
GROWTH, QUALITY AND
OUTPERFORMANCE IN EMERGING
MARKETS
Christopher Gannatti — Global Head of Research

05/27/2014

In 2013 WisdomTree brought out what we believe to be a revolutionary way to focus

Indexes on potential future dividend growth in equity markets around the world. One of

the more interesting applications of the methodology thus far has been in emerging

markets. The Meaning of “Growth” and “Quality”      Since these words can mean so many

different things when discussing equities, we want to start by clarifying what we mean:

• Growth: Specifically long-term earnings growth expectations, focused on operating

earnings over the next full business cycle, typically three to five years in duration. •

Quality: A combined focus, weighted equally, on three-year average return on equity

(ROE) and three-year average return on assets (ROA). Looking at both measures generates

a sensitivity to leverage, penalizing those firms that may have high ROE but low ROA.

The Contrast of Dividend Growth vs. Dividend Yield in Emerging Markets           The

WisdomTree Emerging Markets Equity Income Index (EM Dividend Yield) provides a stark

contrast to the WisdomTree Emerging Markets Dividend Growth Index (EM Dividend Growth).

The focus here isn’t on any measures of growth or quality but rather on potentially

finding some of the most attractive valuation opportunities in emerging markets.  

Dividend Growth vs. Dividend Yield: Growth, Quality & Valuation       

 For definition of terms in the chart, please

visit our Glossary. • P/E Ratio and Earnings Growth: EM Dividend Yield's P/E ratio was

more than 40% below that of EM Dividend Growth, but EM Dividend Growth’s median long-

term earnings growth expectations were approximately 50% above those of EM Dividend

Yield. • Quality: EM Dividend Growth’s ROE and ROA figures were also significantly
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higher than those of the other two Indexes shown, leading to a higher-quality bias and

ultimately lower leverage. Key Themes of 2014 Playing Out in Emerging Markets What

we’ve seen year-to-date through April 30, 2014, is that EM Dividend Growth has

outperformed EM Dividend Yield by approximately 5.7% and EM Equities by nearly 3.9%.1 Why

has this occurred? Theme 1: Russia & China Thus far in 2014 we’ve seen strong opinions

among investors regarding state-owned enterprises—particularly energy firms in Russia

and financial companies within China. These are some of the deepest pockets of value

among emerging market equities, and EM Dividend Yield focuses a lot of weight here since

it is a value-seeking strategy. On the other hand, EM Dividend Growth is more selective,

and the largest state-owned Chinese banks did not qualify for selection, nor did the

largest Russian energy firms. Theme 2: Markets on the Comeback Trail In 2013, equity

markets within Indonesia and Thailand had a tough time. However, this was mostly driven

by weakness in their respective currencies, with the Indonesian rupiah down 19.54% and

the Thai baht down 6.47%.2 When currencies behave in this manner, we believe it speaks

more to sentiment with regard to macroeconomic issues than to specific fundamentals of

underlying equities. Indonesian equities are generally characterized by high ROE and ROA

compared to broad EM Equities, whereas Thailand’s equities are characterized by high

growth prospects. Both markets have been coming back strongly in 2014, with Indonesia

leading the 21 markets currently within EM Equities and Thailand not far behind in fifth

position.3 Theme 3: Consumer Staples    The largest single sector over-weight of EM

Dividend Growth relative to EM Dividend Yield is Consumer Staples—not surprising, as the

sector has a P/E ratio above 20.0x.4 Strategies hunting for value in EM Equities would do

well to avoid this sector, but as of April 30, 2014, EM Dividend Growth’s stocks in this

sector had an ROE that was approximately twice that of EM Equities. A similar story held

true for ROA.5 This was a greater than 16.0% over-weight for EM Dividend Growth versus EM

Dividend Yield, and a nearly 10% over-weight for EM Dividend Growth versus EM Equities.

Conclusion: Not All Dividend Payers Are Created Equal        While some of the largest

payers of cash dividends in emerging markets are Chinese financials and Russian energy

firms, these aren’t the only payers of cash dividends in this region. EM Dividend Growth

provides a very interesting contrast in exposure to EM Dividend Yield, and we believe it

could be an interesting avenue through which to consider risk mitigation through a focus

on higher-quality, higher-potential-growth companies. 1Source: Bloomberg, with data

covering 12/31/13 to 4/30/14 2Source:Bloomberg, with data as of period 12/31/12 to

12/31/13 3Source: MSCI, with data covering period 12/31/13 to 4/30/14 4Refers to the P/E

Ratio of the MSCI Consumer Staples Index as of 4/30/14. Source: Bloomberg 5Source:

Bloomberg

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. 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.

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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by

the firm’s total assets. Higher numbers indicate greater profits relative to the level

of assets utilized to generate them.

Leverage : Total assets divided by equity. Higher numbers indicate greater borrowing to

finance asset purchases; leverage can tend to make positive performance more positive

and negative performance more negative.

WisdomTree Emerging Markets Dividend Growth Index : A fundamentally weighted index

designed to track the performance of dividend-paying emerging market companies that

WisdomTree believes have the potential to increase their dividends due to certain

factors, which include estimated earnings growth, return on equity and return on assets.

Weighting is by trailing 12-month cash dividends.

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.

Price-to-earnings (P/E) ratio    : Share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Fundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.
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