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Looking at equity market, one theme this year is that the U.S. has been outperforming

global markets, both developed international and emerging markets.1 However, looking

within the U.S., real estate has performed particularly well. Through November 10, 2014:

  • The S&P 500 Index (U.S. Equities) is up 12.2%. • The Dow Jones U.S. Select Real

Estate Securities Index (U.S. Real Estate) is up more than 2x that: 27.9%.   But what

about outside of U.S. markets? Equities vs. Real Estate: U.S. & Ex- U.S. Markets

 For definitions of

terms and Indexes in the chart, visit our glossary. • Global ex-U.S. Real Estate  

Outperforms Global ex-U.S. Equities:    Just as we observed in the U.S., real estate

also outperformed broad equity markets in the global ex-U.S. space.   - Australia, Hong

Kong and Singapore exposures within Global ex-U.S. Real Estate are notable. Each

averaged a double-digit weight for the year-to-date period, and each delivered strongly

positive performance. - Negative performance at the country level over this period was

limited for Global ex-U.S. Real Estate—the only markets that were negative with

exposures greater than 1.0% were Japan, China and Brazil. In the case of Brazil and

Japan, significant portions of those returns were currency-driven.   So, Is Real 

Estate Still Attractive? Both within and outside of the U.S., real estate outperformed

broader markets. However, behind Global ex-U.S. Real Estate is an important rebalancing

methodology that brings constituent weights back toward a measure of relative value—

something that is especially important after periods of strong performance. This occurs

once per year and is based on a screening run on September 30.   U.S. Real Estate does

not rebalance back toward a measure of relative value. • Valuation Impacts of 

Rebalance: The rebalancing mechanism within Global ex-U.S. Real Estate focuses on

dividends, so it isn’t surprising if the dividend yield of the Index increases—a fact

that we observed this year, going from 4.3% to 4.5%. The price-to-earnings (P/E) ratio

is not directly focused upon as part of the rebalance, but it did drop slightly, from

10.4x to 10.3x. Since it’s true that a P/E ratio may not be the best valuation ratio to

use for real estate, we also note that the price-to-book ratio was unchanged, holding
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steady at 0.95x.2   • Important Country Impact of Rebalance: Generally speaking, the

country exposures of Global ex-U.S. Real Estate did not shift to a great degree, but one

shift in particular is worth noting. The rebalancing process ended up adding 1.6% to

Japan. During 2014 leading up to September 30, real estate within Japan was a poor

performer, so it makes sense that weight was added to an underperforming market.

However, as of an October 31, 2014, announcement, we also know that the Bank of Japan

has tripled its annual purchases of Japanese real estate investment trusts (REIT)s,

pursuant to its quantitative and qualitative monetary easing policy.3 It’s possible that

this could be a catalyst for better performance out of Japanese real estate, but only

time will tell for sure.   • U.S. Real Estate vs. Global ex-U.S. Real Estate: The

other part of the discussion is clearly the comparison between U.S. and non-U.S. real

estate. Intuition tells us that, since U.S. Real Estate performed approximately three

times as strongly, it is likely more expensive, but the critical question is, how much

more? As of the September 30, 2014, index screening:4   - U.S. Real Estate had a dividend

yield of 3.63%, nearly 1.0% below that of Global ex-U.S. Real Estate. - U.S. Real Estate

had a price-to-book ratio of 2.3x—more than twice that of Global ex-U.S. Real Estate.  

The bottom line: While there is no way to be certain of future performance, we think

that it could be beneficial to consider diversifying exposures to U.S. Real Estate—which

has performed well—with Global ex-U.S. Real Estate.         1Source: Bloomberg, 12/31/13–

11/10/14. Refers to performance of the S&P 500 Index for U.S., MSCI Emerging Markets

Index for emerging markets and MSCI EAFE Index for developed international. 2Sources for

bullet: Bloomberg, Standard & Poor’s, with data measured as of 9/30/14 index screening.

3Source: “Expansion of the Quantitative and Qualitative Monetary Easing,” Bank of Japan,

10/31/14. 4Source for sub-bullets: Bloomberg, as of 9/30/14.

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 in real estate involve additional

special risks, such as credit risk, interest rate fluctuations and the effect of varied

economic conditions. Please read the Fund’s prospectus for specific details regarding

the Fund’s risk profile. 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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/blog/glossary#japan-real-estate-investment-trusts
https://wisdomtree.com/blog/glossary#quantitative-and-qualitative-monetary-easing
https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2014/11/25/real-estate-is-having-a--moment


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

Emerging market   : Characterized by greater market access and less potential for

operational risks when compared to frontier markets, which leads to a larger base of

potentially eligible investors.

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.

Dow Jones U.S. Select Real Estate Securities Index : a market capitalization index

measuring the performance of equity Real Estate Investment Trusts (REITs) and other

companies that invest directly or indirectly in real estate.

Relative value : The relationship between a particular attribute, e.g., a dividend, and

the firm’s share price compared to that of another firm.

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

each year relative to its share price.

Price-to-earnings (P/E) ratio    : Share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Japan real estate investment trusts (J-REITs)       : Investment structure containing a

basket of different exposures to real estate, be it directly in properties or in

mortgages traded on the Tokyo Stock Exchange. Returns predominantly relate to changes in

property values and income from rental payments.

Quantitative and qualitative monetary easing (QQE) : A central bank monetary policy

occasionally used to increase the money supply by buying government securities or other

securities from the market. Quantitative easing increases the money supply by flooding

financial institutions with capital, in an effort to promote increased lending and

liquidity.
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