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Small-cap stocks elicit excitement amongst investors, as people aspire to invest in the large caps of tomorrow 
at a stage of the business life cycle where the potential for profits is greatest. Additionally, the strong historical 
performance track records of strategies such as ‘small-cap value’ have increased the popularity of small caps 
among those with long-term investment time horizons. 

WISDOMTREE’S SMALL-CAP INVESTING PHILOSOPHY 

At WisdomTree, we place a strong focus on small-cap stocks and we have developed a number of indices that are 

designed to provide investors with exposure to this exciting area of the market. In terms of our investing philosophy, we 

can distil the foundation of our small-cap equity methodologies into two key features: 

1) Broad-based exposure: Some strategies attempt to add value by only selecting a small number of ‘very strong’

stocks for an index, based on a defined stock-screening process. However, the risk of these more selective

strategies is that, when individual companies experience problems, it can have a significant impact on the

performance of the index. To avoid this predicament, our small-cap indices are designed to be broad-based to

enhance diversification and lower overall risk, with the critical selection decision based on whether firms have

decided to pay (or not pay) regular dividends.

2) A focus on valuation: When indices are weighted by market capitalisation (share price x number of shares

outstanding), there is a risk that companies experiencing rapid share price gains may see increasing index exposure 

at times when their valuations are becoming more expensive. To avoid this scenario, WisdomTree’s small-cap index 

methodologies purposefully de-link share-price behaviour and constituent weighting. Weighting our indices by

cash dividends instead (dividend-per-share x number of shares outstanding) leads to a more disciplined approach 

to valuation, thereby mitigating the risk of the indices experiencing rapid valuation expansion.



2

WisdomTree.com    +44 (0) 207 448 4330

For Professional Clients OnlyEU / DESE / NM-0378 / Sep 18 / Q

DESE: US SmallCap Dividend UCITS ETF 

Figures 1: How WisdomTree’s dividend-weighted approach tilts weight toward higher-yielding stocks

Source: FactSet, as of most recent Index Screening, 30th November each year. You cannot invest directly in an 
index. Historical performance is not an indication of future performance and any investments may go down 
in value.

Figure 1 shows that almost half of the market capitalisation of one of the more widely-followed indices, the Russell 2000, 
isn’t in dividend-paying stocks. This is where a dividend-focused approach to US small caps offers differentiation. 

Weighting on the basis of cash dividends causes a pronounced tilt toward stocks with higher dividend yields. In contrast, 
market capitalisation-weighted indices do not focus on this and consequently, constituents are much more evenly spread 

across the different dividend yield quartiles. Simply put, WisdomTree’s approach results in a higher dividend yield.

UNIQUE EXPOSURES 

In the US equity market, and particularly within the small-cap space, focusing solely on dividend-paying companies and 
weighting by dividends is one avenue through which to achieve an exposure that looks very similar to a ‘value’ style of 
investing. The main reason for this is that many US small-cap growth companies do not pay dividends. 

In many ways, the Russell 2000 Growth Index exemplifies the powerful force of ‘momentum,’ which we are currently 
seeing in the US equity market. The Health Care and Technology sectors make up over 40% of the weight of this index. 
Comparatively, these sectors make up less than 10% of the WisdomTree US SmallCap Dividend Index. 

The Russell 2000 Value Index represents the traditional value approach, which places more than 28% exposure within 
Financials and an additional 11.5% in Real Estate. The WisdomTree US SmallCap Dividend Index generates about 13.6% 
exposure to Real Estate, leaving room for about 11.5% exposure to Financials1—creating a distinctly different picture 
here as well.
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1 At each annual screening date, the WisdomTree US SmallCap Dividend Index caps the combined weight of Financials and Real 
Estate to 25%. Between annual screening dates, exposure to the combination of these sectors may fluctuate above this cap due 
to market movements.
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Source: Bloomberg, with data as of 30 September 2018. You cannot invest directly within an Index. Historical 
performance is not an indication of future performance and any investments may go down in value.

