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While the landscape implied by the global Dividend Stream® provides useful context for

global importance and can help inform allocation ideas, below we will focus on emerging

markets (EM). We’ll start the discussion with analysis of the WisdomTree Emerging

Markets Dividend Index, WisdomTree’s broadest measure of emerging market dividend

payers.   Three factors can affect country Dividend Streams: • Organic Growth:

Constituents that were already members of the Index over the prior year remain in the

Index and achieve Dividend Stream growth.   • New Entrants:  New constituents qualify

for Index membership and increase the total number of contributing components for a

particular country. Of course, this can also work the other way, in that constituents

can fail to retain their membership and thereby reduce the Dividend Stream. In an effort

to be more inclusive of Chinese securities, WisdomTree expanded its country

classification for China from being determined strictly by the country of incorporation

to either country of incorporation or country of domicile. As a result of the new China

classification, 169 Chinese companies were added to the Index, with 30 being

reclassified from the developed world and 139 being newly eligible.   • Currencies: A

currency can appreciate or depreciate compared to the U.S. dollar. The WisdomTree

Emerging Markets Dividend Index measures dividends in U.S. dollar terms, so currency

performance can impact constituent weights.   While the aggregate EM Dividend Stream was

down 0.7% between rebalance dates when measured in U.S. dollars, figure 1 shows just how

important currency weakness was to that number on a country-by-country basis.   Figure

1: Dividend Growth Rates in U.S. Dollars & Local Currency        
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 • For the broad 

WisdomTree Emerging Markets Dividend Index, currencies detracted almost 18% from the

year-over-year Dividend Stream growth, as the Dividend Stream in local currencies was up

approximately 21%. For reference purposes, assuming the old China classification

remained, the Dividend Stream would have been down more than 15.6% in dollar terms and

up 2.8% when measured in local currencies.   • The Negative Impact from Currencies:

Over the period, we witnessed broad dollar strength on anticipation of the Federal

Reserve (Fed) lifting off from its zero interest rate policy, which put pressure on both

developed and emerging market currencies. The Bloomberg Dollar Index, a broad

performance measure of the U.S. dollar against both developed and emerging market

currencies, was up 12.8% over the period. Two of the worst performing emerging market

currencies were the Brazilian real and the Russian ruble, depreciating more than 38% and

39%, respectively, during the period. So, although dividends in those countries were

relatively flat over the period, the currency impact caused the U.S. dollar Dividend

Stream to contract almost 40% for Russia and 39% for Brazil.   • India, Taiwan and 

South Korea Rise to the Top: All countries saw more than 25% dividend growth in local

terms and impressively were still able to record double-digit dividend growth in dollar

terms after incorporating the negative impact from currency. Both Taiwan and India had

relatively stable currencies compared to other emerging markets. Taiwan moved up a spot

to earn the title of second largest dividend-paying country and represents more than 14%

of the total stream. Over the past year, the South Korean government has passed reforms

that we believed would encourage higher dividends, and we saw that play out over the

past year. Although India’s growth rate is impressive, it is not a large dividend-paying

country due to unfavorable tax rules, so its impact on the total Dividend Stream is

minimal.   Incorporating a More Diversified China     China stands at the top with 74%

growth in U.S. dollars over this period. As a result of the expanded China

classification, this includes the addition of 169 companies that had a Dividend Stream

of $27.5 billion. For comparison purposes, assuming the old China classification

remained, the Dividend Stream for China would have fallen 12.5%. It is also important to

note that the currency return for China was 0.2% over the period because the above

returns measure only the dividends of Chinese H-shares, which trade in Hong Kong dollars

(HKD) and typically pay dividends in Hong Kong dollars, and the HKD was essentially flat

against the U.S. dollar over the period.   Figure 2: A Detailed Look at China     
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 For definitions of

terms in the chart, please visit our glossary.   • Characteristics: It is interesting

to note that the Hong Kong-incorporated securities displayed the highest median dividend

yield, almost 1% higher than the China-incorporated securities. Chinese securities

incorporated outside of China and Hong Kong displayed the highest median growth and

quality characteristics, recording more than 2% higher growth expectations and return on

equity compared to the median of all Chinese constituents.   • Performance: Although

the Hong Kong-incorporated securities saw the highest median performance over the most

recent five years, they have lagged the other two groups over the one- and three-year

periods. Chinese securities incorporated outside of China and Hong Kong displayed lower

median performance across all periods compared to the median performance of China-

incorporated securities and of all China securities.

Important Risks Related to this Article

Investments in emerging, offshore or frontier markets 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.

Dividends are not guaranteed, and a company currently paying dividends may cease paying

dividends at any time.

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

Dividend : A portion of corporate profits paid out to shareholders.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Bloomberg Dollar Spot Index (BBDXY)      : Tracks the performance of a basket of ten

leading global currencies versus the U.S. dollar. Each currency in the basket and their

weight is determined annually based on their share of international trade and FX

liquidity.

H-Share : A share of a company incorporated in the Chinese mainland that is listed on

the Hong Kong Stock Exchange or other foreign exchange.

Median : The median is the value within a dataset at which 50% of all observations occur

above and 50% occur below.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.
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