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Sometimes the best questions are also the toughest to analyze.

For someone who moved to the U.K. 1in the Tlast year, the “Brexit Question” has been
important. But it’s also important for U.S. investors. This year there have been dates,
potential votes and points when you’d expect to have a more thorough understanding of
what Brexit will mean..yet, we are all left staring at each other, still wondering what
the outcome might be.

while we may not be able to answer the question as to what Brexit will look 1ike, we can
provide greater context for European equity investors.

Question 1: Have European companies outside the U.K. seen their performance
impacted thus far by the Brexit process?

our approach:

e Start with the MSCI Europe Investable Market Index (IMI) universe, excluding U.K.

companies.

e Separate the companies into two groups—-those that derive more than 30% of their
revenue from the U.K., and those that derive less than 30%.

Compare the median returns of both groups, and note the return of the MSCI Europe
IMI for an idea of the market environment during the same periods.

our conclusions:

whether Tooking at periods of three months, one year or two years after the Brexit
vote, there was a significant difference in companies’ median returns based on the
amount of revenues received from within the U.K. Over each period, having Tless
revenue from the U.K. Ted to higher median returns.

e More recently, in 2019, there has been less differentiation in the median returns
for the groupings in figure 1, which are based on revenues from within the U.K.

while 1it’s Tlogical to think that Brexit and the process that we have been undergoing
does matter, it may not be the sole factor influencing the returns of these companies.
We caution investors against oversimplifying a complex issue based on a single table.
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Figure 1: Sensitivity of European Companies to Revenues from the U.K.

n Europe ex-U ouped by Revenue Exposure to the U
. MSCI Europe IMI
U.K. U.K.
1 month before Brexit referendum 1.61% 1.37% -0.24% 2.72%
3 months after Brexit referendum -7.95% 5.07% 13.02% 4.27%
1 year after Brexit referendum 9.24% 28.33% 19.08% 20.45%
2 years after Brexit referendum 19.70% 34.75% 15.06% 24.09%
6 months prior to March 29, 2019 -3.90% -6.82% -2.91% -2.57%
YTD 2019 12.55% 12.34% -0.21% 9.77%
January 2019 8.30% 8.24% -0.06% 5.61%
February 2019 0.67% 3.63% 2.96% 3.95%

Sources: FactSet, Bloomberg. Returns are measured in local currencies and are not impacted by changes in exchange rates.
Companies for which FactSet had no geographic revenue data were excluded from the analysis. Returns for the >30% and <30%

groupings are measured as the median of the returns of the respective stocks to mitigate the impact of outliers. Periods are as follows:
BI23M6-6/23/16; 6/2316-9/23/16; 6/23/16-6/23017; 623/16-6/23/18; 9/29/18-2/26M9; 123118-2126119; 1213118-1/3119;
1/31/19-2/26/19. Past performance is not indicative of future results.

Question 2: Have companies in the U.K. that do more business with the eurozone
seen returns impacted during the Brexit process?

our approach:

Start with the MSCI United Kingdom IMI universe.

e Separate companies into two groups—those that derive more than 30% of their revenue
from the eurozone, and those that derive less than 30%.

Compare the median returns of both groups, and note the return of the MSCI United
Kingdom Index IMI for an idea of the market environment during the same periods.

our conclusions:

e It’s important to consider the behavior of the British pound during this period. For
example, the companies that derived greater than 30% of their revenues from the
eurozone might be more globally oriented with respect to revenue distribution. This
could indicate a potential to perform strongly during periods in which the British
pound trends toward depreciation. Notably:

e Three months after the Brexit referendum, the British pound dropped nearly 13%.
Companies deriving Tless revenue from the eurozone outperformed those that
derived more revenue from the eurozone.

e One year and two years after the referendum, the U.K. equity market generally
performed well, and the companies deriving more revenue from the eurozone
performed better than those that derived less revenue from the eurozone. This
doesn’t necessarily mean investors were 1ignoring potential Brexit concerns—we
tend to think that the depreciation of the British pound in these periods may
have been the bigger factor.

e The differences between returns narrowed in the 2019 period shown. But the median
returns in February indicate that companies with less revenue from the eurozone
outperformed.
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Figure 2: Sensitivity of U.K. Companies to Revenues from the Eurozone

Companies in the U.K. Grouped by Revenue Exposure to the Eurozone

>30% Revenue <30% Revenue Difference (<30% MSCI United British pound vs.
from the eurozone |from the eurozone minus >30%) Kingdom IMI U.5. dollar

1 month before Brexit referendum 1.97% 2. 34% 0. 3?% 3.69% 2.71%
3 months after Brexit referendum 4.63% 10.06% -12.85%
1year after Brexit referendum 21.92% 20.15% -1.77% 21.63% -14.51%
2 years after Brexit referendum 33.60% 29.27% -4.33% 30.31% -10.86%
6 months prior to March 29, 2019 -13.37% -5.04% 8.33% -3.37% 1.70%
YTD 2019 9.64% 10.16% 0.53% 6.97% 3.90%
January 2019 6.99% 6.46% -0.53% 3.68% 2.78%
February 2019 1.79% 3.91% 2.12% 3.18% 1.09%

