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2012 proved a modest year for emerging market (“EM”) currencies, as central bankers from

Brasilia to Bangkok attempted to stimulate their economies through interest rate cuts.

New asset purchases and policy guidance from the Federal Reserve have had the effect of

lowering domestic interest rates and weakening the U.S. dollar compared to most other

trading partners and currencies. On average, EM currencies appreciated in 2012, compared

to losses in 2011. However, 2013 may prove to be better than last year, provided such

large economies as Brazil, Indonesia and South Africa rebound after currency losses in

2011 and 2012. We believe 2013 will be another year of developed market central bank

activism that could provide positive tailwinds for EM currency investors. After a quick

turnaround in risk sentiment in the first few weeks of 2013, investors have done well by

having exposure to most emerging market currencies to start the calendar year. Focusing

on 2012, many EM currencies appreciated against the U.S. dollar. Notable laggards

included some of the largest emerging market economies, such as Brazil, South Africa and

Indonesia. As seen in the table below, broad appreciation was seen in many currencies,

but at varying speeds.  On average,

investors with exposure to EM currencies were rewarded for taking more risk in 2012. In

many instances, currencies that sold off the most in 2011 seemed to rally back at the

fastest pace in 2012. Emerging markets in Europe, such as Hungary, rallied strongly

after experiencing steep losses in 2011. While concerns about Europe are still in the

back of investors’ minds, positive surprises in Europe in 2012 provided a constructive
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backdrop for currency appreciation in countries such as Poland, Turkey and Russia. As a

region, Asia saw its currencies appreciate at the slowest pace on average. However, a

more subdued depreciation in 2011 meant that most Asian currencies have bounced back to

levels seen at the end of 2010. Historically, Asian currencies have been less volatile

than their Latin American or European counterparts. In uncertain market environments,

this has been a benefit for investors. Many economists predict that Asian economies ex-

Japan will grow at faster rates in 2013 than Latin America or Europe. Faster growth

rates and increased economic output could provide a boost for their currencies in 2013.

Latin American currencies performed well in 2012, with the notable exception of the

Brazilian real. After a series of interest rate cuts from 12.50% in September 2011 down

to 7.25% in November 2012, the stimulus of the previous year could finally begin to have

an effect on the Brazilian economy. Better-than-forecast economic growth could see the

Brazilian real appreciate against the U.S. dollar in 2013. In Latin America, another

currency poised to continue its upward trend in 2013 could be the Mexican peso. In an

environment where the U.S. economy continues to grow at faster rates than developed

economies in Europe, Mexico could continue to be a net beneficiary. While currency

movements can be the primary driver of investor returns in non-deliverable forward

currency contracts, it is also worth highlighting that even though many emerging market

central banks have cut interest rates to stimulate their economies, local interest rates

still remain four times higher on average than in the United States. After an active

2012, we believe that the bulk of interest rate cuts in emerging markets have already

occurred. For investors in locally denominated debt funds (WisdomTree Emerging Markets

Local Debt Fund – ELD or WisdomTree Asia Local Debt Fund – ALD) or EM currency funds

(WisdomTree Emerging Currency Fund – CEW)1, we expect returns from currency appreciation

and interest income to be more balanced than in 2012. In light of explicit pledges from

developed market central banks to continue accommodative monetary policy, faster-growing

economies such as emerging markets could be the net beneficiary in 2013, as investors

shift to into higher-yielding, riskier assets. With EM central banks largely on hold,

the absence of stimulus from them could remove a potential cause of currency weakness

that dampened returns in 2012. For investors that are still underexposed to

international currency and fixed income, 2013 could prove to be a great year for gaining

exposure to faster-growing economies around the world.     1Although CEW invests in very

short-term, investment grade instruments, the Fund is not a "money market" Fund and it

is not the objective of the Fund to maintain a constant share price.

Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Foreign

investing involves special risks, such as risk of loss from currency fluctuation or

political or economic uncertainty. The Funds focus their investments in specific regions

or countries, thereby increasing the impact of events and developments associated with

those regions or countries, which can adversely affect performance. Investments in

emerging 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. Investments

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

fluctuations. Derivative investments can be volatile, and these investments may be less

liquid than other securities, and more sensitive to the effect of varied economic

conditions. As these Funds can have a high concentration in some issuers, the Funds can

be adversely impacted by changes affecting such issuers. Unlike typical exchange-traded

funds, there are no indexes that the Funds attempt to track or replicate. Thus, the

ability of the Funds to achieve their objectives will depend on the effectiveness of the

portfolio manager. Due to the investment strategy of these Funds, they may make higher

capital gains distributions than other ETFs. Please read the Funds’ prospectuses for

specific details regarding the Funds’ risk profiles.

For standardized performance and the most recent month-end performance click here NOTE,
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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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