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Over the past few years, it’s been difficult to make a reliable case for emerging market equities. Every time we take a
closer look into this market, its low valuations tend to pique our interest, but it ends up underperforming U.S. equities
nonetheless.

 

Let’s face it—this isn’t the easiest topic in today’s world.

 

And that’s exactly why this could be a great time to consider emerging market equities.

 

2018 Exhibited Some Mysterious Performance Characteristics

 

A few factors that tend to influence emerging market equity performance leap to the forefront of our considerations.

 

Factor 1: The U.S. dollar

 

The dollar appreciated in 2018, and the U.S. Federal Reserve raised the Federal Funds Rate as many times as had been
expected—four. Historically speaking, this hasn’t been the best tailwind to emerging market equities.

 

Factor 2: Oil prices 

 

This matters a lot to major oil-exporting countries (like Russia), and not nearly as much to others that are more import-
focused (like India). For the full year, Brent Crude oil fell from about $67 per barrel to about $54—a 20% drop. During the
year, the price rose all the way to levels above $85, and then proceeded to drop to almost $50. To say the least, oil’s vol
atility was a major factor affecting global markets beyond just those in emerging markets.

 

So now, for the mystery:

 

During U.S. dollar appreciation, the currencies of more commodity-focused emerging markets tend to be more volatile
and depreciate more. If we also know the price of oil has dropped significantly—and many commodity exporters in
emerging markets are oil-focused—we’d also predict that these countries would have struggled during the year.

 

In figure 1, however, Qatar, Peru, Brazil and Russia were the top four country performers for 2018 . Each
outperformed the broader MSCI Emerging Markets Index benchmark by more than 10%. Each country is heavily
involved in the petroleum industry. Figure 1’s returns are also in U.S. dollars, thereby showing both the impact of
the equity returns as well as the currency returns against the U.S. dollar. Despite a tough environment for oil, these
countries delivered.
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For Qatar and Russia in particular, perhaps 2018 represented a recovery rally measured against what happened in
2017, when these markets underperformed.

We’d focus more on Brazil and Russia and how these markets have continued to rally thus far in 2019.

 
Looking at figure 1 and recognizing just how tricky 2018 was to predict, we use the fact that the better performers (green)
and the worse performers (red) jump around year to year to help people see how difficult it can be to predict the top
country performers. The benefit of a rules-based approach: it happens automatically!

 

Figure 1: Intuition Didn’t Match 2018 Results

 

The Brilliance of a Rules-Based Approach

 

The WisdomTree Emerging Markets High Dividend Index is designed to focus on the highest-yielding dividend payers in
emerging markets that generate the largest cash dividends. Brazil and Russia have been large exposures in recent years.
The Energy sector has also been outsized, as a significant over-weight relative to the MSCI Emerging Markets Index in
recent years.

 

To be honest, if I knew that oil would drop some 20% and the dollar would be strong, I wouldn’t be excited about being
over-weight in positions like Russia or Energy.

 

Yet look at figure 2:

 

The WisdomTree Emerging Markets High Dividend Index delivered almost 800 basis points of outperformance in
2018, which is not an easy feat when the broad benchmark was down nearly 14.6%.
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The WisdomTree Emerging Markets High Dividend Index was significantly over-weight in the Energy sector and
Russia as a country compared with the MSCI Emerging Markets Index. This happened because companies in the
Energy sector and in Russia had high-dividend yields and paid massive cash dividends. Thankfully, not one ounce
of this depended on human foresight, which likely would have tried to get out of Russia or Energy, among the top-
performing places to be during 2018 in emerging markets.

 

Figure 2: Forget Intuition—the Process found the Better-Performing Areas!

 

Valuation, Valuation, Valuation

 

We all know the expression “location, location, location” in real estate. In the short term, prices can exhibit volatility, but
in the long term, location is what matters.

 

We feel the same way about valuation within equity investments.

 

In the longer run, we don’t find many stories in which investors allocated to broad-based strategies with hundreds of
constituents and were disappointed when allocating to single-digit multiples. We find a lot of stories about people who
wish that they could go back in time, with hindsight, to do so.

 

As figure 3 shows, and as we alluded to before, emerging markets are looking comparatively cheap once again, and
that’s why they’re still worthy of consideration.

 

Figure 3: Single-Digit P/E Ratios, with the Proper Time Horizon, Are Always Exciting
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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

Federal Reserve  : The Federal Reserve System is the central banking system of the United States.

Federal Funds Rate  : The rate that banks that are members of the Federal Reserve system charge on overnight loans to
one another. The Federal Open Market Committee sets this rate. Also referred to as the “policy rate” of the U.S. Federal
Reserve.

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

MSCI Emerging Market Index  : The MSCI Em (Emerging Markets) Index is a free-float weighted equity index that
captures large and mid cap representation across Emerging Markets (EM) countries.

Dividend  : A portion of corporate profits paid out to shareholders.

Basis point  : 1/100th of 1 percent.

Valuation  : Refers to metrics that relate financial statistics for equities to their price levels to determine if certain
attributes, such as earnings or dividends, are cheap or expensive.

Price-to-earnings (P/E) ratio  : Share price divided by earnings per share. Lower numbers indicate an ability to access
greater amounts of earnings per dollar invested.
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