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WE ARE STILL BULLISH ON EMERGING
MARKET EQUITIES FOR 2013

Jeremy Schwartz — Global Chief Investment officer
03/05/2013

Emerging market equities had a strong year in 2012, delivering returns in excess of 18%l.
while we believe emerging markets are currently some of the lone bright spots in terms
of global economic growth, emerging market equity performance is certainly not without
risk. In 2011, for example, the MSCI Emerging Markets Index was down 18.42%, and in 2008

it was down over 50%%. We believe one critical factor in judging the prospects for
emerging market equities 1is valuation-how expensive are the emerging market stocks? The
answer today: Not very expensive, in our view. And hence we are still bullish on
emerging market equities for 2013. Let’s review how we arrive at that conclusion.
Dividend Yield as a valuation Indicator for the MSCI Emerging Markets Index

1-Year Forward Performance Averages (12/31/1988-12/31/2012)
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Past performan ce is not indicative of future results. You cannot invest diractly in an index.

(For definitions of

terms 1in this chart, please see our Glossary.) we have conducted a review of the
calendar years since the MSCI Emerging Markets Index has been calculated, and have
subdivided the years into two groups. e “High Dividend Yield Years”: Years in which

the starting trailing 12-month dividend yield was above the median trailing 12-month
dividend yield for the MSCI Emerging Markets 1Index. The median trailing 12-month
dividend yield was 2.25%. o« “Low Dividend Yield Years”: Years in which the starting
trailing 12-month dividend yield was below the median trailing 12-month dividend yield
for the MSCI Emerging Markets Index. Based on the last 24 full calendar years of data
on the MSCI Emerging Markets Index, the current trailing 12-month dividend yield-2.69%
as of 1/31/2013-would rank as a Tow price point period. Higher trailing 12-month
dividend yields indicate that a greater amount of aggregate dividends has been generated
over the past 12 months relative to the current share price, while lower trailing 12-
month dividend yields 1indicate the opposite. e In the years following these higher

trailing 12-month dividend yields3, the MSCI Emerging Markets Index had returns that
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averaged 33.03%%. « During periods that ranked as more expensive for emerging markets,
with Tower trailing 12-month dividend yields, the average return over the 12 months that

followed was just 1.90%. « The average return for all 24 calendar years was 17.47%°.

This dramatic difference between “High Dividend Yield Years” and “Low Dividend Yield
years,” to us, is a significant signal for the valuation prospects of these equities.
Historical precedent has been supportive during High Dividend Yield Years such as we are
witnessing today, but of course past performance is no guarantee of future results. It
is also worth noting that: e« Four of the five best yearly return periods for the MSCI
Emerging Markets Index followed trailing 12-month dividend yields that ranked among the
five highest of all 24 calendar year returns. Notably, at the 2008 year-end, the
dividend yield on the MSCI Emerging Markets Index was 4.75% (the highest value) and the
12-month forward return of the index was 79.02% (the highest 12-month forward return). o
on the other hand, the Towest observed year-end trailing 12-month dividend yield for the
MSCI Emerging Markets Index was observed on December 31, 1999, and it was followed by
the second-worst of all 24 yearly returns studied, specifically -30.61%. Conclusion
while there are many ways to view equity valuation, we believe WwisdomTree’s approach
provides a simple indication as to whether the MSCI Emerging Markets Index might be
relatively more or less expensive when judged against its own historical record. As can
be seen, 1index performance following Tess expensive valuations has been drastically
different from performance that followed more expensive valuations, but of course past
performance 1is no guarantee of future results. For more information on the subject,

read our research here. lemerging market equities: MSCI Emerging Markets Index for

period 12/31/2011 to 12/31/2012; source: MSCI. Zsource: MSCI 3This refers to the 12
highest year-end trailing 12-month dividend yields falling above the median observation
of 2.25% within the 24-calendar-year complete dataset. The median is the value within a

dataset at which 50% of all observations occur above and 50% occur below. “This average
represents the average of 12 calendar years of performance for the MSCI Emerging Markets
Index that specifically follow a trailing 12-month dividend yield included among the 12

highest values over the period. This is not an average annual value. °The % represents a
simple average of each of the 24 calendar years taken individually. This dis not an
average annual figure.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Median trailing 12-month dividend yield : Dividends over the prior 12-months are

added up and divided by the current share price. Higher values indicate more dividends
are being generated per unit of share price.
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