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In 2013, equity markets in Europe, Japan and the United States delivered strongly.1

Emerging markets EM, on the other hand, were disappointing.2 However, it is at precisely

these times—after being disappointed—when emerging market equities probably warrant a

closer look. Mapping Emerging Markets with WisdomTree’s Indexes      During 2013,

WisdomTree launched two broadly focused emerging market equity Indexes: 1. WisdomTree

Emerging Markets Dividend Growth Index (Dividend Growth):   This Index was designed

to focus on dividend payers within emerging markets that exhibit relatively strong

earnings growth potential as well as relatively higher quality metrics.   2. WisdomTree

Emerging Markets Consumer Growth Index (Consumer Growth): This Index was designed

to focus on profitable companies within emerging markets that have the potential to

benefit from consumer growth in emerging markets, rather than focus on emerging market

multinationals that tend to export to developed countries. Gauging the performance of

these Indexes, in addition to the WisdomTree Emerging Markets Equity Income (EM Equity

Income) and WisdomTree Emerging Markets SmallCap Dividend (EM Small Dividends) Indexes,

can allow us to better understand what components of emerging market equities are

tending to perform best (or worst) over different periods. For reference we included the

MSCI Emerging Markets Index (MSCI EM), the most widely followed benchmark for the

performance of EM equities.   WisdomTree Broad EM Equity Scorecard for 2014     

 • Dividend Growth &

Consumer Growth Outperform MSCI EM YTD and Since the February 5 Low           3    o

Dividend Growth:  A greater than 9.5% average over-weight to Indonesia and a greater

than 8% average over-weight to Thailand were primary drivers of outperformance. Both of

these markets had a tumultuous 2013 but have been on the comeback trail in 2014.

Surprisingly, even a 7.8% average over-weight to Russia contributed to outperformance by

focusing on the combination of growth and quality. Exposures in South Africa and India

saw positive total returns, but being under-weight in India and poor stock selection in

South Africa hurt relative performance. o Consumer Growth: This Index is actually the
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only one shown that is not weighted by dividends, but rather by earnings. As a result,

instead of being under-weight to India compared to the MSCI EM, it maintained an

approximate over-weight of 2.6% when India’s market was roaring. Additionally, the fact

that the Materials and Energy sectors are ineligible leads to very small weight within

Russia. The largest average country weight was to China, and exposure here was positive,

but not as positive as that of the MSCI EM, causing it to contribute negatively to

relative performance. • WT EM Equity Income and EM Small Dividends Still Positive4

  o EM Equity Income:   Of the Indexes shown, this one can be characterized as the

valuation hunter. Some of the least expensive, largest payers of cash dividends within

emerging markets are those within the Russian Energy sector, which was hit with negative

headline risk in March 2014 and then again in July 2014. It’s worth noting the positive

performance shown within the chart for this diversified Index even with those exposures.

o EM Small Dividends:   A dividend-weighted approach to emerging market small caps has

tended toward a large weight in Taiwanese small caps and barely any weight to India’s

small caps. This year, India’s small caps have been on fire, and Taiwan’s have been

lackluster. Still, a year-to-date return of 9% is strong. WisdomTree Is Excited about

Emerging Market Equities   We remain excited about the valuations represented within

emerging markets today compared to other global markets. The dispersion in performance

across the WisdomTree Indexes mentioned speaks, in our view, to their unique exposures.

We’ve emphasized broader signs of strength, and in future blogs we will dig a bit deeper

into China and Russia—two markets that have often been in focus in 2014—to further

characterize what we believe to be an exciting opportunity in emerging markets today.  

      1Source: Bloomberg. Refers to the 12/31/12 to 12/31/13 performance of the MSCI

Europe, MSCI Japan and S&P 500 Indexes, respectively. 2Source: Bloomberg. Refers to the

12/31/12 to 12/31/13 performance of the MSCI Emerging Markets Index. 3Source for all sub-

bullets: Bloomberg, with data from 12/31/13 to 7/25/14. 4Source for all sub-bullets:

Bloomberg, with data from 12/31/13 to 7/25/14.

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 focusing on certain sectors and/or smaller companies increase

their vulnerability to any single economic or regulatory development. Dividends are not

guaranteed and a company’s future ability to pay dividends may be limited. A company

currently paying dividends may cease paying dividends at any time. 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)
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DEFINITIONS

Earnings growth estimates    : Bloomberg analysts’ long-term earnings growth

expectations, which encompass the estimated growth in operating earnings per share over

the company’s next full business cycle, typically three to five years.

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.

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.

MSCI Europe Index    : A free float-adjusted market capitalization-weighted index

designed to measure the performance of developed equity markets in Europe.

MSCI Japan Index  : A market cap-weighted subset of the MSCI EAFE Index that measures

the performance of the Japanese equity market.

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.
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