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Earlier this year, there were expectations that a global economic recovery would be
beneficial for the export-reliant and commodity-sensitive Emerging Markets (EM).

Fast forward to September 2021, and the MSCI EM Index (measured in Tocal currency) was
the worst-performing broad index that we track-up just over 1.4% compared to the nearly
16% gain of the broader MSCI A1l Country world Index (ACWI) Benchmark. However, a
dichotomy has emerged within EMs evident from the outperformance of high dividend paying
EM stocks versus non-dividend paying stocks. High dividend payers within EMs have shined
amid headline risk in Chinese tech stocks. In fact the highest dividend quintile within
the MSCI EM Index has outperformed the bottom dividend quintile by over 1,100 basis
points and outperformed non-dividend payers by 3,200 basis points.

Figure 1: outperformance of dividend paying stocks across quintiles

Dividend Yield Quintiles

1st Quintile 15.19%
2nd Quintile 10.31%
3rd Quintile 10.82%
4th Quintile 0.97%
Ath Quintile 357%
Zero Div. Yield -16.99%
Total 2 84%

Sources: WisdomTree, MSCI, FactSet, as of 31 August 2021.

You cannot invest in an index. Past performance is not indicative of
future returns.

At the Autumn 2020 annual rebalance of the wisdomTree Emerging Markets High Dividend
Index, we implemented several risk screens to mitigate exposure to the riskiest dividend
payers within the EM universe.

As a by-product of this screen-and a result of the natural under-weights to China’s tech
sector—the Index has experienced significantly lTower volatility than the broad MSCI EM
Index while handily outperforming 1it.

Figure 2: Comparison of fundamental data

WisdomTree EM

High Dividend MSCI EM Difference
Return 28.36% 13.69% 14 .67%
Volatility 12.59% 15.35% 2.77%
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sources: WisdomTree, MSCI, FactSet, as 27 September 2021.

You cannot invest directly in an index. Past performance is not indicative of
future returns.

while we are still constructive on the Tong-term growth potential of many of these
Chinese tech companies, the near-term uncertainty of a more heavy-handed regulatory
environment in China has weighed on the benchmark index’s recent returns. China makes up
nearly 35% of the index’s weight.

Figure 3: Historical comparison of performance
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sources: WisdomTree, MSCI, FactSet, as of 27 September 2021.

You cannot invest directly in an index. Past performance is not indicative of
future results.

wisdomTree’s high dividend Index has under-weight allocations to the companies—-mostly in
information technology, communication services and consumer discretionary sectors—that
have been the main targets of China’s regulatory crackdown.

The Index has also been over-weight in the value sectors like financials and materials
that have been beneficiaries of an improving global economy and a rally in commodity
prices.

Figure 4: Comparison of sector tilts
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WT EM High
Dividend

MSCI EM /U Weight

Financials 27.94% 19.19%

Materials 21.94% 891%

Information Technology 14.11% 21.31% -7.20%
Utilities 6.68% 2.18% 4 50%
Communication Services 6.06% 10.62% -4.56%
Energy 5.97% 5.28% 0.69%
Real Estate 553% 1.81% 3.72%
Consumer Staples 4 35% 5.76% -1.41%
Industrials 423% 4 98% -0.75%
Consumer Discretionary 2.92% 15.22% q
Health Care 0.27% 4.74% -4.47%

sources: WisdomTree, MSCI, FactSet, as of 31 August 2021.

You cannot invest directly in an index. Past performance is not indicative of
future results.

From a country perspective, the wisdomTree High Dividend Index has a much smaller
allocation to China than the broader MSCI EM Index, at an aggregate weight of less than

20%. That under-weight allocation to China is offset by heavier allocations to Taiwan
and Russia.

Figure 5: Comparison of country tilts

WT EM High
Dividend

Country MSCI EM O/U Weight

China 20.37% 33.28%

Taiwan 28.02% 14.82%

Korea 4.64% 13.00% -8.35%
India 5.91% 11.66% -5.75%
Brazil 9.74% 5.00% 4.73%
Russia 15.89% 3.29%

South Africa 4.01% 3.19% 0.82%
Saudi Arabia 0.00% 3.16% -3.16%
Mexico 1.79% 1.97% -0.18%
Thailand 2.44% 1.72% 0.72%

Source: WisdomTree, MSCI, FactSet, as of 31 August 2021.

You cannot invest directly in an index. Past performance is not indicative of
future results.

A Higher Active Share EM Solution

we think this approach to targeting quality dividend payers may provide a solution for
investors interested in enhancing potential income for portfolios, as an active

management solution, and/or to tap into a higher inflation thesis, given its tilts to
the materials, financials, and real estate sectors.

while its absolute volatility Tevels are similar to, or even below, that of the MSCI EM
Index—depending on the period under consideration-the wisdomTree Emerging Markets High
Dividend Index has an active share of 88% against the MSCI EM Index benchmark.

In a challenging year for the headline EM Index, some investors may prefer a
diversifying solution with lower correlation to the EM beta.
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Figure 6: Historical comparison of performance of WisdomTree Emerging Market
High Dividend Index versus MSCI Emerging Markets Index
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Sources: WisdomTree, FactSet, MSCI, as of 27 September 2021.

You cannot directly invest within an index. Past performance is not indicative
of future returns.

Related Blogs
+ Emerging markets - in need of a jab

+ A moment in markets - The long-awaited return of the emerging markets risk premium?

Related products
+ WisdomTree Emerging Markets Equity Income UCITS ETF (DEM/DEMD

View the online version of this article here.
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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 dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree 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 1is 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 1laws 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 Tlegal 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 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
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 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in 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 Toss arising from any use of this document or its contents.
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