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As much as I loathe the painfully pervasive phrase “Sell in May and go away” this time

of year, it doesn’t appear as though the financial press is going to let it fade into

the background anytime soon. Instead of trying to search for causes or explain

potentially seasonal anomalies with logic, I decided to focus this discussion on a

market that hasn’t been getting nearly the amount of press it deserves. With more

investors finally taking note of the sometimes significant impact that currency can have

on their portfolios’ total returns, I sought to look at how the dollar has fared against

other major currencies during the month of May over the last 10 years. As I show in the

simple table below, the U.S. dollar has had a fairly strong track record during the

month of May. With geopolitical risk continuing to bubble and market pundits continuing

to debate valuations across markets, going long the dollar against a basket of foreign

currencies could be a straightforward approach to hedging market uncertainty over the

next month. Historical U.S. Dollar Performance during the Month of May       

 Last Four Years 

Explained Since the market lows in 2009, the dollar has shown broad-based strength

against major foreign currencies during the month of May. On May 22, 2013, then-Federal

Reserve (Fed) chairman Ben Bernanke hinted that the Fed was considering tapering. In May

2012, the solvency of the eurozone continued to be called into question, leading up to

Mario Draghi’s “whatever it takes” speech in July. In May 2011, the U.S. government had

just avoided a shutdown. In Greece, protesters were taking to the streets to voice their

opposition to European Union-imposed austerity measures as a condition for the second

tranche of bailout funds. The first bailout occurred in May 2010. In all these

instances, the dollar tended to benefit during these uncertain market environments,

which coincidentally occurred in May. What about the Yen? When thinking about the U.S.

dollar as a potential beneficiary during risk-off markets, another traditional safe-

haven currency has historically been the Japanese yen. In light of recent changes in

Japanese government policy, I believe that many investors are beginning to question the
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logic of the yen as a risk-off currency when the government appears to be committed to

weakening it to increase competitiveness. Going forward, I believe the dollar will

continue to benefit when investors are concerned about potential turning points in

markets. In conclusion, the impact of seasonal effects in May seem to garner investors’

attention, which can lead to declines in prices or market volatility. Until now,

investors have generally tended to focus on the impact on stocks and bonds. As investors

continue to focus on the role that currency plays in their portfolios, they should

increasingly consider the merits of long dollar strategies and currency-hedged equity

strategies as one way to reduce the impact of movements in foreign currency against the

U.S. dollar.

Important Risks Related to this Article

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

interest rate fluctuations. Investments in derivative investments can be volatile, may

be less liquid than securities and may be more sensitive to the effect of varied

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

currency fluctuation or political or economic uncertainty

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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 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

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.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Tapering  : A shift in monetary policy by which the Federal Reserve would begin

decreasing the amount of bonds it purchases.

Eurozone (EZ)   : Consists of the following 18 countries that have adopted the euro as

their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,

Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia

and Spain (source: European Central Bank, 2014).

Austerity  : Policies used by governments to reduce budget deficits during adverse

economic conditions.

Safe-haven  : Characterized by being a potentially desirable focal point of investment

flows during periods of increased volatility and market risk. Safe-haven is not

synonymous with risk-free.

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

level.&nbsp.

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

on investment returns.
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