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This has been a year of declining interest rates, so many baskets of stocks with

exposures to stocks that are sensitive to interest rates have performed quite well. U.S.

high-dividend stocks—with exposures to telecommunications, utilities and real estate

investment trusts (REITs)—have been prime beneficiaries of this environment. These

trends have boded well for WisdomTree’s suite of dividend-weighted strategies. While the

domestic performance was certainly impressive, WisdomTree’s best-performing basket this

year has been the emerging market version of the dividend-weighted strategies, the

WisdomTree Emerging Markets High Dividend Fund (DEM). While U.S. markets and high-

dividend stocks in particular have achieved new highs in 2016, emerging market stocks

are just starting to claw back some of the sharp losses that occurred over the previous

five years. For instance, it would take a gain of over 50% for DEM to surpass its highs

of just four years ago. View the WisdomTree Emerging Markets High Dividend Fund

standardized performance here.   DEM Price Performance 

 While emerging markets

have certainly been out of favor, and DEM in particular had a rough stretch in 2013–

2015, its position in high-dividend stocks has paid off in 2016 when measured on a

relative basis to the MSCI Emerging Markets Index. DEM is a strategy that looks for

value and inexpensive stocks in emerging markets, and it has found those stocks in the

last few years in commodity sectors including Energy and Materials and countries such as

Brazil and Russia. These two commodity sectors receive about one-third of the exposure

of DEM, approximately double the exposure in the MSCI Emerging Markets Index.1 This is

the part of the market that has performed quite well in 2016 after a few years of

disappointing returns.   Emerging Market Performance   
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 DEM passed its nine-

year anniversary in July. While the strategy was out of favor for a few years, the long-

term track record remains quite robust, showing an outperformance of over 100 basis

points (bps) per year since the Fund’s inception.   What Drove This Long-Term  

Outperformance? Managing valuation risk is a key element of many WisdomTree exchange-

traded funds (ETFs), because the WisdomTree Indexes that the funds are designed to track

incorporate a relative value rebalance. Let’s take a closer look at the type of relative

value rebalance that the Index DEM is designed to track undergoes. We are coming up on

the annual emerging markets rebalance in October, which will look at stocks becoming

more expensive relative to their dividends. The WisdomTree Index process is designed to

reduce weight in those stocks that have become more expensive (whose prices are

appreciating more than dividends) while adding to weight in stocks that are becoming

relatively less expensive (whose prices are falling more than dividends or whose

dividends are growing relative to prices). We believe this process has added value in

terms of higher returns over the long run compared to traditional indexes. Recent

conditions for emerging markets, with volatility and downward price moves, are key times

when the WisdomTree Index family looks to buy the lower valuation segment of the market,

in which prices were falling more than dividends. As some of the markets rebound

strongly this year, the WisdomTree Index will become more defensive and sell the stocks

that are increasing more than their underlying fundamentals. There were years like 2008

and 2011, which were marked by large losses in emerging markets, where DEM showed its

defensive properties, declining less than broader emerging market indexes. The Fund has

rebalanced into areas with relatively low valuations—energy and materials in particular—

as the markets went out of favor, and it is just starting to benefit from this

positioning in 2016. Given the valuations across global markets, the emerging markets

remain one of most attractively priced parts of the world and the high-dividend stock

selection strategy in particular is a lower valuation way to own this market segment, in

our view.         1Sources: WisdomTree, Bloomberg as of 7/31/16.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Foreign
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investing involves special risks, such as risk of loss from currency fluctuation or

political or economic uncertainty. Funds focusing on a single sector 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

this Fund, it may make higher capital gain distributions than other ETFs. Please read

the Fund’s prospectus for specific details regarding the Fund’s risk profile.

Dividends are not guaranteed, and a company currently paying dividends may cease paying

dividends at any time.

Commodities are generally volatile and are not suitable for all investors. 

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

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Dividend : A portion of corporate profits paid out to shareholders.

Real estate investment trust (REIT)      : Investment structure containing a basket of

different exposures to real estate, be it directly in properties or in mortgages.

Returns predominantly relate to changes in property values and income from rental

payments.

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.

Basis point : 1/100th of 1 percent.

Valuation risk   : The risk of buying or over-weighting a particular stock that has

appreciated significantly in price relative to its dividends, earnings or any other

fundamental metric.

WisdomTree BLOG ARTICLE

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


	WHY THIS EMERGING MARKET DIVIDEND STRATEGY OUTPERFORMED

