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As global trade disputes between the two largest economies continue to rise, volatility has once again become 
a fact of global markets with the VIX spiking to 251 on two occasions in October of 2018. Perhaps due to their 
sensitivity to trade (and concentration in China), emerging market (EM) equities have sold off considerably during 
this period falling by 8.7%2 over the month of October alone. Despite the turmoil, we believe this bout of volatility 
can create long-term opportunities. At WisdomTree, we believe a key element of our index methodology is the 
focus on rebalancing based on fundamentals once per year. To illustrate this process, we focus on small cap 
dividend payers in emerging markets.

Longer trend intact – Rebalancing to stronger fundamentals with less volatility

With EM selling off, we believe this may be an opportunity for EM investors to take a step back and reassess 
their portfolios. Coincidently, the timing of WisdomTree’s dividend rebalances is allowing us to review and refresh 
the Index weights and potentially take advantage of more favorable entry points. Every year, per index rules, 
WisdomTree can turn over the portfolio to reallocate to potentially cheaper and undervalued constituents. This 
year is no exception. Most notably, the WisdomTree Emerging Market Small Cap Dividend Index rebalance 
increased the Index’s overall dividend yield and improved the quality of its overall basket. After rebalancing, the 
WisdomTree Emerging Market Small Cap Dividend Index now offers a dividend yield of 5.2%, while at the same 
time meaningfully enhancing quality metrics of Return on Equity or Return on Assets. 
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FIGURE 1: WISDOMTREE EMERGING MARKETS SMALLCAP DIVIDEND INDEX IMPACTS OF THE 2018 REBALANCE

Source: WisdomTree, Dividend Market represented by WisdomTree Emerging Market Dividend Index. Post-Rebalance and 
Pre-Rebalance represents the WisdomTree Emerging Market SmallCap Dividend Index pre and post rebalance as of 22 October 

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.

Historically, weighting emerging markets small caps by their cash dividends and rebalancing back annually to that 
measure has resulted in higher returns and lower volatility. To some it might be surprising that EM small caps have 
exhibited lower volatility than their large cap counterparts, but over the last trailing 5-year, 10-year, and common 
inception periods, that has been the case. Highlighting the standardized 10-year period, you can see the return 
advantage has been over 300 basis points (bps) a year in performance. For investors with a longer-term view, 
recent underperformance in the market can represent a buying opportunity. 

FIGURE 2: A STUDY OF 10-YEAR RISK & RETURN METRICS

 
Source: WisdomTree, 30 September 2008 to 30 September 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.
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Longer trend intact – consumer growth is still the story

The use of dividend payers to construct the WisdomTree Emerging Market Small Cap Index has yielded a 
portfolio that gives investors the ability to tap into the local growth in a less volatile, higher income approach. EM 
small cap growth is a good way to play local economic development. Despite recent setbacks, the EM growth 
story remains intact. Rising populations and income levels have created a burgeoning consumer class. People 
in many EM countries are also moving towards urbanized regions as their economies develop and they seek to 
move up the value chain. One of the lasting benefits for emerging countries is their ability to adopt technology 
at an incredible pace. The number of internet users in emerging markets has grown to 1.8 billion since 2007 and 
forecast to increase even more over the next decade3. These are all positives for the growth story of EM local 
markets. 

Large-cap names now appear much more tied to global growth than to local growth in emerging markets. By 
comparison, top-line growth numbers for small caps tend to be more closely tied to local economic growth 
factors. Specifically, small-cap dividend payers are concentrated in the information technology, consumer 
discretionary, and industrial sectors. These companies may be more locally focused, and many of them are bigger 
players in the smaller industries they are a part of.

China A-Shares inclusion

Additionally, with the inclusion of China A-shares in this year’s rebalance, we are increasing the exposure to one 
of the largest consumer sectors of the world. WisdomTree’s index added 100 Chinese domestic listed small cap 
companies, capping the exposure to roughly 5%, but total China exposure is around 22.4%. 

In short, near term volatility may be an opportunity for investors to reassess their EM exposure. By focusing on 
small cap dividend payers, investors may also be able to reduce volatility relative to large cap multinationals 
currently being impacted by fears in global trade.  In our view, the most recent rebalance continues to emphasize 
these trends.

1      Source: VIX Index: Cboe SPX Volatility Index, 28 September 2018 to 31 October 2018.
2      Source: MSCI Emerging Market Index, returns from 28 September 2018 to 31 October 2018.
3      Source: BCG Global Management Consulting, 22 October 2018
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DISCLAIMER 

The content on this document is issued by WisdomTree UK Ltd (“WTUK”), which is authorised and regulated by the 
Financial Conduct Authority (“FCA”). Our Conflicts of Interest Policy and Inventory are available on request.

Past performance is not a reliable indicator of future performance. Any historical performance included 
on 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 on 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 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 on 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 on 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.

The products discussed on this document are issued by one of WisdomTree Issuer PLC 

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. Therefore, readers are 
cautioned not to place undue reliance on these forward-looking statements.

WisdomTree Issuer PLC

WisdomTree Issuer PLC is an umbrella investment company with variable capital having segregated liability between 
its funds organised under the laws of Ireland as a public limited company 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. 
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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.

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.

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.

   


