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A major shift in energy production has taken place, and the uUnited States is grabbing
headlines for becoming the world’s Tleading producer of o0il and natural gas in 2013-

overtaking Russia.l The energy production surge in the united States is impacting trade
flows and Tlowering dimports of energy. Over the Tlong term, the change 1in the
import/export mix of energy-related products could have an impact on the U.S. dollar-
with decreasing imports of oil Tlowering the supply of dollars that have to be sold by
foreign countries, and increased exports of refined products creating more demand for
U.S. dollars when the goods are paid for. Drilling techniques called hydraulic
fracturing, or fracking, have resulted in a higher output of crude in the past years,

and this is projected to continue in the years ahead.? consider this:  Average oil
production in October was over 7.8 million barrels per day, which is 19% higher than a

year ago.3 « Rising crude supplies from fields including North Dakota’s Bakken shale and
the Eagle Ford shale in Texas have helped the U.S. become the world’s Tlargest exporter

of refined fuels (including gasoline and diesel).* « According to the EIA, Texas pumped
2.575 million barrels a day in June-if Texas were its own country, it would rank 15th 1in
the world 1in terms of oil production. « The U.S. met 87% of 1its energy needs in the

first five months of 2013 and is on target to hit the highest annual rate since 1986.°
while the uUnited States is still far from being energy independent, it is making great
strides. Below 1is a graph of the U.S. imports and exports of crude oil and petroleum
products going back to 1991 that can be found on the U.S. Energy Information
Administration website. There has been a clearly visible sustained increase 1in exports
over the last few years and a substantial drop in imports. ¢ Export surge: In 2006, the
U.S. exported fewer than 1 million barrels per day. Recent statistics show the U.S.
exporting over 3 million barrels per day. ¢ Imports down: Imports of crude oil and
petroleum have dropped from a high of 14 million barrels per day in 2007 to under 10
million barrels per day in recent data. o But some of these imports of oil are being
used to create refined products such as gasoline, which are then exported. when one
Tooks at net imports (imports minus exports) there 1is even a sharper collapse. ¢ Net
imports cut in half: Net imports of oil have dropped from a high of over 13 million
barrels per day to just above 6 million barrels per day. This is creating a dramatic
change in terms of oil-related trade. U.S. 0il: Imports and Exports (3/31/1991-
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Source: LS. Energy Information Administration Period chosen based on data availability for desired statistics.

9/ 3 0/2 013) Past performance is not indicative of future results. U.S.
Dollar Implications of the Shale 0il Revolution The United States runs a current
account deficit that stands at about 2.5% of gross domestic product (GDP). This deficit
remains fairly large but has recently shown {improvement: five years ago, the current

account deficit stood at approximately 5% of GDP°. A sustained improvement in the current
account deficit picture could be supportive for a stronger U.S. dollar. Further, the
nation’s non-oil current account deficit stood at 1% in the first quarter of 2013 vs.
its total current account deficit of 2.4%. The o0il balance stood at 1.4% in the first

quarter of 2013, a material improvement from the peak of 3% in September of 2008.°
Moreover, the abundant supply of cheap natural gas is becoming a competitive advantage
to bring back manufacturing to the United States and making the U.S. more competitive
with foreign countries that have cheaper Tlabor pools. This positive feedback Toop that
starts with the energy boom but feeds 1into other 1industries can reinforce this
improvement in the import/export mix and trade flows of the U.S. dollar. In the short
term, politics, monetary policy and economic growth certainly trump these more Tong-term
economic forces. But the point of this blog post is to question whether the dollar’s
Tong-term decline during the 2000s 1is about to reverse. Consider Currency-Hedged
Investment Strategies When considering the finvestment 1implications of the shale
revolution, one often goes to oil-related companies. But I believe one should also think
about the consequences for the U.S. dollar and how this dimpacts any dinvestment
denominated in foreign currencies—-such as foreign equities. Given potential for higher
growth out of the U.S. due to spillover effects from the shale oil revolution, higher
world growth momentum, and +improving sentiment from sustained <improvements 1in the
current account, this could inevitably be supportive for the uU.S. dollar in the years
ahead. I believe this 1is further reason that investors should consider currency-hedged
investment strategies when they look at their international equity allocations. If there
is a currency most at risk from shifting energy trade dynamics, it may be Japan’s.
Japan’s trade balance of oil and gas has been worsening, especially as the yen has
started weakening and Japan shut down 1its nuclear energy production. In a future post,
we will compare Japan’s energy trade balance with the U.S. and what it could mean for

the yen versus the u.S. dollar. lsource: wall Street Journal, “U.S. Is Overtaking Russia
as Largest Oil-and-Gas Producer,” oOctober 2, 2013. 2According to the U.S. Energy
Information Administration (EIA). 3According to the U.S. Energy Information
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Administration (EIA). “source: Bloomberg, “Fracking Moves U.S. Crude Output to Highest
Level Since 1989”, September 11, 2013. Ssource: EIA. Ssource: Bloomberg, October 2013
"source: Bloomberg, October 2013

Important Risks Related to this Article

Investments 1in currency involve additional special risks, such as credit risk and
interest rate fluctuations.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1its
affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

current account deficit : Situation where a country has a greater Tlevel of imports
than exports.

Gross domestic product (GDP) : The sum total of all goods and services produced
across an economy.

_____ Actions undertaken by a central bank with the ultimate
desired effect of Towering interest rates and stimulating the economy.
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