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beneficial for the Australian economy, one of the world’s
Amidst the escalation of the conflict between Russia and
supply of wheat, gas, oil, thermal coal and steel from
Russia and Ukraine present a windfall for geopolitically stable suppliers such as
Australia. While soaring wheat prices threaten global food security, they benefit
Australian farmers who have reaped a record crop. Australia 1is the world’s second-
Targest LNG (“Liquefied Natural Gas”) exporter. Against the backdrop of high oil prices
and disruption in European supplies, gas prices are being driven higher. In a similar
vein, disruptions to Russian coal exports offer a boost for Australia’s exporters. The
energy price spike 1is T1ikely to make users such as Europe and 1India switch to
alternative energy sources such as coal, as the transition to renewable energy sources
will take time. Adding another commodity to the 1ist of Australian exports, iron ore is
by far the Targest commodity that Australia exports to China. In 2020 china imported

almost 83% of all Australian iron ore outputl. Amidst disruptions to Russian steel
exports, Australia’s iron ore exports are receiving a boost from cChina’s accommodative
stance to support 1its economy. Australia’s trade surplus for January exceeded
expectations, rising to AUD$12.9Bn from AUD$8.4Bn, with 1iron ore and coal Tisting

exports by 7.6%Z.

Improving Terms of Trade benefit Australian Dollar

surging commodity prices are
Targest commodity exporters.
Ukraine, disruptions in the
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Source: Bloomberg, wisdomTree as of 28 February 2022. Historical performance is not an indication of

future performance, and any investments may go down in value.
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Tailwinds abound for the Australian dollar (AUD)

Rising commodity prices are being reflected in the terms of trade (i.e., ratio
of export to import prices) which is lending a tailwind to the Australian dollar
(AUD). The swings in the terms of trade have generally been driven by movements
in export prices rather than import prices. Large movements in the terms of
trade have historically had a positive impact on the Australian economy3. The
strong employment market in Australia may also provide another tailwind for AuUD,
bolstering the case that the Reserve Bank of Australia might be closer to Tift-
off than previously expected. we expect the first hike by the Reserve Bank of
Australia to come in June, taking the cash rate to 0.25%, with three hikes in
total in 2022, taking it to 0.75% by year-end. The AUD is the strongest currency
while the Japanese YEN is among the weakest* currencies among G10 nations in
2022 evident from the chart below.

Currency Returns (Year to Date)

Australian Dollar 1.24

M Year to Date Returns

New Zealand Dollar 0.75

Norwegian Krone 0.49
United States Dollar
Canadian Dollar
Euro

Danish Krone

Swiss Franc

British Pound

Japanese Yen

Year to Date (%) Returns

Swedish Krona -3.83

Source: Bloomberg, WisdomTree as of 17 March 2022. Historical performance is not an indication of future

performance, and any investments may go down in value.
The curious case of the Yen as a safe-haven currency

Amidst risk-off episodes in financial markets, the Yen has historically been a
safe-haven currency. However even as repercussions of Russia’s invasion of
Ukraine roil the global economy, the Yen has declined more than other major G10
currencies, contrary to its haven role. Japan has been shifting away from the
export-heavy economic structure that underpinned investors' attraction to the
Yen during wars, natural disasters and other crises, and high resource prices
now weigh more heavily on its current-account balance. A weaker Yen raises the
cost of imports especially amidst a high commodity price environment which we
find ourselves 1in. Japan ran a current-account deficit of ¥1.19 trillion ($10.1

billion) in January®, marking its second-highest on record amid a widening trade
deficit. If this trend continues, its abundant net foreign assets will also
decline. Historically very low interest rates in Japan made borrowing in Yen
attractive. But now, with other currencies in a similar position of offering
zero (or negative) rates on the currency many years out, the Yen lost its
competitive edge on the famous carry trade. More importantly, the US Dollar
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stands to benefit the most, supported by the continuing strength of the us
economy and the prospect of the Bank of Japan remaining well behind the Federal
Reserve 1in their path to normalisation of monetary policy. The further widening
of policy divergence between the US and Japan should continue to lend a tailwind
to the USD versus the Yen. Given the export-driven tilt of Japanese equity
markets, a weaker Yen should bolster the case for Japanese equities.

Sources

1 parliament of Australia

2 pustralian Bureau of Statistics

3 Reserve Bank of Australia

4 Bloomberg from 31 December 2021 to 17 March 2022
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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 dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts 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 1is 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 1laws 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 Tlegal 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 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
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 1indirectly) 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 WwisdomTree
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 Toss arising from any use of this document or its contents.
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