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So far in 2014, much attention has been paid to the record highs seen periodically in

U.S. markets1, responses to central bank and fiscal policies in Japan and Europe and even

t h e volatility and potential valuation case for emerging markets2. One market not

discussed as often is broad developed international equities. Results Are In: 2014  

Rebalance Each year, WisdomTree screens the universe of dividend payers in developed

international markets so that we can refocus the weights of constituents back to

relative value and away from simply holding increasing amounts of stocks that have

performed well. The rebalance was recently completed, suggesting that this is an

opportune time to review the positioning of our broad developed international Indexes.

WisdomTree’s Broad Developed International Indexes   

 • Currency

Exposure: As a baseline, we know that the MSCI EAFE Index has 30% to 33% exposure to

the euro, and about 19% to 21% exposure to both the yen and the pound3. In terms of

divergences of interest:   o Japanese yen:  The WT International MidCap and WT

International SmallCap Dividend Indexes have clear over-weights to the yen, compared to

the MSCI EAFE Index, whereas the other Indexes represent significant under-weights. o

Euro: The WT International Dividend ex-Financials Index is interesting for its nearly

36% exposure to Eurozone. This Index has performed strongly in 2014, helped by its

significant weight in European Utilities. o WT International Hedged Dividend Growth

Index: This is the only Index shown that is actually currency-hedged. Each of the other

Indexes will be impacted by the movements of their underlying currency exposures versus

the U.S. dollar, but this Index will not, making it very interesting for those thinking

that the macroeconomic picture suggests the potential for a strengthening U.S. dollar

relative to other developed-market currencies.   • Cyclicals vs. Defensives:   As one

looks from the WT International LargeCap Dividend Index down the continuum of the size

spectrum to the WT International SmallCap Dividend Index, there is a notable ramp up—

almost 25% (from 60.8% in large caps to 84.5% in small caps)—in terms of exposure to
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cyclical sectors. This fits with an important theme: those bullish on the prospects for

an economic recovery should consider small caps.   o It’s also worth noting that the

most “defensively positioned” index is the WT International Dividend ex-Financials

Index. We’ll be examining this Index more closely in a future blog post, but suffice it

to say that as defensive sectors, such as Utilities, have tended to outperform in 2014,

this Index has definitely benefitted. Shifting the Developed International  

Investment Paradigm  In U.S. markets, there is a lot of stratification—people will

think in terms of large cap versus small cap or value versus growth. However, in

developed international equities, the focus is primarily on the MSCI EAFE Index. Newer

indexes, such as the MSCI EAFE IMI Index, look to be more representative of the total

market opportunity—inclusive of mid-cap and small-cap stocks. But WisdomTree has been

providing options inclusive of all developed international dividend payers since June 1,

2006. In two subsequent blog posts, we will examine our International SmallCap Dividend

and International Dividend ex-Financials Indexes in greater detail.   For the full

research on the WisdomTree International Developed Indexes rebalance, click here.      

  1Refers to the S&P 500 Index, which has periodically achieved record highs from

12/31/13 to 5/31/14. 2Refers to the MSCI Emerging Markets Index for the period from

12/31/13 to 5/31/14. 3Source: Bloomberg, as of 5/31/14.

Important Risks Related to this Article

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

or political or economic uncertainty. Investments focusing on certain sectors and/or

smaller companies increase their vulnerability to any single economic or regulatory

development. Investments focused in Europe are increasing the impact of events and

developments associated with the region, which can adversely affect performance.

Investments focused in Japan are increasing the impact of events and developments

associated with the region, which can adversely affect performance.

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.

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

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

MSCI EAFE Index : is a market cap-weighted index composed of companies representative

of the developed market structure of developed countries in Europe, Australasia and

Japan.

WisdomTree International MidCap Dividend Index      : A fundamentally weighted index

that measures the performance of the mid-capitalization segment of the US dividend-

paying market. The Index is comprised of the companies that compose the top 75% of the

market capitalization of the WisdomTree Dividend Index after the 300 largest companies

have been removed. The index is dividend weighted annually to reflect the proportionate

share of the aggregate cash dividends each component company is projected to pay in the

coming year, based on the most recently declared dividend per share.

WisdomTree International Dividend ex-Financials Index      : Measures the performance

of high dividend-yielding stocks outside the financial sector. Selects the 10 largest

dividend-paying stocks within each sector outside of financials, then the resulting list

is weighted by dividend yield.

WisdomTree International Hedged Dividend Growth Index       : Designed to provide

exposure to the developed market companies while neutralizing exposure to fluctuations

between the value of foreign currencies and the U.S. dollar. Comprises companies from

the WisdomTree DEFA Index with the best combined rank of growth and quality factors.

Rate-Hedged : A bond portfolio that has offsetting positions in Treasury securities to

reduce interest rate risk.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.
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