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WisdomTree’s Chief Investment Strategist, Luciano Siracusano (L.S.), its Director of

Research, Jeremy Schwartz (J.S.), and its Head of Fixed Income and Currency, Rick Harper

(R.H.), sat down in mid-December to reflect on 2014 and discuss the forces that could

impact global financial markets in 2015. Below, we highlight the areas that look

attractive based on valuations. To read the full report, please click here.   Q: When

you look across asset classes, where are you attracted based on valuations?             

L.S.: After the 25% sell-off in large-cap U.S. energy stocks, Exxon1 trades at 11 times

trailing earnings and now sports a dividend yield north of 3%. As we speak now in mid-

December, Chevron2 and ConocoPhillips3 exhibit dividend yields north of 4%. 2015 earnings

estimates have come down, and in Exxon’s case, they now stand about 20% below what the

energy producer is projected to earn in 2014. But even that 2015 estimate, about $6.00

per share, is more than twice Exxon’s projected dividend payment for 2015, $2.76. So I

think the dividends being paid by these larger U.S.-based companies are sustainable, and

I think they will help compensate investors until oil prices stabilize and start rising

again. There are substantive reasons why oil and gasoline prices have come down. The

U.S. used less oil as a percentage of its gross domestic product (GDP) than it used to.

With greater concentrations of younger Americans living in urban areas, and with one in

five millennials living in poverty, we are likely seeing fewer younger people logging

the driving miles that previous generations did. The U.S. did become a net exporter of

oil in 2014, exporting several hundred thousand barrels a day, as a result of the shale

oil revolution in the States. So I think lower oil prices will continue to be a boost in

2015, but I think the odds of oil trading in the mid-$60s to low $70s a year from now

are greater than oil changing hands at $40 a barrel.   J.S.: In the United States, I

believe the most attractive segment of the market from a pure valuation standpoint

remains large-cap U.S. dividend growth stocks. These stocks (represented by the

WisdomTree U.S. Dividend Growth Index) grew aggregate dividends more than 4 percentage

points faster than did the typical high-dividend-yield stock (represented by the

WisdomTree Equity Income Index) even though their dividend yields are just 1.5

percentage points lower than the high-yield stocks. On a price-to-earnings (P/E) ratio

basis, these growth stocks sell at similar multiples to the high-yield stocks and make

them attractive candidates given their higher growth characteristics. In the developed

world, Japan remains a surprisingly cheap market on a P/E ratio basis despite its strong

gains over the last two years. This is because Japan’s earnings in aggregate have been

increasing more than its aggregate stock prices. This remains one of the most attractive

regions in global markets from a valuation standpoint—as earnings momentum looks

stronger than other regions, and it has relatively low prices to its own history and to

other markets. Europe is selling at approximately a 10% to 15% discount to the U.S.

markets. This discount may be warranted for parts of Europe that are experiencing more

sluggish growth than the United States, but if the weak euro boosts exports relative to

the exporters of the United States, there could be some positive momentum out of

European exporters. EM high-dividend stocks are currently the cheapest part of global

equity markets on a dividend yield and P/E ratio basis. But these stocks have high

sensitivity to China’s growth rates and oil prices—two unknowns entering 2015. If oil

prices rebound, I believe the EM high-dividend payers will be the biggest beneficiaries.

  R.H.: While I would tend to agree with Luciano and Jeremy that valuations across most
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equity markets are largely more attractive than many fixed income markets, the need for

portfolio balance remains. Given our expectation about the strengthening domestic

economy, the recent backup in credit spreads creates selective opportunities in the

corporate bond markets. The underperformance of high-yield relative to investment-grade

corporates and Treasuries has been particularly pronounced this year. Energy-related

credits have been distinctly punished. Greater stability in energy prices would create

tactical opportunities, particularly in energy issuers that are traditionally cash rich.

EM corporate debt is another long-term opportunity, although it too is experiencing

near-term headwinds. In Q1 2015, ongoing concerns about the path of the Federal

Reserve’s transition and perennial concerns about a Chinese hard landing are likely to

be debated. Still, with spreads at their widest levels in the last two years and all in

yields in the mid-5%, the largely investment-grade sector provides attractive potential

going forward.         1Exxon Mobil had 2.93% weight in WT Dividend Index, 5.52% weight

in WT Dividend Growth Index, 5.13% weight in WT Equity Income Index and 3.25% weight in

WT Earnings Index as of 12/26/14. 2Chevron Corp. had 2.08% weight in WT Dividend Index,

4.18% weight in WT Equity Income Index and 1.91% weight in WT Earnings Index as of

12/26/14. 3ConocoPhillips Co. had 0.93% weight in WT Dividend Index, 1.87% weight in WT

Equity Income Index and 0.67% weight in WT Earnings Index as of 12/26/14.

Important Risks Related to this Article

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

or political or economic uncertainty.

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)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph
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and Brian Manby are registered representatives of Foreside Fund Services, LLC.

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

each year relative to its share price.

Earnings per share    : Total earnings divided by the number of shares outstanding.

Measured as a percentage change as of the annual Index screening date compared to the

prior 12 months. Higher values indicate greater growth orientation.

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

Gross domestic product (GDP)     : The sum total of all goods and services produced

across an economy.

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.

WisdomTree U.S. Dividend Growth Index      : A fundamentally weighted index designed to

track the performance of dividend-paying companies in the U.S. that WisdomTree believes

have the potential to increase their dividends due to certain factors, which include

estimated earnings growth, return on equity and return on assets. Weighting is by

indicated cash dividends.

WisdomTree Equity Income Index : Measures the performance of the 30% highest-yielding

dividend-paying equities within the WisdomTree Dividend Index, weighted by indicated

cash dividends.

Credit spread   : The portion of a bond’s yield that compensates investors for taking

credit risk.

Corporate bond buying : the act of purchasing corporate bonds.

High Yield : Sometimes referred to as “junk bonds,” these securities have a higher risk

of default than investment-grade securitie.

Investment grade   : An investment grade is a rating that signifies a municipal or

corporate bond presents a relatively low risk of default.

Treasury : Debt obligation issued by the U.S. government with payments of principal and

interest backed by the full faith and credit of the U.S. government.
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