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It’s not often that markets offer currency moves that have us looking at exchange rates from the pre-Plaza Accord era. 

That 1985 agreement by representatives from Germany, France, Britain, Japan and the U.S. came into being because the
super strong dollar of the mid-1980s was messing up the U.S. trade deficit and keeping overseas inflation stubbornly
high.

Look at the recent action in sterling (figure 1). Because the dollar continues to be relentlessly bid in 2022, the British
pound is now as weak as it was in the aftermath of the Brexit vote. If things keep going like this, maybe the levels last
witnessed in the pre-Plaza Accord era will be challenged. 

Figure 1: USD to British Pound Exchange Rate

Sterling is not alone; the yen is also falling out of bed. 

Though the yen is still a long way from its 1970s era weakness—when ¥200-300 per dollar was the norm—the currency is
back at levels rarely seen in the last quarter-century. At this moment, the yen’s decline has it bopping around levels last
seen in its 2002 devaluation, with not much room to go before challenging the 1998 weakness that came following the
collapse of hedge fund Long-Term Capital Management (LTCM).

Figure 2: Japanese Yen per USD
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Meantime, the other big one—the euro—has achieved parity with the U.S. dollar. It just broke below its post-Brexit lows
(figure 3). 

Figure 3: USD to Euro Exchange Rate

Coming out of the global financial crisis, these four majors—the dollar, sterling, euro and yen—each had CPI-based real 
effective exchange rates that were largely in balance. As the dollar strengthened over the years, that has changed, with
EUR and JPY showing up on the cheap side on this metric.

Figure 4: Real Effective Exchange Rate (CPI, 2010 = 100)
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Granted, I write this as Germany is in the process of bailing out Uniper, its big natural gas user, and as Japan scrambles
to figure out if it should give nuclear power a hug once again. Unless the Russia-Ukraine war suddenly ends, the energy
crisis could haunt these countries in the coming months and years.

Still, there is a lot of sobriety baked into the MSCI EAFE index of developed market stocks. Hard to believe, but MSCI
EAFE is currently having a conversation with its old March 2000 highs. Aside from dividends, it’s largely unchanged since
then.

Figure 5: MSCI EAFE Index

MSCI EAFE’s lost quarter-century comes in sharp contrast to the action in the NASDAQ. In figure 6, I put it next to the
“Stages of a Mania” image that sometimes makes the rounds. I don’t know what the future holds, but I think about this
frequently.

Figure 6: “Stages of a Mania” vs. NASDAQ Composite
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If the coming years present a
scenario in which U.S. stocks must unwind a bull market that got too far out of hand, maybe owning beleaguered
overseas markets is the way to navigate it.

Here are three ideas for each of the currency approaches.

Currency-Hedged

WisdomTree Japan Hedged Equity Fund (DXJ)

WisdomTree Europe Hedged Equity Fund (HEDJ)

WisdomTree International Hedged Quality Dividend Growth Fund (IHDG)

No Currency Hedge

WisdomTree Japan Small Cap Dividend Fund (DFJ)

WisdomTree Europe Quality Dividend Growth Fund (EUDG)

WisdomTree International Quality Dividend Growth Fund (IQDG)

Rules-Based Hedging (ranging from 0%-100% for each currency)

WisdomTree Dynamic Currency-Hedged International Equity Fund (DDWM)

WisdomTree Dynamic Currency-Hedged International Small Cap Equity Fund (DDLS)

WisdomTree International Multi-Factor Fund (DWMF)

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

Inflation  : Characterized by rising price levels.

Consumer Price Index (CPI)  : A measure that examines the weighted average of prices of a basket of consumer goods
and services, such as transportation, food and medical care. The CPI is calculated by taking price changes for each item
in the predetermined basket of goods and averaging them; the goods are weighted according to their importance.
Changes in CPI are used to assess price changes associated with the cost of living.

Real effective exchange rate  : The weighted average of a country’s currency relative to an index or basket of other
major currencies, adjusted for the effects of inflation.

MSCI EAFE Index  : is a market cap-weighted index composed of companies representative of the developed market
structure of developed countries in Europe, Australasia and Japan.

Nasdaq  : A global electronic marketplace for buying and selling securities.
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