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Earlier this month, the WisdomTree International Hedged Quality Dividend Growth Fund (IH

DG) celebrated its 10-year anniversary. Launched on May 7, 2014, it applied our now-

flagship quality dividend growth methodology to international equity markets.

The Fund provides exposure to companies with the highest quality measurements across the

developed international equity universe. WisdomTree’s quality definition considers

static and trend-based observations of return on equity (ROE) and return on assets

(ROA), which provides an explicit focus on profitability when paired with estimated

earnings growth.

The resulting stock basket of roughly 300 companies is ultimately dividend-weighted to

help keep valuations in check, since we’d typically expect higher-quality businesses to

trade at a premium multiple compared to lower-quality peers.

As a result, IHDG marries two equity factor philosophies that WisdomTree excels in:

quality and dividends. The pairing has been successful as well. IHDG is consistently

ranked within the top quintile in the Morningstar Foreign Large Growth Category

throughout history and is top-three over the three-, five- and 10-year periods.

Percentile Rank within Morningstar CategoryPercentile Rank within Morningstar Category

Performance ReviewPerformance Review

The strategy has outperformed broad developed international equity markets since

inception, especially when coupled with a static currency hedge to eliminate long

foreign currency exposure for a U.S. dollar-based investor.

As of May 7, IHDG has added nearly 5% per year over the trailing three-, five- and 10-

year/since inception periods versus the MSCI EAFE Index, quoted in dollar terms. This

speaks volumes about the efficacy of a quality and dividend emphasis in international

equity markets.

Performance Performance 
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For the most recent month-end performance, please click For the most recent month-end performance, please click herehere..  

But its currency hedge has also had a meaningful performance impact amid the strong-

dollar environment in the aftermath of the pandemic.

To quantify its effect, we can compare the performance for its Index versus that of its

unhedged twin (WTIDG, the WisdomTree International Quality Dividend Growth Index).

Performance of FX HedgePerformance of FX Hedge

The static currency hedge has been universally additive over the life of the strategy,

adding over 4.5% per year over the past decade and even more in recent periods.

But in our view, the essential benefit to the currency hedge lies in risk reduction

rather than return generation. As pioneers in the currency-hedged equity space,

WisdomTree has long believed that currency directions cannot be forecasted with much

accuracy or reliability. Unhedged exposure from international investments may be

additive for a USD-based investor during one period and then detract from performance

shortly after. Thus, the only certainty within FX uncertainty is incremental volatility.

Calendar Year Returns from EAFE FX ExposureCalendar Year Returns from EAFE FX Exposure
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Over the past 30+ years, unhedged currency exposure was additive for returns about 56%

of the time and harmed them in the other 43% of calendar year observations. During the

negative periods, the average decline was about 6.9%. During the positive ones, the

average benefit was about 6.1%. That means, over the past few decades, the average

expected value from currency exposure in a one-year period was a measly 35-basis point

benefit to returns.

But incremental volatility is a constant and currency bets, therefore, are a gamble

where you “pay” the casino through added volatility in your portfolio for essentially

coin flip odds to enhance returns by a negligible amount. IHDG's risk reduction compared

to IQDG  illustrates this well.

Annualized VolatilityAnnualized Volatility

Though the strong-dollar environment continues to suppress foreign currencies, IHDG’s

hedge helps insulate it from declines in developed international equity markets. Since

inception, it’s only captured about two-thirds of the MSCI EAFE’s downside (in USD),

while its unhedged stock basket has been more sensitive to both equity and currency

declines.
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HDGHDG, , IQDGIQDG..

Meanwhile, IHDG's beta to the MSCI EAFE Index hovers around 0.7. Since the beta of its

stock basket without the hedge is closer to 1 (and even higher in more recent periods),

then the hedge’s beta must be negative, making it valuable by definition.

But for a U.S. investor, the hedge goes even further than simply negating the

fluctuations of foreign currencies against the dollar.

Today, it also indirectly hedges against U.S. equity risk.Today, it also indirectly hedges against U.S. equity risk.

Though we prefer to think of static currency hedges as risk reducers without any

directional exposure, they are inherently permanent bullish bets on the dollar when

compared to an unhedged position that was established previously. And recently, the

dollar has been one of the best diversifiers for U.S. equity markets.

In the piece above, my colleague Jeremy Schwartz explains how there is a weak dollar

bias embedded in S&P 500 earnings due to multinational companies doing business in

currencies all over the world. As each company’s global revenue footprint grows, so does

the influence of currency effects in quarterly earnings, where a weaker dollar is

beneficial. If a strong dollar results in poor FX translation effects from the revenues

received, or worse, prevents that business from being done in the first place, then

earnings may suffer and equity prices would likely follow.

Hence the changing relationship between stocks, bonds and the dollar that we’ve observed

for the past few years.

Rolling 52-Week Correlation: S&P 500 vs. USD & BondsRolling 52-Week Correlation: S&P 500 vs. USD & Bonds
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For definitions of terms in the graph above, please visit the glossary. 

While bonds were once the conventional equity hedge asset, today that role has been

assumed by the dollar. When the dollar spikes due to economic data releases or

geopolitical events, equity markets and bonds have recently fallen in tandem.

This has important implications for global portfolio construction and the international

equity allocations within. Today, a U.S.-based investor can benefit from an

international equity investment like IHDG, “at home and abroad,” for a few reasons:

Most obviouslyMost obviously, for geographic diversification within a global portfolio

Risk reduction from local FX fluctuationsRisk reduction from local FX fluctuations via its static currency hedge

Compounded risk reduction from U.S. equity riskrisk reduction from U.S. equity risk, as the hedge’s inherent “long

USD” bias may somewhat offset equity declines during periods where the dollar is

negatively correlated with domestic stocks (i.e., today)

Now that IHDG has wrapped up its first decade, we have ample evidence to prove it is a

valuable addition to a global equity portfolio both over the short- and long-term

holding periods.

Important Risks Related to this ArticleImportant Risks Related to this Article

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

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

or political or economic uncertainty. To the extent the Fund invests a significant

portion of its assets in the securities of companies of a single country or region, it

is likely to be impacted by the events or conditions affecting that country or region.

Dividends are not guaranteed and 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. Derivative investments can be volatile and

these investments may be less liquid than other securities, and more sensitive to the
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effect of varied economic conditions. As this Fund can have a high concentration in some

issuers, the Fund can be adversely impacted by changes affecting those issuers. The Fund

invests in the securities included in, or representative of, its Index regardless of

their investment merit and the Fund does not attempt to outperform its Index or take

defensive positions in declining markets. Due to the investment strategy of this Fund it

may make higher capital gain distributions than other ETFs. Please read the Fund’s

prospectus for specific details regarding the Fund’s risk profile.

For the top 10 holdings of IHDG please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/ihdg

For the top 10 holdings of IQDG please visit the Fund's fund detail page at https://www.

wisdomtree.com/investments/etfs/equity/iqdg

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.

Related BlogsRelated Blogs

+ Bond Diversification Is Falling: Portfolio Implications

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

Return on Equity (ROE)Return on Equity (ROE)  : Measures a corporation’s profitability by revealing how much

profit a company generates with the money shareholders have invested.

Return on assets (ROA)Return on assets (ROA)  : Firm profits (after accounting for all expenses) divided by

the firm’s total assets. Higher numbers indicate greater profits relative to the level

of assets utilized to generate them.

Foreign Exchange (FOREX, FX)Foreign Exchange (FOREX, FX)  : The exchange of one currency for another, or the

conversion of one currency into another currency.
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