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2013 was not a good year for performance in emerging markets (EM), emerging market fixed income or fixed income in
general, outside of U.S. high yield. Interest rates rose, EM currencies generally weakened against the U.S. dollar, and
investors were more upbeat about prospects in the developed world than those in the emerging world. While we will
provide a more in-depth analysis of specific emerging markets in an upcoming blog post, we thought it might be useful
to put 2013 in context of money flows to potentially understand where the market is positioned at the beginning of 2014.
Simply put, when there are more sellers than buyers, prices tend to fall. At the most basic level, flows can be a driver of
asset prices. According to J.P. Morgan, in 2013 flows into emerging market fixed income occurred at the slowest pace
since the global financial crisis. All told, only $9.7 billion flowed into dedicated emerging market fixed income strategies

last year, well below the $40 billion historical average run rate1. On the WisdomTree front, the Asia Local Debt Fund
(ALD), Emerging Markets Local Debt Fund (ELD) and the Emerging Markets Corporate Bond Fund (EMCB) had net

inflows of only $84 million2. However, some interesting and noteworthy trends emerged in 2013 for the asset class. The
wide-scale redemptions of emerging market debt generally occurred from retail investors ($9 billion in outflows),
whereas many institutional clients took advantage of the increase in relative yields to reduce structural underweights to

EM debt. All told, institutional accounts accumulated an estimated $20 billion of emerging market debt in 20133. In spite
of the disappointing 2013 performance, there were a few additional bright spots that emerged from the emerging

markets. Emerging market corporations came to market last year with a new record annual issuance of $359 billion4.
Again, it was predominantly institutional investors that were taking down this record supply. In a trend we noted
previously, we believe that the emerging market corporate asset class is only in the very early stages of adoption for
many fixed income investors. In our view, a large number of emerging market corporate issuers took advantage of some
of the lowest borrowing rates in their history to lock in financing last year, putting them on a much stronger footing to

start 2014. J.P. Morgan projects that in 2014, net financing needs for EM corporations will fall 39%, to $143 billion5.
Emerging Markets Fixed Income Overview

 For definitions of indexes in
the chart, please visit our Glossary.   Looking to the year ahead, we believe that many of the same elements that drove
2013’s increased adoption of emerging market credits may hold. Namely, improving issuers’ credit profiles, shorter
duration than EM USD sovereigns and attractive yield levels (read previous blog post here). Even though U.S. interest
rates are currently forecast to rise this year, positioning in emerging market corporate debt tends to be much lighter than

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#interest-rates
https://wisdomtree.com/etfs/fund-details-fixed-income.aspx?etfid=77
https://wisdomtree.com/etfs/fund-details-fixed-income.aspx?etfid=75
https://wisdomtree.com/etfs/fund-details-fixed-income.aspx?etfid=79
https://wisdomtree.com/blog/glossary
https://wisdomtree.com/blog/glossary#duration
https://wisdomtree.com/blog/glossary#em-usd-sovereigns
https://wisdomtree.com/blog/corporate-versus-government-debt-in-emerging-markets


other fixed income sectors6. We believe that as developed world growth continues, many of the large, multinational EM
corporations will stand to benefit. From a valuation perspective, investment-grade-rated EM issuers now have yields

more in line with single-B-rated issuers in the U.S. and Europe7. While total returns may be dampened on account of
rising U.S. interest rates, we believe that EM corporates are currently attractively priced against other similar credit

quality assets.   1Source: J.P. Morgan, as of 1/8/14. 2Sources: WisdomTree, Bloomberg; as of 12/31/13. 3Source: J.P.

Morgan. 4Source: J.P. Morgan. 5Joyce Chang, “Emerging Market Outlook and Strategy,” J.P. Morgan, 1/8/14. 6Source:

J.P. Morgan, as of 1/8/14. 7Sources: J.P. Morgan, Standard & Poor’s; as of 1/8/14.

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

There are risks associated with investing, including possible loss of principal. 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 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. Derivative investments
can be volatile, and these investments may be less liquid than other securities, and more sensitive to the effects of varied
economic conditions. Fixed income investments are subject to interest rate risk; their value will normally decline as
interest rates rise. In addition, when interest rates fall, income may decline. Fixed income investments are also subject to
credit risk, the risk that the issuer of a bond will fail to pay interest and principal in a timely manner, or that negative
perceptions of the issuer’s ability to make such payments will cause the price of that bond to decline. Unlike typical
exchange-traded funds, there is no index that the Funds attempt to track or replicate. Thus, the ability of the Funds to
achieve their objective will depend on the effectiveness of the portfolio manager. Due to the investment strategy of these
Funds, they may make higher capital gain distributions than other ETFs. Please read each Fund’s prospectus for specific
details regarding each Fund’s risk profile. ALPS Distributors, Inc. is not affiliated with J.P. Morgan.

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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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

Interest rates  : The rate at which interest is paid by a borrower for the use of money.

Duration  : A measure of a bond’s sensitivity to changes in interest rates. The weighted average accounts for the various
durations of the bonds purchased as well as the proportion of the total government bond portfolio that they make up.

EM USD Sovereigns  : Debt denominated in U.S. dollars issued by emerging market governments.

Single-B-credit rating  : represents the middle level of a highly speculative credit risk according to Standard & Poor’s
and Fitch. This level represents borrowers that are more vulnerable than BB rated issuers, but still currently have the
capacity to meet its commitments.
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