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Small companies are quite easy to ignore. After all, analysts rarely cover them, you may

not have heard of them, and you are unlikely to have their products in your home.

However, small companies are often the ones that offer the biggest potential.

 

Consider that small companies are innovative. They are creating the products, services

and technologies we may not know today, but will come to rely on tomorrow. Certainly,

they come with more risk, but they also come with more reward potential. In fact, over

the long-term, small cap stocks have outperformed both their large cap brethren and the

market in general, as you can see here.

 

Behold the power of small cap stocks in the Eurozone

 

Sources: Bloomberg, MSCI, 31 December 2000 to 31 July 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.

 

The dividends of small caps

 

Additionally, it is worth noting that, in addition to their growth potential, small

companies in Europe often pay dividends. Dividends provide:

A potentially growing stream of income

A measure of protection in down markets

In the Eurozone a focus on dividends provided risk mitigation during a tough
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market (31 March 2000 to 31 March 2003)

 

Sources: Bloomberg, MSCI, 31 March 2000 to 31 March 2003. Includes Backtested Data. The MSCI EMU High Dividend Yield Index began live

calculation on 31 October 2006.

You cannot invest directly within an Index. Historical performance is not an

indication of future performance and any investments may go down in value.

 

Capturing inefficiencies

 

We believe that small companies can provide growth opportunities to investors. Further,

we believe that small cap dividend payers may help to mitigate the volatility of small

cap investments. It is worth noting that, as small companies are not as widely followed

as their larger counterparts, there is more opportunity for a stock’s price to be out of

alignment with the company’s true value. 

 

At WisdomTree, we weight indices by dividend in order to magnify the effect dividends

have on performance. We use a rules-based process and rebalance back to relative value

at least annually. In our opinion, less efficient markets, like the small cap arena, are

precisely where our rules-based process can work best.

In our next instalment, we’ll discuss where small cap opportunities may be most

exciting.

View the online version of this article here.

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330

https://www.wisdomtree.eu/en-gb/blog/2018-09-04/the-large-advantages-of-small-companies


Important Information

 

Marketing 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.

Marketing 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. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. 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. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. 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.
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