an index.

Industry Attributions

Over the past year, WTJSC has lagged the MSCI Japan Index by about 400 bps. Capital Goods, an industry the 
Index is overweight by about 5%, was the largest drag on returns versus the benchmark in the last year. This 
industry contributed about 75 bps to underperformance. Interestingly, Capital Goods was a top 5 contributor to 
excess returns over the 3- and 5-year windows.



4

WisdomTree.com    +44 (0) 207 448 4330

For Professional Clients Only

WisdomTree STRATEGY INSIGHT

FIGURES 6A, 6B AND 6C: ATTRIBUTION PER INDUSTRY

1-Year as of 31 January 2019 Average Industry 
Weights

Cumulative Total 
Return

Industry

WisdomTree 
Japan 
SmallCap 
Dividend

MSCI 
Japan

WisdomTree 
Japan 
SmallCap 
Dividend

MSCI 
Japan

Total 
Attribution

Top 5

Contributors

Media & Entertainment 3.50% 2.48% -4.21% -21.90% 0.51%

Software & Services 2.72% 1.30% 6.63% -3.28% 0.40%

Diversified Financials 3.49% 2.15% -11.82% -21.77% 0.25%

Materials 12.70% 5.96% -15.21% -22.05% 0.25%

Semiconductors & Semiconductor Equipment 1.00% 1.41% -32.85% -31.60% 0.11%

Top 5

Detractors

Real Estate 3.05% 4.02% -14.57% -5.29% -0.41%

Automobiles & Components 5.96% 11.21% -24.68% -14.10% -0.51%

Banks 6.64% 6.81% -27.28% -19.18% -0.55%

Retailing 6.30% 2.72% -19.87% -11.42% -0.55%

Capital Goods 19.10% 14.34% -20.73% -18.56% -0.74%

Total 100.00% 100.00% -15.38% -11.35% -4.03%

3-Year as of 31 January 2019 Average Industry 
Weights

Cumulative Total 
Return

Industry

WisdomTree 
Japan 
SmallCap 
Dividend

MSCI 
Japan

WisdomTree 
Japan 
SmallCap 
Dividend

MSCI 
Japan

Total 
Attribution

Top 5

Contributors

Materials 12.53% 6.05% 48.79% 32.94% 3.07%

Food, Beverage & Tobacco 3.63% 4.12% 53.94% 5.78% 2.78%

Software & Services 2.75% 1.22% 91.88% 53.86% 1.48%

Transportation 3.32% 5.00% 58.58% 16.12% 1.43%

Capital Goods 18.88% 13.87% 48.63% 51.47% 1.22%

Top 5

Detractors

Utilities 1.08% 1.98% 15.87% 20.36% -0.35%

Pharmaceuticals, Biotechnology & Life Science 2.16% 5.49% 19.58% 25.38% -0.42%

Insurance 0.00% 3.02% 0.00% 35.01% -0.58%

Telecommunication Services 0.09% 5.60% 24.11% 32.75% -0.95%

Banks 7.64% 7.45% -11.54% 11.54% -2.08%

Total 100.00% 100.00% 41.56% 29.07% 12.48%
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5-Year as of 31 January 2019 Average Industry 
Weights

Cumulative Total 
Return

Industry

WisdomTree 
Japan 
SmallCap 
Dividend

MSCI 
Japan

WisdomTree 
Japan 
SmallCap 
Dividend

MSCI 
Japan

Total 
Attribution

Top 5

Contributors

Capital Goods 18.55% 13.66% 54.70% 32.10% 3.66%

Automobiles & Components 5.58% 13.09% 27.26% 13.80% 3.31%

Food, Beverage & Tobacco 4.25% 4.03% 117.80% 44.79% 3.20%

Real Estate 2.10% 4.50% 42.40% 1.24% 2.55%

Materials 12.25% 5.99% 45.44% 26.09% 1.84%

Top 5

Detractors

Health Care Equipment & Services 2.52% 2.14% 71.01% 88.42% -0.16%

Media & Entertainment 3.23% 2.00% 41.72% 51.17% -0.20%

Insurance 0.00% 2.88% 0.00% 48.44% -0.30%

Consumer Durables & Apparel 5.44% 4.17% 44.98% 55.02% -0.35%

Pharmaceuticals, Biotechnology & Life Sciences 2.39% 5.41% 60.88% 59.69% -0.65%

Total 100.00% 100.00% 54.83% 30.36% 24.47%

Source: WisdomTree, Bloomberg. Total attribution based on cumulative returns. Historical performance is not an 
indication of future performance and any investments may go down in value. You cannot invest directly in 
an index.
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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. The information contained in this document is for your general information 
only and is neither an offer for sale nor a solicitation of an offer to buy securities or shares. This document 
should not be used as the basis for any investment decision. Investments may go up or down in value and 
you may lose some or all of the amount invested. Past performance is not necessarily a guide to future 
performance. Any decision to invest should be based on the information contained in the appropriate 
prospectus and after seeking independent investment, tax and legal advice. 

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 or securities in the United States or any province or territory thereof. 
Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or indirectly) into 
the United States. 

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 current expectations or 
beliefs 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.

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. However, 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. 

Notice to Investors in Switzerland – Qualified Investors

The distribution of shares of WisdomTree Issuer Plc sub-funds (the “Funds”) in Switzerland which have been 
registered with the Swiss Financial Market Supervisory Authority (FINMA) will be made to, and directed at, qualified 
investors. The Funds which have not been registered with the FINMA will be marketed exclusively to regulated 
qualified investors. The Representative and Paying Agent 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 and the annual and semi-annual reports are available free of charge from the office of the Swiss 
Representative and Paying Agent.
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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.

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. The 
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 Authority Financial Markets 
(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.


