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Key Takeaways

e Amid rising uncertainty around U.S. tariffs and global geopolitical tensions, dynamic currency hedging
offers investors a flexible tool to navigate unpredictable dollar movements.

*  WisdomTree’s dynamic hedging strategies have outperformed static 50% hedges while reducing
portfolio volatility, with updated models placing greater weight on momentum since 2023.

e Investors in developed and emerging markets can access this model-driven approach through Funds
like DDWM, DDLS, DWMF and EMMF, enabling targeted risk management without committing to full
currency hedging.

This piece is an update to the blog post, "The Value of Dynamic Currency Hedging."

While the focus on currency hedging has mostly been on the economic and policy uncertainty of countries
outside the U.S., the uncertainty of U.S. policy is now making the direction of the dollar hard to assess.
Are tariffs strengthening the dollar, as other countries try to devalue to reduce the impact, or weakening
the dollar, as investors allocate away from U.S. equity amid volatility? We show that bottom-up currency
hedging could be useful as well.

Bottom-up currency hedging could be useful to reduce risk in portfolios. At WisdomTree, we provide
systematic and dynamic hedging through our WisdomTree Dynamic Currency Hedged International Equity
Fund (DDWM), WisdomTree Dynamic Currency Hedged International SmallCap Equity Fund (DDLS) and
WisdomTree International Multifactor Fund (DWMF) for developed markets. We also provide dynamic
currency hedging with the WisdomTree Emerging Markets Multifactor Fund (EMMF).

Measuring the Impact of Dynamic Hedging

Dynamic currency hedging has delivered substantial benefits, offering a viable alternative to a fully hedged
approach. For investors reluctant to commit to 100% hedging, dynamic strategies can help mitigate
currency risks while preserving flexibility.
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For investors who are hedging currency bets and putting a 50% currency hedge, we show below how our
dynamic currency hedging is doing better, even though the average hedge ratio is also close to 50% for
the dynamic model.

Figure 1: The Dynamic and 100% Currency Hedge Both Added Signifi-
cant Value
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Sources: WisdomTree, FactSet, as of 3/28/25. You cannot directly invest in an index. Currency hedge
value add is the difference between fund performances. Past performance is not indicative of future
results. Investment return and principal value of an investment will fluctuate so that an investor's
shares, when redeemed, may be worth more or less than their original cost. Current performance
may be lower or higher than the performance data quoted. For the most recent month-end and
standardized performances, click the respective ticker: DDWM, DWM, IHDG, 1QDG.

For volatility reduction, a dynamic currency hedge has been shown to reduce portfolio risk consistently and
significantly.

Figure 2: The Dynamic and 100% Currency Hedge Both Reduced Signif-
icant Portfolio Risk
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Sources: WisdomTree, FactSet, as of 2/28/25. Volatility reduction = the difference in volatility between two
funds. You cannot directly invest in an index.

Since 2023, we've refined our factor-based currency model, placing greater emphasis on momentum. This
adjustment has made our dynamic hedging approach more responsive to shifts in the dollar's movement.
For instance, our hedge ratio for April 2025 is 22.4%, reflecting this enhanced sensitivity.

Figure 3: DDWM Hedge Ratio over Time
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Bloomberg Dollar Index vs. DDWM Hedge Ratio
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Sources: WisdomTree, Bloomberg, as of 4/1/25. For definitions of terms in the chart above, please visit
the glossary. You cannot directly invest in an index.

For emerging markets, the higher momentum factor weights had made the hedge ratio more responsive
as well, moving to 50% hedged already during March 2025 and continuing to be around 50% hedged for
April 2025.

Figure 4: EMMF Hedge Ratio over Time

Bloomberg Dollar Index vs. EMMF Hedge Ratio

1340 100%
1320 pat v 90%

L)

-,
L)
’

1300 i 80%
I
. 1280 ' | 0%
3 1250 i . 60% B
£ = I o
T 1240 : ¢ ] 50% g
= ] v 1]
= 1220 : 3 B 40% B
I '
9 1200 ol . il 30%
= 1 [ [ | [ .,
1180 1} { ¢ ) 20%
1 ] [l I
N L b e 10%
]
itap: =3 0%
o (32} (a2} o [ag} (3] o o (a2} (3] (2] (a2} =5 =5 =5 == =5 == = = = = = =5 uwy uw uw
[ ™~ ™~ o~ ™~ ™~ ™~ o~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ o~ ~
— iy S Y . — S S — S By — — B Sy e . S — B - e e — S o b S
[ ] o m (4] m m oy (] o (32 ] o m (48] m o m m oy o m o o m m m (4] m
e R o e i e ol e A . TR R e i
— ™~ (a2} == uw (f=] ~ [=a] [=2] = - (o] - ™~ o == L w =~ oo (=2 = — o~ - (o'} (a2}
— — - — — -
Date
Dollarindex ----- EMMF

Sources: WisdomTree, Bloomberg, as of 4/1/25. For definitions of terms in the chart above, please visit
the glossary. You cannot directly invest in an index.
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Almost daily, geopolitical developments—whether related to tariffs, regional conflicts or macroeconomic
shifts both in the U.S. and outside the U.S.—underscore the significant role currency risk plays in
international investing. Investors can benefit from reduced volatility and enhanced risk management

when incorporating more thoughtful approaches to the currency exposure inherent to their international
investments.
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Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic uncertainty. The Funds
invest in derivatives in seeking to obtain a dynamic currency hedge exposure. Derivative investments
can be volatile, and these investments may be less liquid than other securities and more sensitive to the
effects of varied economic conditions. Derivatives used by the Funds may not perform as intended. A Fund
that has exposure to one or more sectors may be more vulnerable to any single economic or regulatory
development. This may result in greater share price volatility. The composition of the Index underlying
the Funds is heavily dependent on quantitative models and data from one or more third parties, and the
Index may not perform as intended. The Funds invest in the securities included in, or representative of, its
Index regardless of their investment merit, and the Funds does not attempt to outperform its Index or take
defensive positions in declining markets. Please read the Funds' prospectus for specific details regarding
the Funds' risk profile.
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