WisdomTree BLOG ARTICLE

ARE INVESTORS OVER-ALLOCATED TO
THE U.S.?
Jeremy Schwartz — Global Chief Investment Officer
12/15/2020

Last week on Behind the Markets we spoke with Karthik Sankaran, a former emerging markets hedge fund currency trader
and Eurasia group strategist. Sankaran studied modern Europe during his training and generally focuses on the
intersection of geopolitics, the economy and financial markets when evaluating investment opportunities.
Sankaran pivoted 10 years ago from being a deep euro-skeptic to believing that not only would Europe survive, but
potentially thrive. Heading into the 2016 Brexit referendum, people worried that Brexit would increase centrifugal forces
for others to leave the European Union. Sankaran, by contrast, believes the U.K. leaving instead increases forces for
staying within the EU—with remarkable unity amongst the bloc’s 27 countries.
Sankaran’s euro-skeptic mentors suggested the euro would fail as a political project, and Sankaran believes politics are
stepping in and keeping it alive. Bringing the politics to a currency view, Sankaran is bullish on the euro and sees it
increasing toward 1.35 versus the U.S. dollar in the future during the currency up-cycle.
The ﬁrst force driving the euro higher is a general understanding that the eurozone is a viable project and will survive.
The second force is an increasing recognition in Europe that its current account surpluses are being caused by depressed
ﬁscal spending. Sankaran sees two actions that countries can use to stimulate a depressed economy. One is to
depreciate a currency to make goods more competitive, which angers and annoys the rest of the world, particularly the
United States. The other is to employ more fiscal stimulus, and Europeans are coming to focus on this.
In the 2002 to 2008 cycle, the euro went from 81 cents to $1.60. Sankaran doubts we will get back to those levels given
the U.S. balance of payment developments spurred by the U.S. shale revolution. Once the U.S. became self-sufﬁcient in
energy, the U.S. current account deﬁcits went from 6% to 3%. High external funding requirements required much higher i
nterest rates to attract capital.
Sankaran believes investors are under-allocated to foreign markets and that U.S. dominance goes in long cycles of
relative performance. Allocations to Europe and emerging markets are derided. But the U.S. weight in the MSCI All Coun
try World Index was around 43% back in the early 2010s and today it is closer to 60%. We discussed a positive view on
Europe above, but since 2014, a strong dollar weighed on emerging market allocations, and its recent pivot could lead
to better dynamics for developing economies.
Dollar Bear in Cyclical Terms: With the U.S. engaged in relatively loose fiscal and monetary policy, the mix is not dollar
positive. The Fed also changed their reaction function. Starting in 2014–2015, the Federal Reserve (Fed) moved to a
monetary conditions approach, suggesting explicitly that a 1% move in the trade-weighted dollar is equivalent to a 10-b
asis-point move in the Fed Funds rate. The Fed, under former chair Ben Bernanke, thought of a strong dollar as
something that would help global economies export more to the U.S., though the new Fed seems more concerned about
tightening financial conditions from a strong dollar.
Going to emerging markets debt, Sankaran sees a strong case for emerging market local currency debt. During past
emerging market crises, EM faced a double whammy of rising rates and currencies going down, which tightened financial
conditions. But many EM countries, particularly Southeast Asian and Eastern European countries, run large manufacturing
surpluses and are able to cut rates because they have lower external ﬁnancing requirements. There is also a view that
they can depreciate back to prosperity. In total, these countries are better positioned today to fight weakness.
For those interested in global macro and market dynamics, this was a great conversation, and we thank Karthik for
coming on our program!
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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, Kara Marciscano, 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
Brexit : an abbreviation of “British exit” that mirrors the term Grexit. It refers to the possibility that Britain will withdraw
from the European Unio.
Bullish : a position that benefits when asset prices rise.
Current account : The difference between a nation’s total exports of goods, services and transfers, and its total imports
of them.
Interest rates : The rate at which interest is paid by a borrower for the use of money.
MSCI All Country World Index : a broad global equity benchmark that represents large and mid-cap equity
performance across 23 developed and emerging market countries.
Bear market : A sustained downturn in market prices, increasing the chances of negative portfolio returns.
Fiscal Policy : Government spending policies that inﬂuence macroeconomic conditions. These policies affect tax rates,
interest rates and government spending, in an effort to control the economy.
Monetary policy : Actions of a central bank or other regulatory committee that determine the size and rate of growth of
the money supply, which in turn affects interest rates.
Federal Reserve : The Federal Reserve System is the central banking system of the United States.
Basis point : 1/100th of 1 percent.
Fed Fund Futures : A ﬁnancial instrument that let’s market participants determine the future value of the Federal Funds
Rate.
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