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European investors are well acquainted with not just the impact of currency risk but the

consequences on their equity returns. Over the past three years the Euro has weakened

substantially versus the US Dollar, falling by over 22% since January 2014. This has

been a boon for investors holding US Dollar denominated assets, typically represented by

US equities, which comprise over 60% of a standard MSCI World Developed Markets

benchmark. Japan, which at 8.7% is the second largest market in MSCI World, is also an

exposure where managing currency risk is key.

 

2017 may prove to be a landmark year for foreign exchange rates and risk, especially in

the context of the Euro. Realised 60 day volatility against the US Dollar, which reached

long term low levels at below 4% as recently as September 2014, have recently risen to

over 11%. Whilst below previous highs of close to 13% reached in September 2015, it is

likely that in an environment of heightened political risk, volatility will remain at

elevated levels.

 

In the short term the key risk for the Euro is further weakness based on the twin prongs

of a resurgent US Dollar and the concerns, from various political angles, about the

viability of the Euro. In this context it is entirely possible that the Euro could reach

parity, which would imply a potential further depreciation of 5%. Counteracting this is

the medium term expectation that once through the bulk of the most contentious European

elections and with the prospects of rising US interest rates sufficiently discounted the

Euro may well enter a phase of stability against the US Dollar.
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To hedge or not to hedge?

 

Two themes are therefore relevant to consider in these scenarios. Specifically having a

hedged exposure to US equities via a hedged share class can be important to preserve the

equivalent of local equity returns should the Euro strengthen. The flexibility afforded

through having an unhedged share class also means that investors can switch accordingly

depending on their view of currency movements.

 

A weak Euro makes it worthwhile to consider export oriented stocks. These typically

benefit from such currency moves, and are dominated by large cap multinational

companies. We offer both a hedged and unhedged European Equity strategy which provides

investors with different choices from a portfolio perspective. Owning Eurozone equities

with a long position in the US Dollar via the US Dollar hedge is a way to take into

account two sets of returns.

 

The Yen represents a different opportunity for investors with the Japanese economy in

the midst of substantial structural reform and with growth expectations predicated on a

weaker Yen. As European investors have seen over the past six months, this decline in

the Yen even in the face of a weak Euro would have impacted the returns of unhedged

investors in Japanese equities. The Bank of Japan is committed to targeting close to

zero interest rates and the government is committed to stimulating domestic demand. In

order to position for the expected rebound in corporate earnings and economic activity,

WisdomTree believes that an export tilted basket of dividend paying equities combined

with a currency hedge may be appropriate. European investors can use either

a hedged or unhedged strategy allowing for a flexible approach to managing currency

risk.

 

We expect that currency volatility will remain a feature of markets in 2017 due to the

significant number of macro-economic forces at play. Managing currency risk allow

investors to focus on the core part of their investment allocation in equities which is

typically assessing local equity returns. 

WisdomTree’s currency hedged strategies as shown in the table below, offer both choice

and ease of use.
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WisdomTree's available currency strategies

Export-tilted strategies Equity Income

WisdomTree Europe

Equity

WisdomTree Japan

Equity

WisdomTree

Germany Equity

WisdomTree US

Equity Income

Unhedged HEDF/HEDG DXJZ/DXJG DXGY/DXGZ DHS/DHSD

USD hedged HEDJ DXJ DXGE -

GBP hedged HEDP DXJP DXGP DHSG

EUR hedged - DXJF - DHSF

CHF hedged HEDD DXJD DXGD -

 

View the online version of this article here.
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https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-europe-equity-ucits-etf-eur-acc
https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-japan-equity-ucits-etf-jpy-acc
https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-germany-equity-ucits-etf-eur-acc
https://www.wisdomtree.eu/en-gb/etfs/equities/wisdomtree-us-equity-income-ucits-etf
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-europe-equity-ucits-etf-usd-hedged
https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-japan-equity-ucits-etf-usd-hedged
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-germany-equity-ucits-etf-usd-hedged
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-europe-equity-ucits-etf-gbp-hedged
https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-japan-equity-ucits-etf-gbp-hedged
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-germany-equity-ucits-etf-gbp-hedged
https://www.wisdomtree.eu/en-gb/etfs/equities/wisdomtree-us-equity-income-ucits-etf-gbp-hedged-acc
https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-japan-equity-ucits-etf-eur-hedged-acc
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-us-equity-income-ucits-etf-eur-hedged-acc
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-europe-equity-ucits-etf-chf-hedged-acc
https://www.wisdomtree.eu/en-gb/etfs/export-tilted/wisdomtree-japan-equity-ucits-etf-chf-hedged-acc
https://www.wisdomtree.eu/en-gb/etfs/currency-hedged/wisdomtree-germany-equity-ucits-etf-chf-hedged-acc
https://www.wisdomtree.eu/en-gb/blog/2017-03-13/a-year-to-focus-on-currency-risk-what-can-european-investors-do


Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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