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In a blog post earlier this year, we discussed the outlook from a Financial Times

article entitled “The BRICs Are Dead, Long Live the TICKs.” The term “BRICs,” which

refers to Brazil, Russia, India and China, was coined by Jim O’Neill during his time at

Goldman Sachs. “TICKs” stands for Taiwan, India, China and South Korea and is a newer

term meant to capture the growth of more high tech, entrepreneurial industries in

emerging markets.   How Has the BRICs vs TICKs Paradigm Shifted? When the Financial

Times article was published on January 28, 2016, global equity markets were in turmoil.

Since that date:1 • The price of one barrel of Brent Crude oil went from $33.89 to

$46.97, an increase of almost 39%.   • Led by the Materials and Energy sectors, the MSCI

Emerging Markets Index rallied more than 28%.   • Commodities, as measured by the S&P

GSCI Index, were up almost 10%.   This conflagration of factors has pushed the advantage

to the BRICs—especially Brazil and Russia— in 2016, markets known for large companies in

the Energy and Materials sectors. The WisdomTree Emerging Markets High Dividend Index

tilts heavily toward the BRICs, predominantly through healthy exposures to energy and

materials companies in Brazil and Russia. It has been one of our top-performing equity

indexes in 2016. On the opposite side of the emerging markets spectrum is the WisdomTree

Strong Dollar Emerging Markets Equity Index (WTEMSD), which we were writing about back

in May as the best exemplification of TICKs-tilted exposure due to the fact that more

than 75% of WTEMSD weights are allocated to three of the TICKS—Taiwan, India and South

Korea.2 Energy and Materials—the best sector performers in emerging markets in 2016—are

also excluded from WTEMSD, as they are viewed as more vulnerable to a rising U.S. dollar

environment.   Emphasizing the BRICs Has Outperformed in 2016     
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Emerging Markets? While this may be the toughest question to conclusively answer, it is

among the most important to consider. We can think about a few potential scenarios:  

Scenario One: The Rally Continues     During the month of July 2016, we saw an

interesting phenomenon:3 • The price of a barrel of Brent Crude oil went from $49.68 to

$42.46, a decline of over 14%.   • The Materials sector was up 9.68%, but Energy was up

only 2.88%. Still, all 10 sectors were positive, giving investors an interesting data

point, as many would have initially expected that a significant drop in oil would be a

big headwind to emerging market equities.   • The WisdomTree Emerging Markets High

Dividend Index—which at present emphasizes Energy and Materials—was up nearly 6%,

outperforming the MSCI Emerging Markets Index by almost a full percentage point.   •

Because Information Technology was actually the second best-performing sector in the

MSCI Emerging Markets Index during the month (representing nearly 39% of the WT Strong

Dollar Emerging Markets Equity Index over the period), the WT Strong Dollar Emerging

Markets Equity Index actually also outperformed the MSCI Emerging Markets Index over the

period.   While this scenario may not occur, it does speak to some robustness that an

initial decline in oil didn’t lead to big negative performance, at least not yet.  

Scenario Two: The Rally Breaks and Emerging Market Equities Correct          With the

negative performance of recent years (2013, 2014 and 2015)4, the thought of a potential

correction is not yet far from investors’ minds. We would note a few items to remember,

in the event of a correction: • Corrections and “risk-off” environments have tended to

be characterized by a strengthening U.S. dollar, especially against emerging market

currencies.   • The WisdomTree Strong Dollar Emerging Markets Equity Index was created

to access emerging markets in a way that is less vulnerable to a rising dollar yet that

would not have to pay expensive hedging costs due to the high interest rates of emerging

markets.   • In looking at the underlying constituents of the WisdomTree Strong Dollar

Emerging Markets Equity Index, we can see that the beta—the potential sensitivity to

movements in the MSCI Emerging Markets Index—is approximately 0.82.5 How is this

achieved? The answer lies in avoiding the relatively higher-beta sectors of Energy and

Materials, while also putting significant exposure in Information Technology and

Consumer Discretionary.   The current narrative for emerging markets has been reliant on

a relatively weak U.S. dollar and rising commodity prices, which favors the BRICs over

the TICKs, and the WisdomTree Emerging Markets High Dividend Index in particular. For

those who view the future as more TICKs oriented and less centered on the BRICs, the

WisdomTree Strong Dollar Emerging Markets Equity Index is a worthy unique representation

of stocks for a shifting focus in emerging market strategies, in our view.        

1Sources for bullets: WisdomTree, Bloomberg, with data for period 1/28/16–8/12/16.

2Sources: WisdomTree, Standard & Poor’s, with data as of 8/12/16. 3Sources for bullets:

WisdomTree, Bloomberg, with data for period 6/30/16–7/31/16. 4Source: Bloomberg. Universe

of emerging market equities is the MSCI Emerging Markets Index. 5Source: Bloomberg, with

beta measured against the MSCI Emerging Markets Index for a one-year horizon, measured

as of 8/12/16.

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.

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
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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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DEFINITIONS

MSCI Emerging Markets Index     : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

S&P GSCI Index : leading measure of general commodity price movements and performance

over time.

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.

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

Beta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.
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