
EMERGING MARKETS: AVOIDING
DEMOGRAPHIC TIME BOMBS
Jeff Weniger — Head of Equity Strategy

05/17/2017

“If all the Chinese in the world were to march four abreast past a given point, they

would never finish passing, though they marched forever and ever.” —Ripley’s Believe It

or Not, 1910

 

The International Monetary Fund (IMF) says China’s population will top 1.4 billion

sometime in 2019, about four times that of the U.S. But for investment opportunities,

what matters is not population levels, but population growth.

 

In sharp contrast to the graying U.S., many emerging market nations have youthful

demographics, but that’s not always the case. For example, Russia’s population has

dropped by 5 million since peaking at 148.4 million in 1993. You’ll find a similar trend

across the former Eastern bloc. For perspective, the U.S. population grew by 63 million

during that time frame.1

 

Demographic malaise typically happens when there is something structurally deficient

inside a political or economic system that causes early deaths, a lack of births and

emigration. It happens when young people find little opportunity at “home” and opt to

try their luck in foreign cities. It happens when there is some sclerosis, likely

stemming from a kleptocratic state, that crushes the confidence that young people need

to enthusiastically bring babies into the world. 

 

And it happens when investment prospects are crushed.

 

Population Growth: An Asset Allocation Metric

 

Using IMF data for China, South Korea, Taiwan, India, Brazil, South Africa, Russia,

Mexico, Indonesia, Malaysia, Thailand and Poland, we assessed a country rotation

strategy using a basket of nations that currently make up 89% of the MSCI Emerging Marke

ts Index (MSCI EM).2

 

Figure 1 breaks out performance for three equally weighted investment baskets comprising

stocks in countries that were ranked #1–4, #5–8 and #9–12 in the 12-nation study,

hereafter referred to as the Lowest, Middle and Highest population growth groups.

 

Figure 1: Population Growth Rotation Study, 2/28/01 –3/31/17
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For definitions of terms in the chart, visit our glossary.

 

In the 15 years that had full calendar year returns, Lowest Growth only outperformed the

equally weighted MSCI EM in five of them, while both the Middle and Highest Growth

strategies outperformed in nine calendar years. As with the performance data, it appears

that the most important consideration is to avoid the demographic time bombs—the Lowest

Growth group.

 

How do the 12 nations rank now, in spring 2017, and is there an exchange-traded fund

(ETF) approach in the halls of WisdomTree Research for grabbing this population factor

loading? Here are the standings: 

 

Lowest Growth: Poland, Russia, Taiwan, Thailand

 

Middle Growth: South Korea, China, Brazil, Mexico

 

Highest Growth: Indonesia, India, Malaysia, South Africa

 

How can we obtain broad EM exposure while cutting down the Lowest Growth groups?

 

Action Plan: WisdomTree Emerging Markets Consumer Growth Fund (EMCG)

 

MSCI EM, a market cap-weighted index, has 19.5% of its exposure in the four Lowest

Growth nations. Yet in contrast, we can help reduce that problem by using the WisdomTree

Emerging Markets Consumer Growth Fund, which closed the first quarter with just 11.7% of

its holdings in Poland, Russia, Taiwan and Thailand. Furthermore, while MSCI EM is stuck

below 70% in the eight Middle and Highest Growth countries, EMCG clocks in at roughly

83% in those countries (see figure 2). 

 

Figure 2 

 

 

For investors who want to further reduce the Lowest Growth group, figure 2 shows a third

possibility: combining EMCG with the WisdomTree India Earnings Fund (EPI) and the Wisdom

Tree China ex-State-Owned Enterprises Fund (CXSE). The new portfolio has less than a

tenth of its exposure in the population “dead zone” while still managing to hold China
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and India in weights that fall between those of MSCI and FTSE EM indexes. 

 

We stopped there, but you get the point. You can go with the multiple ETF mix or keep it

simple and stick with EMCG. Either way, “population-proofing” may be something to think

about.

 

 

1Source: IMF, as of March 2017. 

2Using two-year annualized population growth, as of the previous year. All MSCI Emerging

Markets Index data sourced from Bloomberg as of 3/31/17.

 

 

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 country, region, sector

and/or smaller companies 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 these Funds they may make higher capital gain distributions than

other ETFs.

 

As these Funds can have a high concentration in some issuers, the Funds can be adversely

impacted by changes affecting those issuers. Please read each Fund’s prospectus for

specific details regarding each Fund’s 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.
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DEFINITIONS

MSCI Emerging Market Index     : The MSCI Em (Emerging Markets) Index is a free-float

weighted equity index that captures large and mid cap representation across Emerging

Markets (EM) countries.

Market capitalization-weighting   : 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.
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