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Both the Indian equity market and the Indian rupee have experienced strong bouts of

volatility in recent years. Amid the noise of central bank actions and macro-related

policy debates, WisdomTree rebalanced its India Earnings index on September 20—the same

day the new governor of the Reserve Bank of India (RBI) made his first policy

announcement. The timing of this Index rebalance and central bank meeting was a

coincidence—the Index rebalance occurs at the same time every September. Each year,

WisdomTree calculates the Earnings Stream of India’s equity market to identify firms

that have generated positive cumulative profits. Qualifying companies are weighted by

their proportionate contribution to the total Earnings Stream. • Firms whose price

levels have declined but whose earnings have either remained constant or grown tend to

see increases in their weights at the rebalance. This rules-based methodology applies a

disciplined focus to firms’ fundamentals and relative valuations. Sector Weight

Changes and Measures of Potential Rupee Sensitivity In the trailing 12 months prior

to the rebalance date (September 20, 2013), India’s equities as measured by the

WisdomTree India Earnings Index (WTIND) delivered returns of -13.2%. Given that the

rupee declined more than 14% over this period, the currency move explains the Index

decline. But there were big divergences among sectors that led to shifts in sector

weights at the rebalance. One factor that was important in explaining the sector

performance was each sector’s sensitivity to the currency, so in the below analysis we

list those sector correlations. Analysis of Sector Changes in Weight and Rupee      

Sensitivity  1 As of

9/20/2013, before rebalance weights went into effect. 2 Performance of specified sector from 9/21/2012 to

9/20/2013. 3 As of 9/20/2013, after rebalance weights went into effect. 4 From 8/31/2010 to 8/31/2013. For

definitions of terms in the charts, please visit our Glossary. There were five sectors

in this Index that underperformed and five sectors that outperformed. Some notable
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points: • The Underperformers:  This group consisted of Industrials, Utilities,

Materials, Financials and Energy. Their average return over the period was worse than -

25%, about 12% worse than the performance of WTIND (-13.2%). These underperforming

sectors received about 5% additional weight at this year’s annual rebalance screening.

The greatest two weight increases were to Financials and Utilities, whereas Energy and

Industrials were largely unchanged in weight. • The Outperformers:  This group

consisted of Consumer Discretionary, Health Care, Consumer Staples, Information

Technology and Telecommunication Services. Their average return over the period was

approximately 11%, about 24% better than the performance of WTIND as a whole. The

outperformers saw their weight reduced by 5%. The greatest reduction in weight came from

Information Technology and Consumer Discretionary. • Correlation to the Rupee— 

Results: The sectors that underperformed were the ones most correlated to the rupee, in

particular Financials, Energy, Industrials and Utilities. One factor causing this high

correlation could be these companies’ issuance of dollar-denominated debt . When the

local currency declines, it causes their debt levels to rise because it costs more

rupees to pay off their debt.     o Companies that have revenue in U.S. dollars, for

example the exporters, benefit from a weaker rupee; the        Technology sector is one

of most prominent sectors whose companies can be said to have benefited on a

       revenue basis from the weakening rupee and which also had little dollar-

denominated debt. • The actions taken by the new head of the central bank to provide

discounted loans to financials represented a large change in sentiment and helped

alleviate the pressures they faced from the declining rupee on their dollar-denominated

debt—it may mark a turning point for these companies. • Rebalance Results: By shifting

weight toward the Financials sector and away from the Technology sector, the correlation

of the India Earnings Index to the currency change has the potential to become a bit

more sensitive by adding more weight to a sector that is highly correlated to the rupee

and taking weight away from the Tech sector, which is less correlated to the rupee.

Conclusion Volatility in the markets creates the potential for opportunity to take

stock of fundamentals and identify when stock prices have moved more than is justified

by changes in the relative value of companies or markets. This year’s annual rebalance

in India was such a time when there were large changes in many asset prices. We took

this opportunity to add weight to Financials and Utilities, two sectors that

underperformed, while taking weight away from sectors that performed relatively well:

Technology. We believe this disciplined, rules-based rebalance is a key way to add value

to our indexing approach.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Foreign

investing involves special risks, such as risk of loss from currency fluctuation or

political or economic uncertainty. Investments in emerging, offshore or frontier markets

such as India are generally less liquid and less efficient than investments in developed

markets and are subject to additional risks, such as risks of adverse governmental

regulation and intervention or political developments. You cannot invest directly in an

index.

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)
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 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

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

WisdomTree India Earnings Index     : A fundamentally weighted Index that measures the

performance of companies incorporated and traded in India that are profitable and that

are eligible to be purchased by foreign investors. Companies are weighted in the Index

based on their earnings in their fiscal year prior to the Index measurement date,

adjusted for a factor that takes into account shares available to foreign investors.

Earnings Stream® : Earnings per share x the number of shares outstanding. For an index,

these totals are added for all constituents.

Fundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.

Relative value : The relationship between a particular attribute, e.g., a dividend, and

the firm’s share price compared to that of another firm.

Correlation : Statistical measure of how two sets of returns move in relation to each

other. Correlation coefficients range from -1 to 1. A correlation of 1 means the two

subjects of analysis move in lockstep with each other. A correlation of -1 means the two

subjects of analysis have moved in exactly the opposite direction.

Dollar-denominated debt : Debt that is issued in U.S. dollars and must be paid in U.S.

dollars. If the issuer’s local currency depreciates against the U.S. dollar, it becomes

more expensive for the issuer to pay off the debt; if the issuer’s local currency

appreciates against the U.S. dollar, the debt obligation becomes less expensive.
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