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In a recent blog we detailed our bullish views on emerging markets generally, given the

attractive prices we were seeing in the region and how a historical analysis showed a

favorable return environment following similar price points in history. In this piece,

we take a deeper dive into a very similar analysis by focusing specifically on Asian

stocks. Asian equities, defined in this piece as the MSCI AC Asia Pacific ex Japan

Index, have outperformed EM equities, defined here as the MSCI Emerging Markets Index,

by nearly 9% over the last 12 months (as of 2/28/13). We look at historical valuations

of Asian equities, and our conclusion is that Asian equities, like the emerging markets

overall, are currently selling at relatively low valuations based on historical ranges—

and we found these current valuations to be a “sweet spot” for historical 12-month

forward returns, as we will detail in the analysis below. Where Has This 

“Historically Sweet Spot” Been?    Based on the last 24 full calendar years of data

available for Asian equities, we have created three subsets, each with eight component

years:   • High Dividend Yield Years: These comprise the years following the top eight

trailing 12-month year-end dividend yields. The highest was 5.60% (12/31/2008), while

the lowest was 3.30% (12/31/2005). • Medium Dividend Yield Years: These comprise the

years following the middle eight trailing 12-month year-end dividend yields. The highest

was 3.26% (12/31/1992), while the lowest was 2.54% (12/31/2010). As we’ll see, this has

been the “historically sweet spot.” • Low Dividend Yield Years   : These comprise the

years following the lowest eight trailing 12-month year-end dividend yields. The highest

was 2.52% (12/31/2007), while the lowest was 1.69% (12/31/1999).   The crucial question

we ask is: Were there noticeable differences in average 12-month forward returns

following High, Medium or Low Dividend Yield Years, and did these tend to be above or

below the average for all 24 years?  

Medium Dividend Yield Years Indicate a Potential "Sweet Spot"

 (For definitions of

terms in this chart, please see our Glossary.)   Connecting the Current Period to   

the Historical Analysis   • 2/28/2013: As of this date, Asian equities had a trailing
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12-month dividend yield of 2.85%, placing it squarely among the “Medium Dividend Yield

Years.” • Sweet Spot for Returns:    The highest average actually corresponded to the

performance of Asian equities during medium dividend yield years: 30.86%, which is more

than 17% ahead of the average for all years. This is the range we refer to in the title

of this piece—the “sweet spot” for valuations. • Signaling Potential: During the High

or Medium Dividend Yield Years, only four of the 16 periods exhibited losses, and the

worst return was approximately -16%. The picture looks drastically different for the Low

Dividend Yield Years: Five out of eight years saw negative returns, the worst being

nearly -52%.   While certainly a valuable illustration of the point—namely that there

has been an association between relatively higher or lower trailing 12-month dividend

yields and subsequent higher or lower returns in the past—this may not always be the

case and should not be viewed as an exact science.   For more information on the

subject, read our research here.

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.
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DEFINITIONS

MSCI AC Asia Pacific ex Japan Index        : The MSCI AC Asia Pacific ex Japan Index

captures large and mid cap representation across 4 of 5 Developed Markets countries

(excluding Japan) and 8 Emerging Markets countries in the Asia Pacific region. With 683

constituents, the index covers approximately 85% of the free float-adjusted market

capitalization in each country. Developed Markets countries in the index include:

Australia, Hong Kong, New Zealand and Singapore. Emerging Markets countries include:

China, India, Indonesia, Korea, Malaysia, the Philippines, Taiwan and Thailand.

MSCI Emerging Markets Index     : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

High Dividend Yield Years : Average of the 1-year forward performance, taken for each

individual 1-year period, following year-end trailing 12-month dividend yields above the

median value for all 24 values for the MSCI Emerging Markets Index. This is not an

average annual retur.

Trailing 12-month year-end dividend yield      : Dividends over the prior 12-months at

most recent calendar year-end are added together and divided by the current share price.

Higher values indicate more dividends are being generated per unit of share price.

Medium Dividend Yield Years     : Average of the 1-year forward performance, taken for

each individual 1-year period, following year-end trailing 12-month dividend yields not

among the 8 highest or 8 lowest of all 24 values. This is not an average annual return.

Low Dividend Yield Years : Average of the 1-year forward performance, taken for each

individual 1-year period, following year-end trailing 12-month dividend yields below the

median value for all 24 values for the MSCI Emerging Markets Index. This is not an

average annual return.

Average of All Years : Average of the 1-year forward performance for all 24 years for

which data exists. This is an average of the individual calendar years taken separately

for the MSCI Emerging Markets Index, not an average annual return.
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