A METHODOLOGY THAT BOOSTS YIELD WHILE MANAGING VALUATION RISK 

By focusing on dividend-paying companies, the WisdomTree US SmallCap Dividend Index brings a measure of dividend 
yield to US small-cap stocks—an area of equity markets not typically known for its income potential:

Figure 2: A US small-cap dividend approach leads to distinctly different sector exposures

Sector Name
WisdomTree US 

SmallCap Dividend 
Index

Russell 2000  
Index

Russell 2000  
Value Index

Russell 2000  
Growth Index

MSCI USA  
Small Cap Index

Communication Services 8.29% 3.17% 3.03% 3.31% 2.74%

Consumer Discretionary 16.46% 12.31% 9.53% 14.92% 11.66%

Consumer Staples 5.66% 2.65% 2.54% 2.76% 3.26%

Energy 4.21% 4.83% 7.53% 2.29% 4.78%

Financials 11.48% 17.46% 28.25% 7.33% 15.55%

Health Care 1.92% 16.47% 5.03% 27.20% 15.00%

Industrials 18.21% 15.05% 12.07% 17.84% 14.14%

Information Technology 5.87% 13.98% 10.28% 17.46% 14.83%

Materials 7.46% 4.18% 4.44% 3.94% 5.43%

Real Estate 13.58% 6.88% 11.50% 2.54% 9.80%

Utilities 6.87% 3.02% 5.80% 0.41% 2.80%

Source: Bloomberg. Important Note: Fundamental data derived from Bloomberg may not match fundamental 
data derived from other sources. You cannot invest directly within an Index. Historical performance is not an 
indication of future performance and any investments may go down in value.

Figure 3: WisdomTree’s methodology results in lower P/E ratios and higher dividend yields

As of 30 September 2018 USA Small Cap Equity Indices

WisdomTree US 
SmallCap Dividend 

Index
Russell 2000 Index Russell 2000 Value 

Index MSCI USA Index MSCI USA Value 
Index

Forward Price-to-Earnings (P/E) Ratio 18.11x 27.53x 18.82x 23.53x 18.49x

Long Term Earnings Growth Expectations 8.64% 9.12% 7.13% 9.45% 7.21%

Dividend Yield 3.90% 1.36% 2.14% 1.50% 2.56%

Earnings Yield 4.65% 1.81% 4.19% 3.31% 4.16%

Dividend Yield / Earnings Yield 83.81% 75.33% 51.12% 45.47% 61.53%

Return on Equity 8.56% 4.48% 4.80% 7.05% 6.08%

Return on Assets 2.24% 1.08% 1.10% 1.76% 1.45%

Price-to-Book (P/B) Ratio 2.16x 2.43x 1.58x 2.55x 1.76x
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Source: WisdomTree.

Figure 4: Methodology

General  
Eligibility

Stocks must be listed, incorporated and headquartered in the United States and pay regular cash dividends in the 12 months 
preceding the annual reconstitution.

Minimum Market Capitalization: $100 million.

Liquidity Screen: Avg. daily dollar volume of $100,000 for 3 months preceding the screening date

Annual Screening Date: Nov. 30th

Small Cap 
Selection

From the list of all US companies paying regular cash dividends, the small cap focus is defined by the bottom 25% of the 
remaining market capitalization after the largest 300 dividend payers by market capitalization are removed. 

Weighting WisdomTree's Dividend Stream methodology, defined as indicated dividend per share x number of shares outstanding. 

Capping  
Rules

At the annual rebalance, no sector can exceed 25% of the Index exposure. Between annual rebalances, sectors may fluctuate 
above 25% due to market movement.

Volume Factor 
Adjustment

WisdomTree's approach is sensitive to the liquidity of each underlying constituent. A final adjustment measures the average 
daily dollar volume of each stock divided by its respective weight in the Index. If this value is less than $400 million, the weight 
of the specified constituent would be reduced until its calculated volume factor reached $400 million. This may cause sector 
weights to move above previously specified caps. 

TER: Total Expense Ratio.

