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Key Takeaways

The foreign exchange (FX) market is the world's largest financial market, with average daily trading
volumes reaching US $9.6 trillion in 2025, dwarfing equity markets and underpinning global trade,
investment and capital flows.

The US dollar remains at the centre of global finance, appearing on one side of nearly 90% of all FX
transactions and reinforcing its role as the world's dominant reserve and trading currency.

Currency movements are driven by a combination of interest rates, inflation, trade flows and political
developments, making FX markets one of the most responsive indicators of changing economic
conditions.

International investors are exposed to both asset risk and currency risk, meaning exchange-rate
movements can materially enhance or reduce returns regardless of the underlying investment's
performance.

Currency hedged exchange-traded products (ETPs) provide a practical way to manage exchange rate
risk, allowing investors to focus on the performance of the underlying asset while reducing the impact
of currency fluctuations.

Related Products WisdomTree Physical Gold - EUR Daily Hedged, WisdomTree S&P 500 - EUR Daily
Hedged Find out more

Every day, approximately US $9.6 trillion changes hands in the foreign exchange (FX) marketl. That is not
a typo. US $9.6 trillion, not billion.

Figure 1: Daily foreign exchange trading reached a record of US $9.6
trillion in 2025
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Source: Bank for International Settlements. Over-the-counter (OTC) foreign exchange turnover in April
2025. Historical performance is not an indication of future performance and any investments may
go down in value.

To put that into perspective, the New York Stock Exchange typically sees daily trading volumes measured
in tens of billions of US dollars. The FX market is approximately 100 times larger. Yet ask the average
person what ‘forex’ is, and many will struggle to explain it.

So why does the world’s largest financial market receive so little attention?

What is the FX market?
The foreign exchange market, also known as forex or FX, is where currencies are bought and sold.

When a US company pays a supplier in Germany, US dollars must be exchanged for euros. When a
British tourist visits Japan, pounds are converted into yen. When investors move money between countries,
currencies are exchanged behind the scenes.

In short, almost every international transaction depends on the FX market.

Unlike stock markets, there is no central exchange. FX trading takes place electronically through a global
network of banks, financial institutions, companies and investors. The market operates 24 hours a day, five
days a week, moving from Asia to Europe to North America as trading follows the sun around the world.
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The currency pairs that drive global markets

Currencies are always traded in pairs. You are not simply buying one currency. You are buying it against
another.

Figure 2: Nearly 90% of global FX trades involve the US dollar

Source: Bank for International Settlements. OTC foreign exchange turnover in April 2025. Historical
performance is not an indication of future performance and any investments may go down in value.

Some of the most traded currency pairs include:

 EUR/USD: this is the most heavily traded currency pair in the world and represents roughly one-fifth
of all FX trading activity2.

« USD/JPY:investors often watch this pair closely because the yen is considered a traditional safe-haven
currency.

e« GBP/USD: traders often refer to this pair as ‘cable’, a nickname dating back to the transatlantic
telegraph cables that once carried exchange-rate information.

« USD/CHEF: like the yen, the Swiss franc is often seen as a safe haven during periods of market stress.
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Beyond these major currencies are emerging market currencies such as the Mexican peso, South African
rand and Turkish lira, which can experience larger and more volatile price movements.

What moves currency prices?

Currency values constantly change as investors react to economic and political developments. Several
factors tend to have the biggest impact:

e Interest rates are often the most important driver of currency movements. When a central bank raises
interest rates, investors can potentially earn higher returns by holding assets in that country. This often
increases demand for the currency and pushes its value higher.

« Inflation influences what central banks may do next. Higher than expected inflation can lead investors
to expect future interest rate increases, which may strengthen the currency. Lower inflation can have
the opposite effect.

e Political uncertainty can trigger sharp currency moves. Elections, fiscal policy decisions and geopolit-
ical tensions can all affect investor confidence and currency values.

e Countries that export more than they import often benefit from stronger long-term demand for their
currencies. Countries running persistent trade deficits may face downward pressure over time.

These factors rarely act in isolation. Currency markets reflect millions of decisions made by investors
around the world, making them one of the most competitive and efficient markets in finance.

FX matters even if you never trade currencies

Most people will never place a forex trade. However, currency movements affect them more than they
realise.

Exchange rates influence the cost of holidays abroad and imported goods. They also affect inflation by
changing the price of goods purchased from overseas.

For investors, currency movements can have an even greater impact.

Consider a German investor who owns US shares. Even if those shares rise in value, a strengthening
euro could reduce returns once profits are converted back into euro. Likewise, a weaker euro could boost
returns from overseas investments.

In other words, when you invest internationally, you are often making two investments at the same time:

e The underlying asset
*  The foreign currency

Many investors focus heavily on the first and overlook the second.

The growing role of currency hedged ETPs
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This is where currency hedged exchange-traded products (ETPs) can play an important role.

Currency hedging aims to reduce the impact of exchange rate fluctuations on investment returns. Rather
than taking on both investment and currency risk, investors can opt to focus primarily on the performance
of their chosen asset.

For example, a UK investor buying US equities may want exposure to the growth of American companies,
but not necessarily exposure to movements in the US dollar. A currency hedged ETP can help separate
those two sources of return.

This can be particularly valuable during periods when currency movements are large enough to dominate
investment performance. This is because currency hedged ETPs provide investors with an additional tool
to manage currency risk and align portfolios with their investment objectives.

Importantly, hedging is not always the right choice. Currency exposure can sometimes enhance returns
and may provide diversification benefits. However, investors should make an active decision about whether
they want currency exposure rather than accepting it unintentionally.

The bottom line

The foreign exchange market is the financial system’s hidden engine room. It processes the currency flows
generated by international trade, investment and travel on a scale unmatched by any other market.

Understanding currencies provides valuable insight into inflation, interest rates, economic growth and
global capital flows. It also helps investors better understand the risks embedded within international
portfolios.

Whether you ever trade a currency pair or not, exchange rates are already influencing your finances and
investments.

Investing in exchange-traded products involves risk, including possible loss of capital. Investments that
provide international market exposure may be affected by movements in exchange rates. Currency hedging
aims to reduce the impact of currency fluctuations but may not eliminate currency risk entirely and may
reduce gains arising from favourable exchange-rate movements. Investors should consider the investment
objectives, risks and costs of any product before investing.

1 Source: Bank for International Settlements. Global FX trading hits $9.6 trillion per day in April 2025 and
OTC interest rate derivatives surge to $7.9 trillion: Triennial Survey.
2 Bank for International Settlements. OTC foreign exchange turnover in April 2025.
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Important Risks Related to this Article

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 oer for sale nor a solicitation of an oer 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 aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent 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 aer 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 oering 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
ailiate, nor any of their respective oicers, 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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