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Small-cap stocks can deliver some of the greatest sensitivity to changes in sentiment across global asset classes.
European small caps were a great example of this. When Mario Draghi delivered his “whatever it takes” speech in
defense of the euro on July 26, 2012, European small caps delivered a sustained rally that continued pretty much

unabated until June 6, 20141. During this period of almost two full years, these were the average annual returns, for

context:2 • European small caps: 47.7% • European large caps: 27.8% • U.S. small caps: 26.0% • U.S. large caps: 24.0%
Quantitative Easing as a New Policy Catalyst While the “whatever it takes” speech was an important buttress to the
continued existence of the euro, we believe that the new quantitative easing program—officially announced by the
European Central Bank (ECB) on January 22, 2015—could be the policy catalyst that helps the euro area stave off the risk

of deflation. Since this announcement through April 10, 2015, we’ve seen:3 • European small caps up 10.5% • European
large caps up 6.2% • U.S. small caps up 6.6% • U.S. large caps up 2.4% European Small Caps Were Already Exhibiting
Strength Compared to European Large Caps The interesting thing is that you didn’t need to wait for the official
announcement of quantitative easing for European small caps to start outperforming their large-cap counterparts—the
shift in relative performance actually occurred closer to the September 4, 2014, ECB press conference. This was the
meeting where the Asset-Backed Securities Purchase Program and the Covered Bond Purchase Program were
announced. It’s possible that this outperformance of small caps over large caps in Europe was reflecting increased
chances of full-scale QE more than four months before it happened. European Small Caps Respond to Increased

Potential for Full-Scale QE 
For definitions of indexes and terms in the chart, please visit our glossary. Connecting Relative Performance to
Absolute Performance (as of March 31, 2015) 
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 • Upward Slope = Strength
in Small Caps: In both cases, Europe and the U.S., an upward slope signifies relative strength in small caps measured
against large caps.   • European Small Caps Have Delivered vs. European Large Caps: What’s clear is that the ratios
built to depict the relative strength of small caps vs. large caps in the European and U.S. equity markets start at the same
place—1.00. As of April 10, 2015, the line showing the relative strength of European small caps vs. large caps was closing
in on 1.20, whereas the same line for the U.S. was below 1.00. While there is no way to predict the future, this does show
that dipping down in the market capitalization spectrum in Europe has delivered a greater reward than doing so in the
U.S. over this particular period. Bottom Line: Don’t Forget About European Small Caps After it became clear that
June 6, 2014, was the top of a nearly two-year upward trend in European small caps, the asset class shifted out of focus

on the way to an ultimate peak-to-trough decline of almost 21%4 . What has gotten much less attention is the fact that,
as of April 10, 2015, European small caps had only about 6% further to appreciate to regain their June 6, 2014, level.
Don’t forget that the last sustained rally in European small caps lasted almost two years—and that was while we were
still debating whether or not a QE program could even happen. The WisdomTree Europe SmallCap Dividend Index
(referred to within this piece as European small caps) is designed for a broad exposure to small-cap European equities. It
includes exposure to European currencies like the euro, British pound and Swiss franc, as well as exposure to the equities.
      Unless otherwise noted, data source is Bloomberg. Throughout this piece, “European small caps” refers to the
WisdomTree SmallCap Dividend Index universe, “European large caps” refers to the FTSE Developed Europe Index,

“U.S. small caps” refers to the Russell 2000 Index and “U.S. large caps” refers to the S&P 500 Index.         1Source:

Bloomberg. 2Source for all bullets: Bloomberg, from 7/26/12 to 6/6/14. Past performance is not indicative of future

results. 3Source for all bullets: Bloomberg, from 1/22/15 to 4/10/15. Past performance is not indicative of future results.
4Source: Bloomberg.

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

Investments focused in Europe are increasing the impact of events and developments associated with the region, which
can adversely affect performance. Investments focusing on certain sectors and/or smaller companies increase their
vulnerability to any single economic or regulatory development.

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.
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DEFINITIONS

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.

Deflation  : The opposite of inflation, characterized by falling price levels.

Asset-Backed Securities Purchase Program  : Program initiated by the European Central Bank aimed at increasing the
availability of credit within the euro area by purchasing qualifying asset-backed securities.

Relative strength  : A momentum investing technique that compares the performance of a stock, exchange-traded fund
or mutual fund to that of the overall market.

Market Capitalization  : 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.

WisdomTree Europe SmallCap Dividend Index  : A fundamentally weighted index meant to measure the performance
of small-cap European dividend-paying equities weighted by cash dividends paid.

FTSE Developed Europe Index  : Measure of the performance of developed European companies, weighted by market
capitalization.

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.

S&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the Standard and Poor’s Index
Committee designed to represent the performance of the leading industries in the United States economy.
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