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In the current low-interest-rate environment, focusing on dividends has been popular.

Many indexes focused on developed international equities showcase higher dividend yields

than those within the United States—not surprising, in that international companies tend

toward higher dividend payout ratios than U.S. companies.1 However, some of the most

widely followed indexes of international dividend payers do not hedge their exposure to

currency fluctuations against the U.S. dollar. We’ve seen this have a SIGNIFICANT impact

on recent performance. The potential certainly exists for currency movements to wipe out

any benefit of a dividend-focused approach in developed international equities.   The

Difference Hedging the Currency Exposure Can Make (12/1/13–8/3/15)      

 For definitions of

indexes in the chart visit our glossary.   • Yield-Focused Dividend Indexes: The S&P

International Dividend Opportunities Index —which focuses on higher-yielding

international equities—was nearly 50% exposed to the Australian dollar and the euro. The

Dow Jones EPAC Select Dividend Index was more than 60% exposed to this same combination

of currencies. No matter the merits of the stock selection approaches employed, if these

currencies are depreciating against the U.S. dollar, it could contribute to a difficult

environment for these Indexes.   • Growth-Focused Dividend Index:   The WisdomTree

International Hedged Dividend Growth Index takes a different approach, not focusing on

the highest-yielding dividend payers, but more importantly seeking to neutralize the

currency exposure. This way the experience of index returns is dictated by the dividend

focus and quality selection, as opposed to being further impacted by any movements in
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currency.2   Currency Was the Key Driver: More than Stock Selection         While

WisdomTree believes its dividend growth methodology provides an important long-run

strategy that can complement the benefits of a value- or yield-focused selection

methodology, over this period,3 currency was the dominant factor impacting returns.

Moreover, some markets, countries and regions have higher dividend yields than others.

Strategies that focus on higher-dividend-yielding securities will habitually tend toward

certain areas of global equities and away from others. Based on what we have seen, some

of the larger exposures4 (based on currency) were as follows:5   • Australian Dollar:

The Australian dollar depreciated 9.72% against the U.S. dollar in 2015, through August

3. This is a “commodity currency,” which means that the direction of commodity price

movements tends to relate to the strength (or weakness) of the Australian dollar.

Through August 3, the S&P GSCI Index was down more than 16% for the year.   • Euro: One

of the key forces impacting currency markets today regards central bank policy

divergence. In the U.S., the Federal Reserve is contemplating raising short-term

interest rates. In the euro area, a policy of quantitative easing is in full force. Over

time, this can have the potential to encourage a weaker euro against the U.S. dollar—and

the euro has depreciated about 10% over this period.   • British Pound:  The United

Kingdom tends to feature a number of high-yielding dividend payers. In 2015, the British

pound hasn’t depreciated much, so exposure here on the currency side hasn’t been

problematic of late.   • Canadian Dollar:  The Canadian dollar depreciated 11.86%

against the U.S. dollar in 2015 over this period. Like the Australian dollar, this is

also considered a commodity currency. Within Canada, oil is particularly important. On

August 3, 2014, the price of oil was above $100 a barrel. One year later it was

approximately $50. When that happens, it can be difficult to argue for a stronger

Canadian dollar.   Minimize the Risk of Regret (& Blend the Focus on Dividends)         

Many investors don’t like the idea of taking a “bet” one way or the other on currency.

For people who are already invested internationally—while making a full bet on the

currencies that are inherent to international unhedged investments—we think the concept

of 50% exposure to a hedged strategy and 50% exposure to an unhedged strategy is an

interesting starting point. Here, a 50-50 starting point that combines the WisdomTree

International Hedged Dividend Growth Index with either the S&P International Dividend

Opportunities or the Dow Jones EPAC Select Dividend Indexes provides further

complementarity as they focus on different types of dividend payers: one on the growth

segment and one on the yield segment. But for investors who have no exposure today and

are looking to add international exposure, a natural starting point could be the

WisdomTree International Hedged Dividend Growth Index—which focuses on the stocks in

international markets while hedging the currency exposure to target just the local

market returns.         1Source: Bloomberg, as of 8/3/15. Refers to the MSCI EAFE Index

universe for developed international equities and the S&P 500 Index universe for U.S.

equities. 2Source for bullet points: Bloomberg, with data measured as of 8/3/15. 3Refers

to the period 12/1/13 to 8/3/15, or the live performance history of the WisdomTree

International Hedged Dividend Growth Index. 4The Australian dollar, euro, British pound

and Canadian dollar were the four largest currency exposures within both the S&P

International Dividend Opportunities Index and the Dow Jones EPAC Select Dividend Index

as of 8/3/15, with source Bloomberg. 5Source for bullet points: Bloomberg, for period

12/31/14–8/3/15, unless otherwise specified.

Important Risks Related to this Article

Dividends are not guaranteed, and a company’s future ability to pay dividends may be

limited. A company currently paying dividends may cease paying dividends at any time.

Investments in 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 is intended for electronic use only. Individuals who intend to print and
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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)

 

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

Interest rates : The rate at which interest is paid by a borrower for the use of money.

Dividend : A portion of corporate profits paid out to shareholders.

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

each year relative to its share price.

Dividend Payout Ratio : The percentage of earnings paid to shareholders in dividends.

Calculated as yearly dividends per share over earnings per share.

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.

S&P International Dividend Opportunities Index      : Designed to measure the

performance of companies in developed international markets with relatively higher

dividend yields that meet other criteria defined by Standard & Poor’s. Weighting is by

dividend yield.

Dow Jones EPAC Select Dividend Index       : Designed to measure the performance of

relatively higher-yielding companies in developed market countries outside the United

States that meet certain dividend criteria defined by Dow Jones. Weighting is by

dividend yield.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

S&P GSCI Index : leading measure of general commodity price movements and performance

over time.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase

the money supply by buying government securities or other securities from the market.

Quantitative easing increases the money supply by flooding financial institutions with

capital, in an effort to promote increased lending and liquidity.
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