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One of the most important themes impacting the global markets has been the strengthening U.S. dollar, a trend that
WisdomTree expects to continue for some time. One consequence in terms of investor positioning has been a surge in
flows and interest in currency-hedged international investment strategies. But this also has put pressure on the U.S.
economy, revenue of American companies as well as corporate profits. The strong-dollar phenomenon has accelerated
since May 2014—which coincides with the time European Central Bank (ECB) president Mario Draghi started discussing

in his policy speeches how a “rising euro” was creating deflationary tendencies.1 At that time the euro was at $1.40 and
started drifting downward in anticipation of the quantitative easing program Draghi finally initiated in early 2015.
Looking back, the last decade-long dollar bear market actually ended in the middle of 2011, and we have entered a
secular bull market of the U.S. dollar since then. What separates the recent strengthening of the U.S. dollar from prior
periods is how fast the rise has been. On a year-over-year basis, the six-month has reached a record high of 18%, which
caught both Wall Street and Main Street off guard and potentially led to higher volatility in both financial markets and

corporate earnings.2   U.S. Dollar Real Effective Exchange Rate (REER) Year-over-Year Rate of Change Based on
t h e Federal Reserve U.S. Trade Weighted Real Major Currencies Dollar Index  

   Export Competitiveness
Hurt by Rising Dollar A strong U.S. dollar, all else being equal, could erode the competitiveness of U.S. corporations,
although it might take a considerable time for this effect to flow through the economic system. As illustrated below, the
real U.S. dollar acted as a leading indicator for the competitiveness of the U.S. economy. We illustrate the declining
competitiveness of the U.S. export machine by graphing a ratio of the exports of the U.S. economy over the imports,
lagged by 36 months. The chart illustrates how as the U.S. dollar strengthened, the ratio of exports over imports
weakened and the lines tracking each other move fairly well.   Real U.S. Dollar as a Leading Indicator of the
Competitiveness of U.S. Economy
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 If history is any guide, we
would expect the negative impact of a strengthening U.S. dollar on trade to materialize soon. In other words, given the
lag we see in the ratio of exports/imports, we have yet to see the worst impact on the competitiveness of U.S.
companies. WisdomTree provides some useful tools to position U.S. equity portfolios based on these trends. Exposure to
this dollar factor is represented in the WisdomTree Strong Dollar U.S. Equity Index (WTUSSD). Characteristics of stocks
included in this Index:   • Local Economy Focus: In a nutshell, WTUSSD selects eligible U.S. companies that derive
more than 80% of their revenue from the U.S. The Energy and Materials sectors are entirely removed as part of the

screening process3. Looking at WTUSSD, its weighted average revenue from the U.S. is over 96%, showing a very high
sensitivity to the U.S. economy and a lack of global exports.   • The constituent weighting takes into account constituent
market capitalization and the sensitivity of their stock prices’ returns to those of the dollar. For those who believe, as we
do, that U.S.-centric companies are a good place to focus on, given the trends of a stronger U.S. economy, we’d

encourage them to think about this Index as a new benchmark for U.S. exposure.         1Source: Mario Draghi, Monetary

Policy Press Conference Transcript, 5/8/14. 2Source: Federal Reserve, as of 8/31/2015. 3Subsequent to Index screening it
is possible that a current constituent may spin off a subsidiary company that may be classified as an Energy or Materials
firm. Spin off firms that remain within the Index do not get removed between Index rebalances due to their sector
classification.
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Investments in currency involve additional special risks, such as credit risk and interest rate fluctuations.  

Investments focusing 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.

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.
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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

Currency hedging  : Strategies designed to mitigate the impact of currency performance on investment returns.

Deflation  : The opposite of inflation, characterized by falling price levels.

Quantitative Easing (QE)  : A government monetary policy occasionally used to increase the money supply by buying
government securities or other securities from the market. Quantitative easing increases the money supply by flooding
financial institutions with capital, in an effort to promote increased lending and liquidity.

Bear market  : A sustained downturn in market prices, increasing the chances of negative portfolio returns.

Secular Bull Market  : A long term series upward or bullish movements in a market where the average upward move
outpaces that of the average downward move.

Moving Average  : is a calculation to analyze data points by creating a series of averages of different subsets of the full
data set.

Real effective exchange rates (REERs)  : REERs represent the weighted average of a country’s currency relative to an
index or basket of other major currencies, adjusted for the effects of inflation. While investors normally quote returns in
nominal terms, most analysts find REER helpful when analyzing currency impact on economic competitiveness and trade.
Generally speaking, REERs tend to be more instructive of economic trends, particularly during periods with positive
inflation.

Federal Reserve U.S. Trade-Weighted Dollar Index  : A measure of the U.S. dollar against its broad trade partner.

Market Capitalization  : 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.
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