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Investors looking to gain exposure to emerging markets often feel compelled to use an

active manager. This is based on the belief that these markets are less efficient and

there is greater potential for value added over time. At WisdomTree we have been

managing equity assets that track our emerging market indices for over ten years. Our

family of dividend-based indices can demonstrate a live track record of how structured,

disciplined and rules-based strategies tied to smart index construction have added value

over traditional market cap-weighted indices.

 

The attractive live performance of WisdomTree’s Emerging Market Dividend Index        

family 

 

From the inception of the WisdomTree Emerging Markets High Dividend Index in May 2007,

the MSCI Emerging Markets Index (MSCI EM Index) delivered a 2.28% average annual return.

Notably, the WisdomTree Emerging Markets High Dividend Index, which has a value tilt,

outperformed the MSCI EM Index by 151 basis points per year, despite MSCI value indices

lagging growth.

 

From the inception two months later of the WisdomTree Emerging Markets SmallCap Dividend

Index, the MSCI Emerging Markets Small Cap Index (MSCI EM Small Cap) delivered a 1.32%

average annual return. The WisdomTree Emerging Markets SmallCap Dividend Index added 267

basis points per year relative to the MSCI EM Small Cap Index and 100 basis points per

year relative to the MSCI Small Cap Index. 

 

While the WisdomTree Indices outperformed their market capitalisation-weighted

benchmarks, it’s even more notable that this was achieved with a lower risk level across

the board. This was true whether risk was measured as absolute standard deviation or

relative beta to a benchmark.

 

Chart 1: The inherent problem of emerging markets
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Source: WisdomTree, Bloomberg.

 

The last 16 years in emerging market equities provide a window into investor psychology

as over the full period they have outperformed developed market equities by over 4.4%

per annum. Over the past five years developed markets have shifted back into prominence.

However, for many clients there is an expectation that this recent period of

quantitative easing-based outperformance is likely to end. Over this period clients have

hesitated to allocate to emerging markets, especially as it has been characterised by

generally weaker emerging market currencies.

 

Psychologically, it is difficult not to try to chase returns. It’s also hard to hold

volatile equity markets like emerging markets over full cycles. Finding a way to make it

easier for investors to stay exposed to emerging market equities over a full market

cycle was one of the reasons WisdomTree created its suite of emerging market dividend

indices.

 

Chart 2: WT Emerging Markets Dividend & Emerging Markets High Dividend Indexes

vs. MSCI Emerging Markets Index Benchmarks (June 1, 2006 to May 31, 2017)
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Source: WisdomTree, Bloomberg.

 

WisdomTree now has 10 years of real-time results across its Emerging Market Dividend

Stream- weighted indices covering high yield and small-cap dividends. We believe the

success of the track records shows that the conventional narrative—that an investor must

use an active manager to capitalise on pricing inefficiencies and mispricing in emerging

markets—is misguided and that index strategies can also be utilised to provide value-

added enhancements over the market beta.

 

The above article is a summary and excerpt of our recently published whitepaper:

Celebrating 10 Years in Emerging Markets which you can read here. This whitepaper drills

into how and why the WisdomTree Indices were created and, specifically: examines the

philosophical and fundamental underpinnings for the creation of the WisdomTree Emerging

Markets Dividend Indices more than 10 years ago; deconstructs some of the critical

factors that were most influential in determining periods of outperformance and

underperformance relative to market capitalisation-weighted benchmarks, and highlights

how we think these strategies fit into what we believe to be an appropriate asset

allocation framework today, including how small caps can add value to a broad allocation

in emerging markets.

 

You might also be interested in reading…

Five reasons why we believe Indian equities could spice up your portfolio

Why Chasing Momentum in Emerging Markets May Be Short-Lived: Rebalancing to take

advantage of better value

Smart beta ETFs: Why not all strategies are created equally

Related products:
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https://wisdomtree.eu/-/media/6ceb64a06cc44deb8a5d5283bf852e27.ashx
https://wisdomtree.eu/~/link.aspx?_id=3C1D8A6EE29B4D758C12738BC3D6809E&_z=z
https://wisdomtree.eu/~/link.aspx?_id=CADFCF2455664A5496969E753BA8ECF1&_z=z
https://wisdomtree.eu/~/link.aspx?_id=E9D9439828B9467CBD077124DA580BEB&_z=z


WisdomTree Emerging Markets Equity Income UCITS ETF (DEM)

WisdomTree Emerging Markets SmallCap Dividend UCITS ETF (DGSE)

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=0DD5248AC79D4F1E9F7A2A26D81E25F8&_z=z
https://wisdomtree.eu/~/link.aspx?_id=AB03A2E7D82245B582FC664E30816901&_z=z
https://www.wisdomtree.eu/en-gb/blog/2017-10-10/emerging-markets-index-strategies


Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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