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If you were to distill WisdomTree’s views on asset allocation right now, we like high-

quality stocks with low valuations that pay high levels of dividends. The region where

we’re seeing these views shine the most is in emerging markets. Despite the uncertain

outlook for China, we think these three factors can continue to shine in the coming

months.

Persistent Outperformance

We first launched the WisdomTree Emerging Markets High Dividend Fund (DEM) back in 2007.

While the narrative around emerging markets has changed significantly since that time,

we are continuing to see our approach to EM add value compared to market cap-weighted

approaches. As we show below, DEM is outperforming on a one-month, three-month, year-to-

date, one-year, three-year, five-year and since-inception basis.

DEM vs. MSCI Emerging Markets Index

For the most recent month-end performance and SEC Standardized performance,        

click here.

What’s Driving Returns?

Drilling deeper into the numbers, we examine the three factors that we think are most

responsible for generating outperformance over market cycles.

Dividends for the Long Run

In a recent piece, we showed that dividends accounted for nearly 30% of total returns fo
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r the S&P 500 Index going back to 1957. This is rather remarkable given that dividend

yields for the U.S. have been below 2% as companies focused on share buybacks rather

than dividends as a way of returning capital to shareholders. In emerging markets,

nearly 86% of the investable universe pays dividends versus only 73% in the U.S.1 are

north of 4%. For this reason, we believe focusing on dividend payers is one way to

increase income potential, but also deliver attractive long-term performance.

In the table below, by breaking the market into five separate groups based on dividend

yield, we show that since inception, the highest-yielding quintile of the MSCI Emerging

Markets Index delivered the highest total returns. While not always the case, the most

direct way to add value over this time period would be by shifting weight into the

highest-yielding segments of the market as we do in the WisdomTree Emerging Market High

Dividend Index.

Dividends Driving Returns: 5/31/07–8/31/23 Attribution of WTEMHY vs. MSCI EM        

Index

Valuations

Over the medium term, we believe valuations matter. While emerging markets tend to trade

at discounted valuations relative to developed markets on account of structural factors

and risk, allocating to cheaper segments within emerging markets has also been a strong

differentiator for returns.

Over the last three years, high flying stocks, predominantly from China, have struggled

to deliver on elevated expectations from the market. By contrast, anchoring a portfolio

to low P/E stocks has been a solid way to deliver double-digit returns on an annualized

basis. While some investors may feel concerned that they “missed the trade,” DEM has

consistently traded at a less than 10 times P/E ratio over this period. This contrasts

to the broader market that has ranged from 11 times to 22 times.

Valuations Matter: 8/31/20–8/31/23 Attribution of WTEMHY vs. MSCI EM Index
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Quality

Quality is perhaps the most important factor globally at the moment. Investors are

continuing to reward companies that are able to generate attractive levels of return in

capital-efficient businesses. Over the past year, companies generating the highest

return on equity (ROE) delivered double-digit returns whereas companies at the bottom of

the quality spectrum struggled. In our view, the combination of high-quality companies

with attractive dividend yields remains one of our preferred ways of owing emerging

markets for the long run.

Quality Rewarded in EM: 8/31/22–8/31/23 Attribution of WTEMHY vs. MSCI EM Index
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While investing in emerging markets continues to carry risks not generally associated

with more developed markets, we believe focusing on fundamentals can add value over

market cycles. By focusing on high-quality companies that pay attractive dividends, our

valuation-sensitive approach to EM has delivered consistent returns that have generated

excess returns versus the market.

 

 

1 Source: WisdomTree, as of 8/31/23.

Important Risks Related to this Article

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

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

or political or economic uncertainty. Funds focusing on a single sector generally

experience greater price volatility. 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, intervention and political developments. Due to the investment strategy of

this Fund it may make higher capital gain distributions than other ETFs. Dividends are

not guaranteed, and a company currently paying dividends may cease paying dividends at

any time. Please read the Fund’s prospectus for specific details regarding the Fund’s

risk profile.

For the top 10 holdings of DEM please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/dem

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.

Related Blogs

+ EM Small-Caps: Attractive Valuations and Dividends
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Related Funds

+ WisdomTree Emerging Markets High Dividend Fund

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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