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Emerging market equities have had a rough few years. While it isn’t difficult to

intellectualize that trends are cyclical and that emerging market equities have great

potential over the longer term, marrying that with the idea of current action has not

been simple. However, opportunities exist, if you know where to look. And where are we

looking? South Korea. Consider this:

• South Korea is a major exporter. Compared to performance we’ve seen from

exporters in Japan and Europe in the recent past,1 we see similar potential

in South Korea. • The South Korean won is relatively inexpensive to hedge—

meaning that short-term interest rates tend to be lower than those in more

commodity-focused emerging market countries such as Brazil. • It is widely

known that South Korean companies and Japanese companies are close

competitors. Since November 30, 2012, two weeks prior to the election of

Japanese prime minister Shinzo Abe, the South Korean won has appreciated

approximately 24% versus the Japanese yen. From December 31, 2015, to March

16, 2016, the South Korean won depreciated 8% against the Japanese yen.2

Could this be a catalyst for the equities in this market to regain some of

their global competitiveness?

  To Hedge or Not to Hedge While we see opportunity in South Korea, it’s important to

note that the key drivers of performance were the equity returns alone. Layering on

currency risk (inherent to all unhedged international investing) dragged down the total

performance. The chart below makes this point.   South Korea’s Equity Market vs.   

MSCI Emerging Markets   vs. the Currency  
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 For definitions of

indexes in the chart, visit our glossary. What Is Working in South Korea? Materials:

Over the period from December 31, 2015, through March 16, 2016, the Materials sector

within the WisdomTree Korea Hedged Equity Index delivered a 7.22% return. LG Chemical

Limited (8.1% weight) was the only firm with a weight above 2.5% that had a negative

return over the period, indicating a relatively broad-based positive performance for the

sector. Lotte Chemical Corp. (2.7% weight) and POSCO (4.3% weight) were both up over 20%

for the period. This ties into the broader theme of a rebound within the Energy and

Materials sectors within emerging markets that we’ve been seeing of late. Depreciation

of the Won:   To gain inclusion in the WisdomTree Korea Hedged Equity Index, every

constituent must generate less than 80% of its revenues from South Korea, and every

constituent must be profitable.3 Whether one measures the value of the won versus the yen

(down 8.0% year-to-date) or against the U.S. dollar (down 1.7% year-to-date), we can see

a clear trend of depreciation. All other things being equal, this has the potential to

increase the competitiveness of South Korean companies.       Learn more about 

WisdomTree’s approach in South Korea. 1Exporters within Japan and Europe refer to the

WisdomTree Japan Hedged Equity Index & WisdomTree Europe Hedged Equity Index universes.

Source: Bloomberg. 2Source: Bloomberg. 3Bloomberg, with period studied from 12/31/15 to

3/16/16.

Important Risks Related to this Article

Investments focused in South Korea increase the impact of events and developments

associated with the region, which can adversely affect performance.

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

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.

Short-term rates : the rate of interest on a debt instrument maturing in two years or

less.

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.
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