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Emerging market (EM) economies have shifted their composition in the past decade,

becoming less dependent on exporters and commodity-driven companies. But recent

performance has shown how some of these economies can thrive in a commodity boom such as

the one we’ve seen over the past few years.

In the chart below, we can see how the MSCI EM Value Index has outperformed its growth

counterpart over the last 24 months, at the same time the BCOM Index has trended higher.

 '

WisdomTree Indexes with a Value Tilt in EM

At the same time, the WisdomTree Emerging Markets High Dividend Index (WTEMHY) and Wisdo

mTree Emerging Markets SmallCap Dividend Index (WTEMSC) have continued to outperform the

MSCI EM Index with lower volatility, thanks to their value exposures and resulting

sector and country exposures.
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These Indexes, which are tracked by the WisdomTree Emerging Markets High Dividend Fund (

DEM) and WisdomTree Emerging Markets SmallCap Dividend Fund (DGS), are reconstituted

annually, and their new weights become effective after the close on October 20. In both

cases, we can see how these portfolios maintain exposure to commodity sectors and

economies and are positioned to take advantage of this market environment.

WisdomTree’s Emerging Markets High Dividend Index (WTEMHY)

WTEMHY holds the highest (top 30%) dividend-yielding companies in EM and screens out

those with the highest risk according to our composite risk screen measure.

Selected companies are weighted by the dividends they’ve paid out over the past 12

months. In its most recent reconstitution, WTEMHY added weight to the Information

Technology, Energy and Materials sectors, as these have grown dividends proportionally

faster in the last year and have shown strong fundamentals. The Index continues to show

a significant tilt to value sectors versus the broad MSCI EM Index.

EM High Yield Universe
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In terms of country exposures, the rebalanced portfolio saw an increased exposure to

Taiwan as a result of Information Technology and Materials companies increasing their

distributions on the back of strong earnings growth. It is worth highlighting that Saudi

Arabia was added to WisdomTree’s list of eligible EM securities and has a modest weight

after rebalancing. The exposure to Brazil is being reset, as it has had a significant

run-up since we last rebalanced the Index in October 2021. WTEMHY continues to be over-

weight in commodity-driven and “value” economies in China and South Korea, which tend to

be technology- and financial-heavy.

EM High Yield Universe

Looking at the portfolio’s fundamentals below, we can see how WTEMHY improved its

dividend yield by 93 basis points (bps), reduced its valuation (P/E ratio) by 0.64x to

4.71x and improved its profitability during its rebalance. Compared to MSCI EM, WTEMHY

has an excess yield north of 7.5%, is trading at more than a 50% discount and has higher

profitability measures.
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High Yield Emerging Markets Rebalance

WisdomTree Emerging Markets SmallCap Dividend Index (WTEMSC)

Sector changes to WTEMSC during its reconstitution were small, with the largest shift

coming from Energy into Consumer Staples. Overall, the Index remains strongly exposed to

the traditional value sectors in emerging markets.

EM SmallCap Universe

Like WTEMHY, WTEMSC continues to be over-weight in commodity-driven economies. Something

to highlight is the increased exposure to China caused by companies falling into the

bottom 10% of total market capitalization in the WisdomTree Emerging Markets Index,

which is the starting universe for WTEMSC, as Chinese markets continue to trend

downward.

EM SmallCap Universe
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WTEMSC’s aggregate fundamentals show rebalance-related improvement across the different

metrics, taking its dividend yield up almost 30 bps and cutting its valuation by 1.6x.

It is very interesting to see how this basket of small-cap EM companies can have

profitability metrics that are comparable to broad market benchmarks like the MSCI EM

and MSCI EAFE Indexes.

Small-Cap Emerging Markets Rebalance

The valuation of this emerging market small-cap basket at six times earnings is very low

compared to global benchmarks, particularly U.S. large caps and U.S. small caps. While

our team has been writing that small caps in the U.S. are attractive, given wide discoun

ts relative to large caps, the discounts with WisdomTree’s EM small-cap dividend

approach are also some of widest in 15 years. 

Fwd. Price-to-Earnings Ratio
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Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal.

Foreign investing involves special risks, such as the 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 these Funds, they may make higher capital gain distributions than other

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

paying dividends at any time. Please read the Funds’ prospectuses for specific details

regarding the Funds’ risk profiles.

For the top 10 holdings of DEM please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/dem

For the top 10 holdings of DGS please visit the Fund's fund detail page at https://www.w

isdomtree.com/investments/etfs/equity/dgs

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.

Related Funds

+ WisdomTree Emerging Markets High Dividend Fund

+ WisdomTree Emerging Markets SmallCap Dividend Fund

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

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.

MSCI Emerging Markets Value Index : A market capitalization-weighted subset of stocks

in the MSCI Emerging Markets Index that have lower share prices relative to their

earnings per share, dividends per share, or lower prices relative to other financial

metrics.

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.

Bloomberg Commodity Index (BCOM)     : A broadly diversified commodity price index

distributed by Bloomberg Indexes that tracks prices of futures contracts on physical

commodities on the commodity markets.

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.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Commodity : A raw material or primary agricultural product that can be bought and sold.

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

each year relative to its share price.

Basis point : 1/100th of 1 percent.

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.

Small caps   : new or relatively young companies that typically have a market

capitalization between $200 million to $2 billion.
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