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Emerging markets equities today present an interesting challenge—they have

underperformed other global equity markets for some time, and yet there are certain

risks that remain influential. Is now the time to think about an emerging markets equity

investment? Not All Broad-Based Emerging Markets Exchange-Traded Funds Are the       

Same We are seeing increased interest in understanding different types of emerging

markets equity exposure, and we have five exchange-traded funds (ETFs) aimed at broad-

based exposure to these equities, albeit in very different ways.   • WisdomTree

Emerging Markets Equity Income Fund (DEM)     : This ETF tracks the performance of the

WisdomTree Emerging Markets Equity Income Index before fees. This Index is really a

valuation hunter. Every year, it searches for relatively high-yielding1 dividend payers

in emerging markets.   • WisdomTree Emerging Markets Dividend Growth Fund (DGRE):

This ETF tracks the performance of the WisdomTree Emerging Markets Dividend Growth Index

before fees. This Index finds emerging markets dividend payers with strong growth and

quality characteristics.   • WisdomTree Emerging Markets Consumer Growth Fund    

(EMCG): This ETF tracks the performance of the WisdomTree Emerging Markets Consumer

Growth Index before fees. This Index finds emerging markets companies that have the

potential to benefit from a rising emerging markets middle class.   • WisdomTree

Emerging Markets ex-State-Owned Enterprises Fund (XSOE)     : This ETF tracks the

performance of the WisdomTree Emerging Markets ex-State-Owned Enterprises Index before

fees. This Index seeks broad-based exposure to emerging markets companies while

eliminating exposure to those firms that have more than 20% ownership by a government

entity.   • WisdomTree Emerging Markets SmallCap Dividend Fund (DGS)      : This ETF

tracks the performance of the WisdomTree Emerging Markets SmallCap Dividend Index before

fees. This Index seeks broad-based exposure to the rich opportunity set of emerging

markets small-cap dividend payers.   Timing Is Difficult, but Managing Exposures    

Could Be Critical   While it is very difficult to ever know ahead of time when equity

markets will rebound, we’re seeing more and more careful analysis of emerging markets

equity exposures. As a result, we profiled our broad-based emerging markets equity funds

on the basis of two characteristics that we see as particularly polarizing today:   •

China: China is a major exposure within the MSCI Emerging Markets Index, and it tends to

receive a massive amount of attention. Depending on whether people love or hate this

equity market, we wanted to help them understand the exposures taken within our ETF

lineup. • Commodity Sectors2: Commodity prices have had a tough time in 2015, with the

S&P GSCI Index down 17.3% through August 7. Certain emerging markets sectors can be

closely related to the movements of commodity prices, particularly Energy and Materials.

  We measure the exposure of each of the five ETFs to both China and the commodity

sectors, as compared to the MSCI Emerging Markets Index. We choose this index as the

base because it is the most widely followed when it comes to the performance of emerging

markets equities.   Mapping the Polarizing Exposures in WisdomTree’s Emerging     
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Markets ETFs:     •

China: For those who like China, EMCG had a nearly 3.5% over-weight versus the MSCI

Emerging Markets Index, but it is worth noting that this exposure would not include any

large Chinese banks or energy firms. For those on the opposite end of the spectrum, DGRE

has a greater than 22% under-weight, avoiding the country almost entirely.   •

Commodity Sectors:  For those who think commodity sectors have been beaten down in

price and could represent a potential valuation opportunity, DEM represents a nearly 14%

over-weight compared to the MSCI Emerging Markets Index. On the other hand, EMCG tracks

the performance of an Index that excludes companies within the Energy and Materials

sectors.           1Specifically refers to the trailing 12-month dividend yield. 2Source

for bullet: Bloomberg, with data measured from 12/31/14 to 8/7/15.

Important Risks Related to this Article

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 increase the impact of events and developments associated

with the region, which can adversely affect performance.

The Global Industry Classification Standard (“GICS”) was developed by and is the

exclusive property and a service mark of MSCI Inc. (“MSCI”) and Standard & Poor’s

(“S&P”), a division of The McGraw-Hill Companies, Inc., and is licensed for use by

WisdomTree Investments, Inc. Neither MSCI, S&P nor any other party involved in making or

compiling the GICS or any GICS classifications makes any express or implied warranties

or representations with respect to such standard or classification (or the results to be

obtained by the use thereof), and all such parties hereby expressly disclaim all

warranties of originality, accuracy, completeness, merchantability and fitness for a

particular purpose with respect to any such standard or classification. Without limiting

any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third

party involved in making or compiling the GICS or any GICS classifications have any

liability for any direct, indirect, special, punitive, consequential or any other

damages (including lost profits) even if notified of the possibility of such damages.
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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

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.

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.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

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.

S&P GSCI Index : leading measure of general commodity price movements and performance

over time.

Trailing 12-month dividend yield     : Dividends over the prior 12-months are added

together and divided by the current share price. Higher values indicate more dividends

are being generated per unit of share price.
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