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As we noted in a previous blog post, answering the question of what the U.S. dollar is

worth can be a particularly tricky exercise. Through our research we came to the

conclusion that comparing the value of the dollar against the currencies of America’s

largest trading partners plus the most frequently traded currencies in the global

foreign exchange (FX) markets provided a dynamic and intuitive approach to addressing

this question. As we start 2014, we thought it appropriate to discuss the changes that

occurred in the Bloomberg Dollar Spot Index (BBDXY) during its most recent year-end

rebalance. • For 2014, BBDXY adds the Brazilian real, removes the Singapore dollar and

sees the euro and Japanese yen swap a portion of their respective market share. • The

distinction between the Bloomberg Dollar Spot Index and the ICE U.S. Dollar Index (DXY)

grows as the global economy evolves, with weights to the Americas and Asia increasing in

BBDXY versus the euro-dominated DXY. • The currencies in BBDXY comprise 81% of overall

trade with the U.S. and 93.7% of the daily FX volume, compared to 42% and 79.7%,

respectively, for DXY1. Looking back at our previous blog post on global FX trading, the

relative trading growth of the euro (15%) has lagged the overall growth in foreign

exchange volume (35%)2. However, trading in the yen has increased dramatically, growing

60% over the same period, as investors showed renewed interest in the Japanese economy.

The euro remains the prominent currency in the basket, but its influence has declined

from 34.3% to 31.3% for the coming year. Additionally, the Brazilian real will enter the

index with a weight of 2.15%. The inclusion of the Brazilian real—a higher-carry

currency—will likely increase the negative drag of interest rate differentials in the

total return index (20 basis points) and provide an increase in index volatility3. The

Brazilian real joins the Mexican peso and the Canadian dollar as an additional currency

from the Americas in the basket. As shown in the table below, the regional composition

of the basket has shifted slightly, with an increase in weight to currencies from the

Americas and Asia and a small decrease in European currencies. • The real was bolstered

by relative growth in trade and an increased share in foreign exchange transaction

volume. • The Singapore dollar slipped to 11th place in the most recent trade volume

survey. Its 13th place in foreign exchange volume fails to rank it in the top 10 of

either trade partners or foreign exchange transaction volume. Bloomberg Dollar Spot 
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Index Weights for 2014     A Broader,

More Representative Approach The countries whose currencies are included in the BBDXY

basket represent 81% of the overall trade with the United States. By another measure,

the currencies included in the Bloomberg Dollar Spot Index comprise 93.7% of the $5.3

trillion traded each day in the foreign exchange market. By comparison, the six

components of the ICE U.S. Dollar Index represent only 42% of the trade with the U.S.

and barely 80% of the daily FX volume. From our perspective, when investors ask

themselves what the U.S. dollar is worth, we believe this more comprehensive assessment

of the dollar provides a more intuitive approach.   Bloomberg Dollar Spot Index  

(BBDXY) vs. ICE U.S. Dollar Index (DXY)        Even

after the most recent rebalance, BBDXY remains more broadly differentiated than DXY. In

our view, a dynamic measure of the U.S. dollar provides a more representative approach

to measuring the role the U.S. dollar plays in the global economy. 1Source: Bloomberg,

WisdomTree, as of 12/31/13. 2Source: Bank for International Settlements (BIS), Triennial

Survey, April 2013. 3Sources: Bloomberg, WisdomTree, as of 12/31/13.

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. Foreign investing involves special risks, such as risk of loss from

currency fluctuation or political or economic uncertainty. Investments in currency

involve additional special risks, such as credit risk and interest rate fluctuations.

Diversification does not eliminate the risk of experiencing investment losses.

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.
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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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 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

Bloomberg Dollar Spot Index (BBDXY)      : Tracks the performance of a basket of ten

leading global currencies versus the U.S. dollar. Each currency in the basket and their

weight is determined annually based on their share of international trade and FX

liquidity.

ICE U.S. Dollar Index (DXY) : a geometrically- averaged calculation of six currencies

weighted against the U.S. dollar. Current exposures include the euro, Japanese yen,

British pound, Canadian dollar, Swedish krona and, & Swiss franc.

Carry  : The amount of return that accrues from investing in fixed income or currency

forward contracts.

Basis point : 1/100th of 1 percent.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.
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