WisdomTree BLOG ARTICLE

MIDDLE EAST EXPOSURE IN FOCUS ON
MSCI UPGRADE
Jeremy Schwartz — Global Chief Investment Officer
06/09/2014

The decision by the MSCI index family to upgrade Qatar and United Arab Emirates from "frontier markets" to
"emerging markets" is causing ripple effects throughout the investment world—in both the performance of the
underlying markets and shifting allocations with strategies dedicated to frontier markets. Qatar and UAE have recently
been nearly 40% of the MSCI Frontier Markets 100 Index, and their upgrade will result in a shift in higher allocations to
Kuwait, another Middle Eastern country, and Nigeria. 1 MSCI released the names of the individual securities being
included in the MSCI Emerging Markets Indexs from both Qatar and UAE. Of the 19 stocks MSCI is adding to the MSCI
Emerging Markets, 16 are in the WisdomTree Middle East Dividend Index (WT Middle East); as of May 31, these 16
stocks comprised almost half the exposure of this Index. The WT Middle East thus has half its weight in stocks that will be
purchased by broad-based strategies tracking the MSCI Emerging Markets Index. But there is another Middle Eastern
country in focus as a result of this transition of Qatar and UAE: Kuwait is the largest exposure in the MSCI Frontier
Markets 100 Index outside of Qatar and UAE and will see an increase in weight within frontier indexes once Qatar and
UAE are removed and the Index and portfolios get rebalanced. Kuwait represents approximately 15% of the exposure in
the WT Middle East and together with Qatar (32%) and UAE (29%), they make up more than 75% of the WT Middle
East.2 In other words, approximately 75% of the weight of the WT Middle East is being impacted by this
transitional upgrade. The composition of the frontier market indexes is certainly going to undertake a dramatic shift
once this upgrade is completed; it is occurring in stages on a monthly basis from the end of May through November. 3
The exposures embedded in the WT Middle East offer a way to reﬂect what is happening in the transitional phase. For a
look at the performance of the stocks being upgraded and how they compare versus the broader Middle East, we have
provided the below analytics. Highlights: • Both UAE and Qatar have outperformed the broader Middle East over the
last one, three and ﬁve years.4 • UAE stocks on average have performed better across all periods displayed below
compared to Qatar, but they have underperformed if you look back to pre-ﬁnancial crisis levels. 5 The ﬁnancial sector
makes up a large part of both markets, but it was a more signiﬁcant drag on the UAE market. The ﬁnancial sector has
rebounded well and beneﬁted both markets since the crisis lows. • Kuwait stocks, although not as high as Qatar and
UAE, have also been beneﬁciaries of this transition, with one-year average performance numbers of 12.26%. The MSCI
Emerging Markets Index return over the period was 5.37%.6 Although the outperformance is not as dramatic compared
to UAE and Qatar, this is impressive given the fact that the Kuwait effect has not been a focal point of the upgrade
announcement. Many have looked at the performance of frontier market indexes as providing some diversiﬁcation from
general emerging market strategies, with distinct and unique proﬁles. A key component to the recent performance over
the last three to ﬁve years in these indexes had been their Middle East exposure, which is being dramatically cut—as
Qatar and UAE go from large weights in the frontier market indexes to smaller weights in the MSCI Emerging Markets
Indexes. This may be motivation to increase allocations to the Middle East directly as a stand-alone allocation to help
maintain the current exposure or try to participate in stocks that will see more ﬂows with the upgrade announcement.

WisdomTree.com

1-866-909-WISE (9473)

WisdomTree BLOG ARTICLE

Middle East Summary
1Source: MSCI, as of 4/30/14 2Source: WisdomTree, as of 5/31/14 3Source: MSCI, MSCI Frontier Markets 100 Index
Revised Methodology, April 2014 4Sources: WisdomTree, Bloomberg, as of 5/31/14 5Sources: WisdomTree, Bloomberg,
7/1/08–5/31/14 1WisdomTree, Bloomberg, 5/31/13–5/31/14. Kuwait stocks deﬁned as MSCI Kuwait Index. The MSCI
Kuwait Index is a market capitalization-weighted equity index designed to measure the performance of the Kuwaiti
equity market
Importan t Risks Re late d to th is Article

Foreign investing involves special risks, such as risk of loss from currency ﬂuctuation or political or economic uncertainty.
Investments in emerging, offshore or frontier markets such as the Middle East 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 and intervention or political developments.
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, Kara Marciscano, 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
Frontier market : Typically characterized by a higher degree of potential risk, including issues that may inhibit the ﬂow
of assets across national borders and awareness of potential difficulties for foreigners to establish accounts.
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 Frontier Markets 100 Index : Includes 100 of the largest and most liquid constituents of the MSCI Frontier
Markets Index. The MSCI Frontier Markets Index is a broad market cap-weighted index, taking investability requirements
into consideration, across 26 countries defined as frontier markets by MSCI.
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.
WisdomTree Middle East Dividend Index : A fundamentally weighted index that measures the performance of
companies in the Middle East that pay regular cash dividends on shares of common stock and meet speciﬁed
requirements as of the Index measurement date. The Index is dividend weighted and updated to reﬂect market prices
and exchange rates.
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