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Earlier this year there were expectations that a global economic recovery would be a boon for the export-reliant and
commodity-sensitive emerging markets (EM). 

Fast-forward to August, and the MSCI Emerging Market Index (measured in local currency) is the worst-performing broad
index we track—up just over 3% compared to the nearly 15% gain of the MSCI ACWI. 

The best performing? The EM small-cap index. 

Our Global Head of Research, Jeremy Schwartz, wrote about the rally in EM small caps in a recent blog post. 

Year-to-Date MSCI Index Returns (in Local Currency)

Another area of the EM market that has similarly shined amid headline risk in China tech stocks  is high dividend payers. 

The highest dividend quintile within the MSCI EM Index has outperformed the bottom dividend quintile by over 1,000 ba
sis points (bps) and outperformed non-dividend payers by nearly 3,000 bps.

MSCI Emerging Markets Index: Year-to-Date
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At the fall 2020 annual rebalance of the WisdomTree Emerging Markets High Dividend Index (WTEMHY), we
implemented several risk screens to mitigate exposure to the riskiest dividend payers in the EM universe.

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

Index Performance since 10/22/20

While we are still constructive on the long-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.

Index Performance since 10/22/20

WisdomTree’s high dividend Index has under-weight allocations to the companies—mostly in the 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. 

Index Sector Weights
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From a country perspective, the WisdomTree high dividend Index has a much smaller allocation to China than the broad
MSCI EM Index, at less than 20%. That under-weight allocation to China is offset by heavier allocations to Taiwan and
Russia. 

Top Country Weights 

A Higher Active Share EM Solution 

Since its inception in 2007, the WTEMHY has outperformed the MSCI EM Index by 84 bps annualized. 

The outperformance was achieved with less risk over the full period, albeit with similar volatility to the benchmark in
more recent years. 

We think this approach to targeting quality dividend payers can 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 levels are similar to, or below, that of the MSCI EM Index, the WisdomTree high dividend
Index has an active share of 88%, resulting in a high tracking error. 

In a challenging year for the headline EM index, some investors may prefer a diversifying allocation with lower
correlation to EM beta. 

Index Calendar Year Relative Returns

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

Investments in emerging, offshore or frontier markets 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.
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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

MSCI ACWI Index  : A free-float adjusted market capitalization-weighted index that is designed to measure the equity
market performance of developed and emerging markets.

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.

Small caps  : new or relatively young companies that typically have a market capitalization between $200 million to $2
billion.

Basis point  : 1/100th of 1 percent.

Volatility  : A measure of the dispersion of actual returns around a particular average level.&nbsp.

Value  : Characterized by lower price levels relative to fundamentals, such as earnings or dividends. Prices are lower
because investors are less certain of the performance of these fundamentals in the future. This term is also related to the
Value Factor, which associates these stock characteristics with excess returns vs the market over tim.

Quality  : Characterized by higher efficiency and profitability. Typical measures include earnings, return on equity, return
on assets, operating profitability as well as others. This term is also related to the Quality Factor, which associates these
stock characteristics with excess returns vs the market over tim.

Inflation  : Characterized by rising price levels.

Tracking Error  : Can be discussed as both the standard deviation of excess return relative to a specific benchmark, or
absolute excess return relative to a specific benchmark.
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