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At WisdomTree, we have written extensively regarding how the movement of currencies can

have the potential to impact equity investments. Within emerging markets, the approach

o f currency hedging, which has become quite popular within developed markets, is

currently expensive.1 That’s why we created a new approach, the WisdomTree Strong Dollar

Emerging Markets Equity Index, which seeks to mitigate the potentially adverse impact of

a strengthening U.S. dollar against emerging market currencies.   Does a Stronger U.S.

Dollar Impact All Emerging Market Equities Equally?       Our answer is no—a

strengthening U.S. dollar (and weakening emerging market currencies) does not create an

equivalently negative impact across all emerging market stocks. Some important

considerations could include: • Geographic Revenue Distribution:   Companies that

derive more of their revenues from the United States actually see their goods and

services become less expensive to U.S. consumers as the dollar strengthens.   •

Commodity Sensitivity: Since many commodities are priced in USD, a strengthening U.S.

dollar is usually accompanied by declining commodity prices. Certain emerging market

companies are commodity sellers, thereby having the potential to see revenues increase

as commodity prices rise. Of course, others are commodity buyers, so they have the

potential to see their costs decrease as commodity prices fall.   • Debt Levels:  For

the most part, emerging market corporate debt issuance is in U.S. dollars. If the dollar

is strengthening compared to a company’s home currency, and the majority of that

company’s revenues are in that home currency, a scenario in which it is tougher for that

company to continue to pay for its debt obligations can develop. These represent just

some of the considerations to think about when looking at how companies within emerging

markets may respond to a stronger U.S. dollar.   Zeroing In on Strong Dollar   

Emerging Market Constituents   The WisdomTree Strong Dollar Emerging Markets Equity

Index steers around companies that may be the most at risk to respond negatively to a

strengthening U.S. dollar by virtue of its annual screening process:   • Sectors

Excluded at the Annual Screening    2: Energy, Financials, Materials, Telecommunication

Services and Utilities. We believe that the companies within these sectors, in

aggregate, could be at greater risk of responding negatively to a strengthening U.S.

dollar.   • Sectors Included at the Annual Screening:      Consumer Discretionary,

Consumer Staples, Health Care, Industrials and Information Technology. We believe that

companies within these sectors—given that they also must derive a minimum of 15% of

their revenue from the United States—could be at a lower risk to respond negatively to a

strengthening U.S. dollar.   In the chart below, we look to explore these premises,

utilizing blends of MSCI Indexes to represent included sectors3 and excluded sectors4.

Within this chart, the U.S. dollar is measured by the U.S. Federal Reserve Trade-

weighted Major Currency Index .   Last Five Years: As U.S. Dollar Strengthened,     

Blend of Included Sectors Outperformed Blend of Excluded Sectors       
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 • Overall Upward

Trend of the U.S. Dollar:     Over the five years ended September 30, 2015, the U.S.

dollar strengthened 4.6% per year, creating a potential headwind for any unhedged

exposure to emerging market equities. But we see that the ratio of the performance of

the blend of the included sectors compared to the performance of the blend of the

excluded sectors tended to increase. That means that the blend of included sectors

outperformed that of the excluded sectors—showcasing our initial point that emerging

market equities do not all respond equally to a stronger U.S. dollar.   • Positive

Returns Even While Not Hedging: What we also find interesting is that over the three-

year and five-year periods, the blend of included sectors exhibited positive returns.

This occurred as the dollar was getting strong, AND it is important to note that this

blend is NOT currency-hedged. The performance of the underlying equities was enough to

more than offset the currency headwind during these periods.   While there is no way to

know if this performance will continue, if an investor believes that the U.S. dollar has

the potential to continue to strengthen and that U.S. short-term interest rates will

remain lower than the short-term interest rates seen within many emerging markets for a

considerable time, WisdomTree’s Strong Dollar Emerging Markets Equity Index could be

interesting to consider.         1Source: Bloomberg, as of 9/30/15. 2Subsequent to Index

screening it is possible that a current constituent may spin off a subsidiary company

that may be classified as a Consumer Staples, Health Care, Telecommunication Services or

Utilities sector firm. Spin off firms that remain within the Index do not get removed

between Index rebalances due to their sector classification. 3Blend of included sectors:

Represents the eligible sectors of the WisdomTree Strong Dollar Emerging Markets Equity

Index, while maintaining sensitivity to the country exposures of this Index as of

9/30/15. Includes the MSCI Taiwan Information Technology Index, 24.7%; MSCI Taiwan

Consumer Discretionary Index, 12.0%; MSCI Taiwan Industrials Index, 9.5%; MSCI South

Korea Information Technology Index, 15.2%; MSCI South Korea Consumer Discretionary

Index, 13.9%; MSCI South Korea Industrials Index, 7.6%, MSCI South Korea Health Care

Index, 6.3%; MSCI India Information Technology Index, 5.7%; and MSCI India Health Care

Index, 5.1%. 4Blend of excluded sectors: Represents an equally weighted blend of the

sectors excluded from eligibility for the WisdomTree Strong Dollar Emerging Markets

Equity Index and includes the MSCI Emerging Markets Energy Index, the MSCI Emerging

Markets Materials Index, the MSCI Emerging Markets Financials Index, the MSCI

Telecommunications Services Index and the MSCI Emerging Markets Utilities Index.

Important Risks Related to this Article

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

Currency hedging : Strategies designed to mitigate the impact of currency performance

on investment returns.

Corporate debt : Bonds a company issues in order to raise money.

Annual screening date    : The screening date refers to the date upon which

characteristics of eligible constituent firms are measured, whereas the rebalance refers

to when the results from the screening date are implemented by way of Index weights and

constituents.

U.S. Federal Reserve Trade-weighted Major Currency Index        : Is a Federal Reserve

generated effective exchange rate between the US Dollar and its main trading partners.

Unhedged : Strategy that includes the performance of both the underlying asset as well

as the currency in which it is denominated. The performance of the currency can either

help or hurt the total return experienced.

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.

Short-term rates : the rate of interest on a debt instrument maturing in two years or

less.

MSCI Taiwan Information Technology Index      : designed to measure the equity market

performance of the Information Technology sector of Taiwan.

MSCI Taiwan Consumer Discretionary Index      : designed to measure the equity market

performance of the Consumer Discretionary sector of Taiwan.

MSCI Taiwan Industrials Index : designed to measure the equity market performance of

the Industrials sector of Taiwan.

MSCI South Korea Information Technology Index       : designed to measure the equity

market performance of the Information Technology sector of South Korea.

MSCI South Korea Industrials Index      : designed to measure the equity market

performance of the Industrials sector of South Korea.

MSCI South Korea Health Care Index       : designed to measure the equity market

performance of the Health Care sector of South Korea.

MSCI India Information Technology Index      : designed to measure the equity market

performance of the Information Technology sector of India.

MSCI India Health Care Index     : designed to measure the equity market performance of

the Health Care sector of India.

MSCI Emerging Markets Energy Index : Designed to measure the combined equity market

performance of the Energy sector of emerging market countries.

MSCI Emerging Markets Materials Index      : Designed to measure the combined equity

market performance of the Materials sector of emerging market countries.
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MSCI Emerging Markets Financials Index      : Designed to measure the combined equity

market performance of the Financials sector of emerging market countries.

MSCI Emerging Markets Telecommunication Services Index       : Designed to measure the

combined equity market performance of the Telecommunication Services sector of emerging

market countries.

MSCI Emerging Markets Utilities Index      : Designed to measure the combined equity

market performance of the Utilities sector of emerging market countries.
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