Fund Info: WisdomTree US SmallCap Dividend UCITS ETF
Ticker Exchange ISIN BBG Code Reuters Code Listing Currency Base Currency TER%

DESD LSE IE00BQZJBT94 DESD LN DESD.L GBx USD 0.38%

DESE LSE IE00BQZJBT94 DESE LN DESE.L USD USD 0.38%

DESE Borsa Italiana IE00BQZJBT94 DESE IM DESE.IM EUR USD 0.38%

DESE SIX IE00BQZJBT94 DESE SW DESE.S CHF USD 0.38%

WTEC XETRA DE000A14ND20 WTEC GY WTEC.DE EUR USD 0.38%

However, as well as tilting the profile of total returns towards dividends, our strategies also manage valuation risk. 
Specifically, as our indices are rebalanced annually, we tend to see:

+  Index weight reductions for companies whose share prices have outperformed their dividend growth. 

+ Index weight increases for companies whose dividend growth has outperformed their share price performance.
quality strategies

By always trimming the weightings of stocks whose share prices have outperformed fundamentals, WisdomTree’s 
approach helps to manage the overall valuation risk of the portfolio. 

In summary, with its focus on dividend-paying smaller companies, our US SmallCap Dividend strategy offers investors 
the chance to profit from fast-growing, cash-generative smaller companies in the US, while maintaining a focus on both 
valuation and diversification.
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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. Past performance is not a reliable indicator of future performance. 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. 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. The value of any investment 
may be affected by exchange rate movements. Any decision to invest should be based on the information 
contained in the appropriate prospectus and after seeking independent investment, tax and legal advice. 
These products may not be available in your market or suitable for you. The content of this document does 
not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy any product or 
make any investment. 

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying index, 
less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks including 
among others, general market risks relating to the relevant underlying index, credit risks on the provider of index 
swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, liquidity risks and legal and 
regulatory risks.

The information contained in 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 in the United States or any province 
or territory thereof, where none of the issuers or their products are authorised or registered for distribution and 
where no prospectus of any of the issuers has been filed with any securities commission or regulatory authority. No 
document or information in this document should be taken, transmitted or distributed (directly or indirectly) into 
the United States. None of the issuers, nor any securities issued by them, have been or will be registered under the 
United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state 
securities statutes.

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 our belief or current 
expectations 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.
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The products discussed in this document are issued by WisdomTree Issuer ICAV (“WT Issuer”). WT Issuer is an 
umbrella investment company with variable capital having segregated liability between its funds organised under 
the laws of Ireland as an Irish Collective Asset-management Vehicle and authorised by the Central Bank of Ireland 
(“CBI”). WT Issuer is organised as an Undertaking for Collective Investment in Transferable Securities (“UCITS”) 
under the laws of Ireland and shall issue a separate class of shares ("Shares”) representing each fund. Investors 
should read the prospectus of WT Issuer (“WT Prospectus”) before investing and should refer to the section of the 
WT Prospectus entitled ‘Risk Factors’ for further details of risks associated with an investment in the Shares. 

Notice to Investors in Switzerland – Qualified Investors: This document constitutes an advertisement of the 
financial product(s) mentioned herein. 

The prospectus and the key investor information documents (KIID) are available from WisdomTree’s website:  
https://www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports

Some of the sub-funds referred to in this document may not have not been registered with the Swiss Financial 
Market Supervisory Authority (“FINMA”). In Switzerland, such sub-funds that have not been registered with FINMA 
shall be distributed exclusively to qualified investors, as defined in the Swiss Federal Act on Collective Investment 
Schemes or its implementing ordinance (each, as amended from time to time). The representative and paying agent 
of the sub-funds 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 of association and the annual 
and semi-annual reports of the sub-funds are available free of charge from the representative and paying agent. As 
regards distribution in Switzerland, the place of jurisdiction and performance is at the registered seat of the 
representative and paying agent. 

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. WT 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 Financial Markets Authority (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.

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.

https://www.wisdomtree.eu/en-ch/resource-library/prospectus-and-regulatory-reports



