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This past year, Brexit and Sterling depreciation has dominated the headlines and we

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

significant number of macroeconomic forces at play. 

 

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

for many, it’s been happy days as Sterling reached fresh lows against USD in the

aftermath of Brexit. Sterling also fell against the Euro – last year through November,

the Sterling-Euro exchange fell by 22.5%. But, since that point in November, Sterling

rallied by almost 6%.

 

First Brexit. Now what? 

 

With Article 50 due to be triggered this month and the added uncertainty around key

European elections, 2017 is a big year for foreign exchange rates and risk. In a span of

just two years, the realised 60 day volatility of Sterling against the US Dollar went

from 3.73% (August 2014) to 23% (August 2016). 

 

Realised volatility has since bounced back to 11.5%1 and in the short term, Sterling risk

remains evenly poised relative to the US Dollar. But, with the Euro’s viability being

undermined by concerns from various political angles, it is entirely possible that

Sterling could strengthen versus the Euro.

 

Figure 1: Sterling relative to US Dollar, Euro and Yen 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330



 

Source: Bank of England

 

Against this backdrop, an investor should consider two themes: 

1. The potential that the Sterling could strengthen:   

Having a hedged exposure to US equities will be important to preserve the equivalent

of local equity returns. But investors also have an option to use an unhedged share

class, so they can switch according to their currency view. 

With the weak Euro, Eurozone export oriented companies are also attractive as they

typically benefit from such currency moves, and are dominated by large

multinationals deriving their revenues outside the Eurozone. 

We offer European equity strategies in both GBP-hedged and unhedged versions

providing investors with different choices from a portfolio perspective. 

 

2. A weakening Yen leading to a stronger Japan: 

Optimistic growth expectations for Japan’s economy has been riding high over the

last several months, thanks Yen depreciation. Expected are substantial structural

reforms, a continued government bond-buying programme and a rebound in corporate

earnings –

all contributing to stimulated domestic demand and increased economic activity. 

Against this backdrop of a decline in the Yen – even in the face of Sterling’s

weakness – unhedged investors in Japanese investors saw their returns impacted.

Therefore, we believe that an export tilted basket of dividend paying equities

combined with a currency hedge is appropriate. 

UK investors can use WisdomTree’s GBP-hedged and unhedged share classes allowing for

a flexible approach to managing currency risk.

View the online version of this article here.
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https://www.wisdomtree.eu/en-gb/blog/2017-03-13/a-year-to-focus-on-currency-risk-what-can-uk-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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