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In 2015, all commodity-sensitive assets were in steep decline. Inextricably tied to the

strength in the U.S. dollar, commodity-producing countries and currencies were under

pressure, for example, the Russian ruble, Australian dollar, South African rand, Chilean

peso, Canadian dollar, New Zealand dollar, Norwegian krone and Brazilian real.1 But

things have really been turning around so far in 2016.   The Fed Changed Everything 

After the December 2015 meeting of the Federal Open Market Committee (FOMC), where the

target band for the Federal Funds Rate was moved from 0.0%–0.25% to 0.25%–0.50%, the

consensus was clear: expect four hikes in 2016 and get to a potential 1.50% at the upper

end of the range.2 After the volatility seen in January and February of 2016, that

consensus was adjusted significantly, slowing the pace of expected rate hikes. One

result: Anyone who allocated to strategies that couldn’t have been more contrarian in

2015 has been rewarded thus far in 2016. As consensus has adjusted, we’ve seen a

distinct change in trend for both commodities and for the U.S. dollar from 2015 into the

first part of 2016.   Exposures Benefiting from the Change in Trend       • WisdomTree

Commodity Country Equity Index:    The aim of this strategy is broad-based exposure,

concentrating on markets where commodities have a great deal of importance. Eight

countries—Brazil, Russia, Chile, South Africa, Australia, New Zealand, Norway and Canada

—are equally weighted in their exposures, which are rebalanced annually. There are two

real levers for performance: 1) the currencies of these markets tend to exhibit high

sensitivity to commodity price moves, and 2) the equity markets in these markets tend to

be very sensitive to the prevailing sentiment surrounding commodities.   • WisdomTree

Australia Dividend Index:   Australia’s currency largely trades off sentiment

surrounding China and commodities. As commodity currencies were weak over recent years,

so was the Australian dollar. But during the rebound in 2016, Australia has been one of

the leading developed world countries. WisdomTree created a dividend yield -weighted

Index with a goal of providing more balanced Australian exposure than the traditional

market capitalization-weighted indexes that can allocate up to 70% to the Financials and

Materials sectors.   Currencies Can Pull Returns Up Significantly (12/31/2015-     

4/20/2016)  
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 For definitions of

indexes in the chart, visit our glossary. • Currencies Make a Complete About-Face:   

In the WisdomTree Commodity Country Equity Index thus far this year, the Russian ruble

is up nearly 13% and the Brazilian real is up 12.3%, while the currency return of the

Index has been a positive 8.4%. The high beta of this approach has come largely from a

currency impact that has been approximately twice as strong as that of the MSCI AC World

ex-US Index. It is interesting that with the 6% gain in commodities, the Index is up

nearly three times as much off this initial rebound.3   • WisdomTree Australia

Dividend Index Crushes MSCI Australia Index: The MSCI Australia Index had more than

50% of its weight in Financials, which was more than twice the exposure of the

WisdomTree approach. This means that the WisdomTree strategy is over-weight in most of

the other sectors—and since they are nearly all doing better than Australia’s Financials

sector, this has helped. Additionally, mid- and small caps in Australia have done well,

and the WisdomTree Australia Dividend Index had greater exposures here due to its

approach weighted by dividend yield.         1Source: Bloomberg, for period from

12/31/2014 to 12/31/2015. 2Source: “Economic Projections of Federal Reserve Board Members

and Federal Reserve Bank Presidents under Their Individual Assessments of Projected

Appropriate Monetary Policy, December 2015” Federal Reserve. 3Source: Bloomberg, for

period from 12/31/2015 to 4/20/2016.

Important Risks Related to this Article

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

or political or economic uncertainty. 

Investments focused in Australia increase the impact of events and developments

associated with the region, which can adversely affect performance. 

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

interest rate fluctuations.   

Dividends are not guaranteed, and a company currently paying dividends may cease paying

dividends at any time.

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
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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

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

United States.

Federal Open Market Committee (FOMC) : The branch of the Federal Reserve Board that

determines the direction of monetary policy.

Federal Funds Rate    : The rate that banks that are members of the Federal Reserve

system charge on overnight loans to one another. The Federal Open Market Committee sets

this rate. Also referred to as the “policy rate” of the U.S. Federal Reserve.

Rate Hike   : refers to an increase in the policy rate set by a central bank. In the

U.S., this generally refers to the Federal Funds Target Rate.

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

level.&nbsp.

Rebalance  : An index is created by applying a certain set of selection and weighting

rules at a certain frequency. WisdomTree rebalances, or re-applies its rules based

selection and weighting process on an annual basis.

Dividend yield : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Market capitalization-weighting   : Market cap = share prices x number of shares

outstanding. Firms with the highest values receive the highest weights in approaches

designed to weight firms by market cap.

MSCI AC World ex-US Index : Measures the performance of companies incorporated in both

emerging markets and developed markets, excluding the United States. Index weighting is

by market cap.

MSCI Australia Index    : Market capitalization-weighted index designed to measure the

performance of Australian equities.
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