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Market corrections are like forks in the road. One road may lead to the next bear

market. The other may lead to all-time highs. It’s hard to know in the moment what the

future path holds or which road to take, especially as bull markets age. This is one of

the reasons investors who try to time or trade the market miss out on its long-term

returns.

 

For example, when U.S. stocks last experienced a 10% decline some two years ago, it took

six months before stocks successfully retested their correction lows. But investors who

were not spooked by the 10% declines in August 2015 and February 2016 were rewarded with

another 60% gain in the S&P 500 through January 2018. In long-lasting bull markets,

sometimes the risk is not selling too late, but selling too early.

 

If you are later in life and cannot endure the potential for another 20% to 40% drop in

the equity portion of your portfolio, you must respect the violent fluctuations in stock

prices in early February 2018. If this is the beginning of the next bear market, you may

be well served to realize some past profits and redeploy to cash or shorter-term fixed

income.

 

But if you are younger—or if you are older, well diversified and can endure greater vola

tility—you may view the recent sell-off as a buying opportunity. And some advisors who

rebalanced client portfolios in January may see this moment as an early opportunity to

harvest short-term losses for clients in taxable accounts.

 

Investors in this second group may also see the present moment as an opportune time to

upgrade positions in their emerging market equity allocations. Compared to the S&P 500,

EM equities trade at a lower multiple, are experiencing faster earnings growth and are

poised to benefit from strong global gross domestic product (GDP) growth and a

relatively benign U.S. dollar.

 

Right now, we may be at an important inflection point in emerging market equities, where

value stocks, particularly in the higher-dividend-yielding segment of the market, begin

once again to outperform EM growth stocks. In four of the last five years, for example,

the MSCI EM Value Index underperformed the MSCI EM Growth Index. But year-to-date that

has reversed, with MSCI EM Value outperforming MSCI EM Growth, while the MSCI Emerging M

arkets High Dividend Yield Index is beating both.

 

To help visualize this relationship, we have created a ratio between the MSCI Emerging

Markets High Dividend Yield Index and the MSCI Emerging Markets Growth Index and tracked
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that ratio through time over the past six years, the longest period for which real-time

returns exist for both Indexes.

 

Returns of MSCI EM High Dividend Index Compared to MSCI EM Growth Index, 2012–

2018

For definitions of terms in the graph, please visit our glossary.

 

After peaking in 2013 and zigzagging throughout 2015, the higher-dividend-yielding

segment of emerging markets trended downward through the end of 2017 on a relative basis

when compared to MSCI Growth. That ratio bottomed out in January 2018 and has since

rebounded sharply, crossing through the 50-day moving average and reversing the trend of

that 50-day moving average with the most robust uptrend since late 2016.

 

We believe one of the best ways to get exposure to both the value segment of emerging

markets and the higher-dividend-yielding stocks within that segment is through the Wisdo

mTree Emerging Markets High Dividend Index. Each year, the Index selects companies whose

trailing 12-month dividend yields rank within the top 30% of the WisdomTree Emerging

Markets Dividend Index, an Index that seeks to measure the performance of all investable

dividend-paying companies in emerging markets with market capitalizations of at least

$200 million.

 

Because both Indexes weight their components annually based on the U.S. dollar value of

the cash dividends paid over the prior 12 months, both Indexes typically exhibit higher 

dividend yields than comparable cap-weighted indexes. What the graph above does not show

is how such dividend- weighted exposures in the emerging world have performed over the

past 10 years. And while they have lagged over the last three- and five-year periods,

over the full market cycle of the last decade, both WisdomTree Indexes generated excess

returns compared to the MSCI Emerging Markets Index—and they did so while exhibiting

lower volatility.

 

Risk and Return Date for WisdomTree Emerging Markets Dividend Indexes vs. MSCI          

EM Index
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For definitions of terms in the graph, please visit our glossary.

 

Conclusion

 

After a period of relative underperformance, value is making a comeback in emerging

markets, led by its higher-dividend-yielding stocks. For investors looking to re-

establish or add to allocations in emerging market equities, WisdomTree’s two dividend-

weighted strategies provide potential to increase dividend income, reduce volatility or

increase long-term returns compared to traditional “beta” exposures.

 

For investors looking to maximize yield, the WisdomTree Emerging Markets High Dividend F

und (DEM), which tracks the WisdomTree Emerging Markets High Dividend Index, remains

WisdomTree’s most appealing option in emerging markets. For investors seeking broader

exposure while minimizing costs, the WisdomTree Emerging Markets Dividend Fund (DVEM),

which tracks the WisdomTree Emerging Markets Dividend Index, allows investors to own the

dividend-paying portion of emerging markets while increasing yield compared to major

cap-weighted benchmarks. Since their respective inceptions more than a decade ago, both

WisdomTree Indexes have generated alpha compared to the MSCI Emerging Markets Index

while lowering risk compared to that established benchmark.

Important Risks Related to this Article

There are risks associated with investing, including 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. Heightened

sector exposure increases the Fund’s vulnerability to any single economic, regulatory or

other development impacting that sector. This may result in greater share price

volatility. The Fund invests in the securities included in, or representative of, its

Index regardless of their investment merit, and the Fund does not attempt to outperform

its Index or take defensive positions in declining markets. Due to the investment
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strategy of this Fund, it may make higher capital gain distributions than other ETFs.

Please read the Funds’ prospectus for specific details regarding the Funds’ risk

profile.

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

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

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.

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Correction : A drop of 10% or greater in an Index or stock from a recent high.

Bear market : A sustained downturn in market prices, increasing the chances of negative

portfolio returns.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Bullish : a position that benefits when asset prices rise.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

MSCI Emerging Markets Value Index : A market capitalization-weighted subset of stocks

in the MSCI Emerging Markets Index that have lower share prices relative to their

earnings per share, dividends per share, or lower prices relative to other financial

metrics.

MSCI Emerging Markets Growth Index      : A market capitalization-weighted subset of

stocks in the MSCI Emerging Markets Index that have higher share prices relative to

their earnings or dividends per share.

MSCI Emerging Markets High Dividend Yield Index        : Index designed to reflect the

performance of equities in the MSCI Emerging Markets Index with higher than average

dividend yields that are both sustainable and persistent and exhibit quality fundamental

characteristics.

12-Month Yield : The sum of the per-share dividends over the last 12 months, divided by

the fund’s current net asset value (NAV.)

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

Market Capitalization   : Market cap = share prices x number of shares outstanding.

Firms with the highest values receive the highest weights in approaches designed to

weight firms by market cap.

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

each year relative to its share price.

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.

Alpha  : Can be discussed as both risk-adjusted excess return relative to a specific

benchmark, or absolute excess return relative to a benchmark. It is sometimes more

generally referred to as excess returns in general.
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