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Income is the story of the day—notably the lack of any reasonable levels of income from such traditional 

sources as bonds and money market investments. This has caused many to search for income in a variety 

of asset classes; from large-cap, blue-chip dividend payers to real estate investment trusts (REITs) to 

preferred stocks to master limited partnerships (MLPs)—if it produces a good income stream, it has been 

in high demand in recent years. There is a big part of the U.S. equity market that I believe has—to a 

significant extent—been glossed over and ignored in this hunt for income, and that is mid- and small-cap 

dividend payers in the United States. The Forgotten Dividend Payers While there are a large number 

of dividend-based exchange-traded funds (ETFs) that concentrate on the large-cap segment of the 

market, I believe there are only two indexes (and ETFs designed to track them) in the United States 

focused exclusively on stocks outside this size segment: the WisdomTree MidCap Dividend Index (with 

the WisdomTree MidCap Dividend Fund—DON—designed to track it) and the WisdomTree SmallCap 

Dividend Index (with the WisdomTree SmallCap Dividend Fund—DES—designed to track it). Mid- and 

small-cap ETFs in general represent a very large category of traditional asset allocation models for U.S. 

equities and two of the biggest market segments within ETFs. There are almost $60 billion invested in 

small-capitalization ETFs and close to another $60 billion invested in mid-capitalization ETFs. Collectively, 

these two market segments represent over 20% of the approximately $514 billion invested in U.S.-based 

equities focused on broad market indexes. Yet while U.S.-based dividend ETFs collectively represent 

almost $49 billion in assets, or about 9% of U.S. equity assets under management, there are less than 

$1 billion combined in the mid- and small-cap dividend category. Based on the investable opportunity 

sets, I believe these mid- and small-cap dividend funds should be much larger. Consider this: Market 

Capitalization as a Measure of Potential Opportunity
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(For Index definitions, go to Glossary.) There are more than $10.5 billion invested in either ETFs or 

exchange-traded notes tracking the performance of the Alerian MLP Index, and more than $20 billion in 

ETFs designed to track the Dow Jones U.S. Real Estate Index and the MSCI U.S. REIT Index. Based on 

the aforementioned market capitalization statistics, I believe the biggest investment opportunity set by far 

exists in the ETFs that track the WisdomTree MidCap and SmallCap Dividend Indexes—and there is less 

than $1 billion invested in these funds. Moreover, the dividend yields have recently been fairly competitive 

with these smaller market segments. Indexes Indicate Similar Yield Levels: Trailing 12-Month Index 

Dividend Yields, As of 1/31/2013
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We recognize the inherent differences in methodology and market segments between these particular 

indexes, but we feel that the one common element—that many people consider these types of asset 

classes, be it real estate, REITS, MLPs and dividends--as income generators. Through the common theme 

of “income generation,” we believe there is merit to the comparison, but we acknowledge that people 

should consider the differences in potential risk profiles between these asset classes when conducting 

any analysis. How Much to Allocate? What would be an appropriate allocation to the mid- and small-cap 

dividend segments within an income-focused allocation? We believe that a good place to start could be an 

analysis of the exposure of mid- and small-cap stocks in broad market capitalization-weighted indexes. 

Of course, every investor will have different investment needs and should work with their investment 

advisor to determine the right balance for their needs. Percentage of Market Cap Index: If we look at 

the Russell 3000 Index—one of the most often-cited measures of large-, mid- and small-cap equities 

in the United States—17.5% of the index comprises mid-cap stocks (defined here as those with market 

caps between $2 billion and $10 billion), while 6.6% is in small-cap stocks (defined here as those with 

market caps below $2 billion), for a combined mid- and small-cap weight of approximately 23%. This is a 

similar share as what we saw earlier in terms of the proportion of mid- and small-cap allocations across 

U.S.-focused ETFs. Percentage of Dividend Index: Within the universe of U.S. dividend payers, and 

using the same market capitalization breakpoints as the Russell 3000 Index, 13% of the WisdomTree 

Dividend Index comprises mid-cap stocks and 4% is small-cap stocks. We believe that these could be 

good starting baseline allocations. Many people often over-weight mid- and small-cap segments when 

it comes to their breakdown vs large caps in asset allocation. and the same can be done compared 

to large-cap dividend ETFs. WisdomTree’s Jeremy Schwartz discusses the case for investing in 

Emerging Markets equities with Michael Johnston of ETF Database. Hear the podcast. Source for 

data in this article: Bloomberg, as of 1/31/2013.
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Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Funds focusing their invest-

ments on certain sectors and/or smaller companies increase their vulnerability to any single economic or 

regulatory development. This may result in greater share price volatility. Please read the Funds’ prospectus 

for specific details regarding the Funds’ risk profile.
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