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Movement in the U.S. dollar can be a headwind or a tailwind for earnings of U.S.-based companies. A company’s
sensitivity depends proportionately on how much business it conducts internationally. In the chart below, we can see
that, aggregately, firms in sectors such as Information Technology and Materials generate more than 50% of their
revenue internationally and are therefore more sensitive to currency movements. On the other hand, companies in the
Telecommunication Services and Utilities sectors, which are heavily exposed to the domestic market, tend to be
relatively immune. 

 

MSCI USA Sector Indexes: Current Geographic Revenue

 

Defining periods of U.S. dollar weakness and strength using trends in the moving averages for the ICE U.S. Dollar Index (

DXY)1 allows us to see how sectors have behaved during the different regimes. The table below shows how different
sectors within the MSCI USA Index performed over the past 20 years. We can see how domestically focused sectors
outperformed the broad MSCI USA Index during periods of U.S. dollar strength, while more exporting-focused sectors
beat when the dollar weakened. We can also see how sectors with a domestic focus have been less sensitive to
movement in the currency, and therefore their returns show a smaller dispersion from one regime to another (such is the
case for Real Estate and Utilities). On the other side, returns of exporter-focused sectors such as Materials and Energy
show a larger deviation when the dollar moves.
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In today’s economy, large-cap companies tend to be among the most globalized, conducting business activities in
almost every country in the world, while small-cap companies focus on their domestic market. Evidence of this is that, on
average, the large-cap-focused S&P 500 Index gets 61% of its revenue from the U.S., while the small-cap-focused Russell 
2000 Index derives 79% of its revenue from domestic business. This domestic focus is also reflected in the different sector
composition small-cap indexes have compared with their large-cap counterparts because they tend be over-weight in
the more domestic sectors. 

 

The WisdomTree U.S. SmallCap Dividend Index (WTSDI), which weighs dividend-paying small-cap companies according
to their aggregate share of indicated dividends to be paid, and the WisdomTree U.S. SmallCap Earnings Index (WTSEI),
which weighs profitable small-cap firms by their proportionate share of total aggregate earnings, magnify these tilts
deviating from traditional market-cap weighting. The table below shows the difference in average sector exposures over
the past 11 years for WTSDI, WTSEI, S&P 500 and the Russell 2000.

 

Average Sector Exposure

 

These sector tilts and domestic focus can help explain performance during different macroeconomic regimes. Below, we
focus on how WisdomTree’s U.S. small-cap strategies—WTSDI and WTSEI —have performed when the U.S. dollar
strengthens across different time periods.

 

WisdomTree’s Small-Cap Strategies: Returns When U.S. Dollar Strengthens
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Looking at this chart, we can see that during periods of U.S. dollar strength, WTSDI and WTSEI have performed better
than the S&P 500 Index and have also had an edge versus the broader small-cap benchmark, the Russell 2000 Index. 

 

The last time the market experienced a strengthening U.S. dollar was from the middle of 2014 through the end of 2016,
with DXY appreciating 10.12% annually. During this period, the WisdomTree SmallCap Dividend and Earnings Indexes
outperformed the S&P 500 Index, which rose 7.70% on an annual basis, by 264 and 51 basis points (bps), respectively.

WTSDI and WTSEI also outperformed the Russell 2000 Index by 356 and 143 bps annually, respectively.2

 

After depreciating in 2017, the dollar recently has reversed this trend and rallied more than 5%3 since February. If the
dollar is to continue strengthening, investors with an income objective may want to consider exposure to the WisdomTre
e U.S. SmallCap Dividend Fund (DES), which tracks our domestically focused and defensively positioned WTSDI.
Investors who are looking for a larger exposure to cyclical sectors in a rising interest rate environment may want to
consider adding the WisdomTree U.S. SmallCap Earnings Fund (EES), which tracks WTSEI, to the equity portion of their
portfolio.

 

 

 

 

 

1Defining strengthening and weakening months for the dollar using trends in the 50-day simple moving average for DXY 
and confirming the classification by looking at trends in the 50-day and 100-day centered moving averages.

2Source: Bloomberg. Data as of 5/21/2018.
3Source: Bloomberg. Data as of 5/21/2018.

 

 

Important Risks Re lated to th is Art ic leImportant Risks Re lated to th is Art ic le

There are risks associated with investing, including possible loss of principal. Foreign investing involves special risks, such
as risk of loss from currency fluctuation or political or economic uncertainty. Funds focusing their investments on certain
sectors and/or smaller companies increase their vulnerability to any single economic or regulatory development. This
may result in greater share price volatility. Please read each Fund’s prospectus for specific details regarding the Fund’’
risk profile.
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The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark
of MSCI Inc. (“MSCI”) and Standard & Poor’s (“S&P”), a division of The McGraw-Hill Companies, Inc., and is licensed for
use by WisdomTree Investments, Inc. Neither MSCI, S&P nor any other party involved in making or compiling the GICS
or any GICS classifications makes any express or implied warranties or representations with respect to such standard or
classification (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all
warranties of originality, accuracy, completeness, merchantability and fitness for a particular purpose with respect to any
such standard or classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates
or any third party involved in making or compiling the GICS or any GICS classifications have any liability for any direct,
indirect, special, punitive, consequential or any other damages (including lost profits), even if notified of the possibility of
such damages

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.

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

View the online version of this article here.

WisdomTree BLOG ARTICLE

WisdomTree.com  1-866-909-WISE (9473)

https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2018/05/30/how-a-strengthening-us-dollar-affects-equity-returns


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

ICE U.S. Dollar Index (DXY)  : a geometrically- averaged calculation of six currencies weighted against the U.S. dollar.
Current exposures include the euro, Japanese yen, British pound, Canadian dollar, Swedish krona and, & Swiss franc.

MSCI USA Index  : is designed to measure the performance of large and mid cap segments of the US market.

Large-Capitalization (Large-Cap)  : A term used by the investment community to refer to companies with a market
capitalization value of more than $10 billion. Large cap is an abbreviation of the term “large market capitalization”.
Market capitalization is calculated by multiplying the number of a company’s shares outstanding by its stock price per
share.

Small caps  : new or relatively young companies that typically have a market capitalization between $200 million to $2
billion.

S&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the Standard and Poor’s Index
Committee designed to represent the performance of the leading industries in the United States economy.

Russell 2000 Index  : Measures the performance of the small-cap segment of the U.S. equity universe. The Russell 2000 is
a subset of the Russell 3000 Index representing approximately 10% of the total market capitalization of that index. It
includes approximately 2000 of the smallest securities based on a combination of their market cap and current index
membership.

Market capitalization-weighting  : Market cap = share prices x number of shares outstanding. Firms with the highest
values receive the highest weights in approaches designed to weight firms by market cap.

Basis point  : 1/100th of 1 percent.
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