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One of the most disappointing countries in the emerging markets—and where many have the

most concerns—is China. There remains a lively debate about what a slowing economic

landscape means for China, other emerging markets and even the entire world. These

concerns have caused the Chinese equity markets to trade at depressed valuations, and

sentiment remains mostly negative. Recently we wrote that positive earnings

announcements by large, state-owned financials, coupled with rising payments of cash

dividends, might indicate that the problems many have forecast have yet to materialize.

I want to expand the dividend analysis we did on Chinese financials here to a broader

set of Chinese equities to showcase how the broader Chinese market dividends have been

growing. Given the negative sentiment toward China, and positive underlying trends in

cash flows from these companies, China may indeed represent significant opportunities

for income-oriented investors. Chinese Dividend Growth To expand our dividend analysis

beyond the large financials, I examined all Chinese companies in the WisdomTree Emerging

Markets Dividend Index, our broadest emerging market Index. A majority of Chinese firms

are annual payers, and we have just passed through the typical dividend announcement

cycle, with 54 of the 76    firms in the Index announcing a dividend increase. • The

aggregate Dividend Stream® growth for these 76 Chinese firms was 10.7%, or an increase

from $25.2 billion to $27.9 billion. In the graph below, I will chart the percentage

change in the Dividend Stream, broken down by sector.   Chinese Sector  Dividend

Stream Growth   •

Consumer Discretionary Displayed Highest Growth     – Growth in the sector was driven

by dividend increases from automobile companies. Great Wall Motor Company, Guangzhou

Automobile Group and Dongfeng Motor Group all announced increases of more than 20%. I

think this news is very positive and indicates that these companies have been increasing

their internal cash flows and have an optimistic view of the future economy, potentially

even signaling a growing class of domestic consumers.   • Financials Remain Largest 

Payers – The top seven Dividend Stream increases were all financial firms, and the

sector remains the largest dividend-paying sector within the Index. I find it impressive

that, despite having the largest payers, the sector was still able to outpace the total

Index growth rate. More than 80%, or 14 out of 17 financial firms in the Index, grew

their dividends by a total of 12.7%, about 2% above China’s total growth.   • Energy
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and Materials  – These were the only two sectors that saw a Dividend Stream decrease.

These two sectors have been laggards across all regional markets, mainly resulting from

a slowdown in global growth and the rebalancing in China toward a consumer-driven

economy and away from infrastructure- and investment-led growth. The two largest dollar

decreases were both coal companies, a segment of the energy market particularly hard hit

over the past few years due to demands for cleaner-burning energy and competition from

increased natural gas production. Small Caps Also Pay Dividends When investors think

of dividends, they tend to think of mature large-cap companies as their primary source.

As a result, many investors may mistakenly overlook small-cap equities as attractive

income options. The above analysis included 34 firms that are constituents in the

WisdomTree Emerging Markets SmallCap Dividend Index. More than 70%, or 24 of the 34

firms, increased their dividends, led by the Industrial sector with 14 firms. I find the

dividend increases among smaller-capitalization firms to be a positive signal for the

direction of the local economy because companies typically raise dividends when they are

optimistic about their future profitability. Also, smaller firms tend to be more

sensitive to the economic growth cycle, and their revenues are tied more closely to the

domestic consumer. The dividend policy of these small-cap firms will be an important

indicator to watch while the Chinese government transitions the economy from export-led

growth to growth that’s focused more on domestic demand, with the recent dividend

increases being constructive. Conclusion While great uncertainty remains over the

success and trajectory of the Chinese economy and its financial markets, I can’t help

but ask if many are too pessimistic given the positive trends in dividends, an important

underlying fundamental signal. I feel the broad-based dividend growth across size

capitalization and among a majority of sectors is a positive starting point for a

potential turnaround, and the price-versus-valuation divergence presents an interesting

investment opportunity. For current holdings of the WisdomTree Emerging Markets Dividend

Index, please click here.

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 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. Investments focused in China may

increase the impact of events and developments associated with the region, which can

adversely affect performance. Dividends are not guaranteed, and a company’s future

ability to pay dividends may be limited. 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.

WisdomTree Emerging Markets Dividend Index      : A cash dividend-weighted Index

measuring the performance of dividend-paying equities incorporated within emerging

markets.

Dividend Stream : Refers to the regular dividends per share multiplied by the number of

shares outstanding.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer

to companies with a market capitalization value of more than $10 billion. Large cap is

an abbreviation of the term “large market capitalization”. Market capitalization is

calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

WisdomTree Emerging Markets SmallCap Dividend Index       : A subset of the WisdomTree

Emerging Markets Dividend Index measuring the performance of the smallest firms by

market capitalization weighted by cash dividends.

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

opposed to changes in share price.
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