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Every three years, the Bank for International Settlements (BIS) conducts a survey of

global foreign exchange (forex) trading. This survey represents the market’s most

comprehensive source of information on global forex trading volumes and turnover. During

the survey period in April 2013, foreign exchange markets averaged $5.3 trillion in

turnover per day. In April 2010, trading stood at $4 trillion, and in April 2007, $3.3

trillion. As markets continue down the path of globalization and market participants

transact, hedge and speculate, global foreign exchange trading volume will continue to

grow. Given this dramatic increase, investors should consider what role currencies play

in their portfolios. In our opinion, the most interesting developments in the 2013

triennial survey had to do with emerging markets. For the first time, the Mexican peso

and the Chinese yuan made it into the top 10 most traded currencies in the world. In

fact, both currencies actually doubled their overall share of trading volume since the

last survey. Also markedly increasing in trading volume since the last survey was the

Russian ruble. In our view, this is a result of recent reforms Russian policy makers

have made in order to increase local market access.      Currency Distribution of 
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Outside emerging markets, while the U.S. dollar has maintained its standing as the

world’s reserve currency, the eurozone’s share of global forex trading fell markedly.

However, this decrease in volume is not singularly attributable to a rise in trade of

the U.S. dollar. Looking at the data more closely, the increases in trading have

actually been more widely distributed. In 2010, only 15 currencies accounted for more

than 1% of overall total trading volume each; today the top 20 most traded currencies

account for at least 1% of total volume each. In notional terms, these 20 currencies now

trade in excess of $50 billion, on average, each day. When compared to trading volumes

of other asset classes such as stock and bonds, this level of interest and liquidity is

remarkable. Although recent performance against the U.S. dollar has resulted in losses

for many emerging market currencies, the rise in their importance to global trade is

continuing. As many of these countries continue along the path of market liberalization

and development, we expect the current trend of financial market globalization to

continue. Commensurate with this rise in prominence, currency fluctuations are

continuing to be a significant driver of total returns not only in emerging markets but

also in the developed world. For many investors, this creates an additional element of

complexity when assessing investment opportunities around the world. In our view, it may

make sense for investors to take a more proactive, tactical approach in managing their

exposure to foreign currencies. As liquidity continues to increase and investors become
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more informed, the ability to efficiently access non-traditional asset classes expands

their opportunity set. With government policy still having a significant impact on many

economies’ future growth trajectories, policy makers are carefully weighing the impact

of their decisions on their currencies compared to their trading partners’. In our

opinion, investors should be undertaking the same type of analysis when managing

exposures in their portfolio.            

Important Risks Related to this Article

Investments in currency involve additional special risks, such as credit risk and

interest rate fluctuations. 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.

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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You cannot invest directly in an index.
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DEFINITIONS

Foreign Exchange (FOREX, FX)     : The exchange of one currency for another, or the

conversion of one currency into another currency.

Liquidity  : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high level

of trading activity. Assets that can be easily bought or sold are known as liquid asset.
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