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Searching for Opportunities Outside the U.S.

 

At WisdomTree, we have been writing about opportunities in markets outside the U.S. for

some time, noting that thus far in 2017:

 

Emerging market equities—particularly those less sensitive to commodity price

movements—have done well

Developed international markets, buoyed by positive election results in places such

as France, have done well

With a weakening U.S. dollar, exposure to global currencies has been beneficial

 

Investors often look at real estate as an inflation hedge. Given where inflation-adjuste

d bond yields are around the world, this asset class has particularly interesting

characteristics. But by looking at just U.S. real estate, you could be missing out on

large swaths of the world’s real estate opportunities. The data actually suggests that

of the $2.1 trillion market capitalization of global real estate, more than 61% (approx.

$1.3 trillion) is located outside the U.S.1

 

The WisdomTree Global ex-U.S. Real Estate Index has done well in 2017 by touching upon

each of these developments. It is also unique in the marketplace in that its focus

extends beyond the developed world with Europe and Japan and also includes emerging

market real estate. 

 

WisdomTree Global ex-U.S. Real Estate Index Has Dramatically Outperformed Other

ex-U.S. Real Estate Indexes
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2017 Outperformance Stands Out: Each of the global or developed ex-U.S. indexes

focuses on real estate outside the U.S., but country exposures tend to be quite

different. While all the indexes included exposure to Hong Kong, only the WisdomTree

and S&P indexes had exposure directly to China, and WisdomTree had approximately

twice the weight. For WisdomTree’s approach, the China real estate stocks were up

more than 100% over the period. On the opposite end of the spectrum was Japan, one

of the worst-performing real estate markets in 2017. Japanese real estate

represented more than 20% weight in each of the three non-WisdomTree indexes shown

here that were focused on real estate outside the U.S., but it was a less than 10%

exposure in the WisdomTree Index. 

Other Notable Differences in Exposure:     While Japan and China represented the

biggest contrast, there was also a broader theme contributing to WisdomTree’s

outperformance. The WisdomTree Global ex-U.S. Real Estate Index is weighted by cash

dividends paid by constituents as opposed to their market capitalization. This

creates an opportunity for emerging market real estate firms that pay large

dividends to gain greater representation, and that has been the main driver of a

relative over-weight in emerging market real estate and an under-weight in major

developed markets such as Japan. In fact, as of July 21, 2017, 18.1% of the total

exposure of the WisdomTree Index was to real estate firms within emerging markets.2

Persistence of Outperformance:   Instead of focusing only on one period of about

seven months, we also looked back in time. The persistence of WisdomTree’s

outperformance extends beyond 2017, and it was particularly evident on the three-

year horizon. It was again the under-weight to Japan that was the most important

factor, as Japan’s real estate has been challenged over that period as well. It’s

also worthwhile to see the contrast with the two widely followed U.S. real estate

indexes, beginning to lag the non-U.S. indexes over the one-year horizon but still

looking strong for the periods beyond one year. Maybe this portends a shift to non-

U.S. real estate outperformance.
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Potential to Continue the Outperformance?

 

This is the real question, because we all know that past outperformance cannot be a

predictor of future performance. What it can tell us is that the methodology employed by

the index worked in making a real difference in returns over time. If the same

methodology is employed going forward, then it may be possible to generate future

outperformance. 

 

WisdomTree’s methodology can be summed up in two words: relative value.

 

The China Example

 

We saw above that a main driver of WisdomTree’s relative outperformance over the other

three indexes is that WisdomTree’s exposure to China’s real estate firms was up more

than 100%. This could be worrisome—how much higher can one market go after it doubles in

less than one-year? In a market capitalization-weighted approach, a market that

outperforms all others to such a degree would therefore be increasing its market cap

size and also its representation within the index. 

 

WisdomTree’s approach is completely different, in that a market that outperforms all

others to such a degree is also very likely to outperform the growth of its own

fundamentals, in this case dividends. Any market where share price functions to

outperform dividend growth—especially to a large degree—is one where WisdomTree would be

trimming weight at the Index’s upcoming rebalance in October. 

 

Why Is Real Estate an Attractive Asset Class?

 

In conclusion, it is helpful to think about why real estate has become the asset class

it is today. A big reason for its recognition is income, particularly in the low-yield

environment that continues to pervade developed markets. We see in the data below that

the U.S. real estate-focused indexes have very attractive yields, but with WisdomTree’s

methodology, one can look to non-U.S. real estate with a similar dividend yield level,

thereby mitigating what many may have viewed as a negative trade-off to focusing abroad.

 

Global ex-U.S. Real Estate Indexes Offer Attractive Dividend Yields
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In today’s interest rate environment, the relatively higher yields of all these indexes

are worth consideration, but it is notable to look at WisdomTree due, again, to its

methodology. If the constituents are weighted by the income they generate, that

functions to create an opportunity to deliver a higher dividend yield—in some cases the

main purpose for looking to real estate in the first place.  

 

1Source: Bloomberg, with data as of 7/21/17. Refers to FTSE EPRA/NAREIT Global ex US Inde

x and FTSE EPRA/NAREIT United States Index.

2Sources: WisdomTree, Bloomberg.

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

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.

Inflation-adjusted bonds   : Bonds with interest rates that adjust in order to

compensate the holder for the impact of inflation.

Market Capitalization   : 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.

Relative value : The relationship between a particular attribute, e.g., a dividend, and

the firm’s share price compared to that of another firm.

FTSE EPRA/NAREIT Global ex US Index : The FTSE EPRA/NAREIT Global ex US Index is a

market capitalization-weighted index consisting of the most heavily traded real estate

stocks all over the world except the USA.

FTSE EPRA/NAREIT United States Index      : Contains publicly quoted U.S. real estate

companies that meet the EPRA ground rules.
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