Sources: FactSet, Bloomberg. Retumns are measured in local currencies and are not impacted by changes in exchange rates. Companies for which
FactSet had no geographic revenue data were excluded from the analysis. Returns for the >30% and <30% groupings are measured as the median of the
returns of the respective stocks to mitigate the impact of outliers. Perieds are as follows: 5/23/16-6/23/16; 6/23/16-9/23/16; 6/23/16-6/23117;
6/23116-6/23/18; 9/29/18-2/26/19; 12/31/18-2/26/19; 12/31/18-1/31/19; 1/31/19-2/26/19. Past performance is not indicative of future results.

Question 3: If the U.K. economy is perceived to be at risk of slowing down due
to the Brexit process, companies that are more domestic 1in their revenue
distributions could be at greater risk. How different were the returns of those
companies that derived more revenue from the U.K. compared to those that derived
less revenue from the U.K.?

our approach:

e Start with the MSCI United Kingdom IMI universe.

e Separate companies into two groups—those that derive more than 30% of their revenue
from the U.K., and those that derive less than 30%.

e Compare the median returns of both groups, and note the return of the MSCI United
Kingdom Index IMI for an idea of the market environment during the same periods.

our conclusions:

e It’s important to consider the behavior of the British pound during this period. For
example, companies that derived Tess than 30% of their revenues from the U.K. might
be more globally oriented with respect to their revenue distribution. This could
indicate a potential to perform more strongly during periods in which the British
pound trends toward depreciation. The results in figure 3 show three significant
periods of British pound depreciation after the Brexit referendum. The median
returns of the stocks with less than 30% of revenues from the U.K. outperformed in
each of these periods.

puring the periods of British pound strength after the referendum, as seen in figure
3, the most domestically oriented companies 1in the U.K. saw median returns
outperform.

Figure 3: Sensitivity of U.K. Companies to Revenues from the U.K.
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Companies in the U.K. Grouped by Revenue Exposure to the U.K.

>30% Revenue <30% Revenue Difference (<30% MSCI United British pound vs.
from the U.K. from the U.K. minus >30%) Kingdom Index U.s. dollar

1 month before Brexit referendum 1.57% 2.11% 0.54% 3.69% 2.71%
3 months after Brexit referendum -0.27% 13.46% 13.73% 10.06% -12.85%
1year after Brexit referendum 7.24% 31.23% 23.99% 21.63% -14.51%
2 years after Brexit referendum 15.13% 57.73% 42.60% 30.31% -10.86%
6 months prior to March 29, 2019 -3.19% -6.93% -3.74% -3.37% 1.70%
YTD 2019 12.33% 6.71% -5.62% 6.97% 3.90%
January 2019 9.64% 4.27% -5.36% 3.68% 2.78%
February 2019 3.24% 3.03% -0.21% 3.18% 1.09%

Sources: FactSet, Bloomberg. Retums are measured in local currencies and are not impacted by changes in exchange rates. Companies for which
FactSet had no geographic revenue data were excluded from the analysis. Retumns for the >30% and <30% groupings are measured as the median of the
returns of the respective stocks to mitigate the impact of outliers. Periods are as follows: 5/23/16-6/23/16; 6/23/16-9/23/16; 6/23/16-6/23/17;
B/2316-6/23/18; 929M18-2026119; 12/3118-2/26/19; 12/31/18-1/3119; 1/3119-2/26/19. Past performance is not indicative of future results.

conclusion

while we think these summary statistics are interesting and worth thinking about, they
don’t represent the full story of the Brexit impact.

As of this writing, we still don’t know exactly what Brexit will mean. And underlying
companies have different cost structures and exposures, which might impact the picture
differently once the Brexit situation contains greater and more certain details.

Geographic revenue 1is an important measure, but we note that it isn’t the sole measure
to consider.

For standardized performance and the most recent month-end performance click here NOTE,
this material 1is 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. 1dinvestors 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 1investments 1in 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 1indicative 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 1its
affiliates, nor Foreside Fund Services, LLC, or 1its affiliates provide tax or Tegal
advice. Investors seeking tax or legal advice should consult their tax or Tlegal 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 dinstruments 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 1indication 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 1its 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 Tiability for any direct, 1indirect, special, incidental, punitive,
consequential (including Toss 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

MSCI Europe IMI : An investable market index (IMI) designed to measure the performance
of the Tlarge, mid, and small cap composition of the 15 developed market countries
throughout Europe. The index covers approximately 99% of the free-float adjusted market
cap across these countrie.

MSCI United Kingdom IMI : An investable market index (IMI) designed to measure the
performance of the Targe, mid and small cap segments of the United Kingdom equity
market, covering approximately 99% of the free float-adjusted market cap of the U.K.
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