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U.S. market leadership has been well established for much of the Tlast 15 years, but it
might surprise a number of readers to learn some European ETFs outperformed the U.S.
over the last three years—-so long as those ETFs employed a currency-hedged approach.

The dollar has been strong, and we think it offers a nice diversifier to portfolios. But
if there is a place where it matters the most, it likely is Europe, which we see as
having long-term structural issues with its economy.

But Tow growth can Tead to opportunities for Tlow valuations 1in companies that
participate in revenue growth around the world, not just in Europe.

U.S. equity markets are richly priced. while valuation by itself has rarely caused a mar
ket correction, there are wide concerns that U.S. equities could be ripe for a downturn.

European equities are perceived to be among the global laggards in performance. From the
top down:

e While the U.S. has energy security, fulfillment of Europe’s energy needs has been at
greater risk ever since Russia invaded Ukraine. Germany, Europe’s manufacturing
center, became dependent on Russian natural gas and had to make significant shifts.

e There is a perception that Europe Tleads on regulation, whereas the U.S. tends to
lead on innovation. Using AI as an example, Europe has taken steps to secure these

technologies on the regulatory front,! but most of the companies pushing the newest
AI technologies forward are not operating out of Europe.?

Many tend to assume that the U.S. must be crushing Europe on an equity market
performance basis.

European vs. U.S. Equities: A Few Performance Surprises
To give a better sense of how different types of equities are performing, we can delve
into the broad ETF toolkit including3:

e WisdomTree Europe Hedged Equity Fund (HED]): The WisdomTree Europe Hedged Equity

Fund 1is designed to track the total return performance, before fees and expenses, of
the WisdomTree Europe Hedged Equity Index. The Index consists of dividend-paying
companies incorporated in the eurozone and traded on eurozone stock exchanges that
derive more than 50% of their revenue from sources outside Europe, tilting toward
companies with a more global revenue base. The 1Index also hedges exposure to
fluctuations in the exchange rate between the euro and U.S. dollar.

e iShares MSCI Eurozone ETF (EzU): The 1iShares MSCI Eurozone ETF 1is designed to
track the total return performance, before fees and expenses, of the MSCI EMU Index.
The 1index provides exposure to large-cap and mid-cap equities within the eurozone.
currency exposure between the euro and U.S. dollar is not hedged.
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e iShares cCurrency Hedged MSCI Eurozone ETF (HEzU): The iShares Currency Hedged
MSCI Eurozone ETF 1is designed to track the total return performance, before fees and
expenses, of the MSCI EMU 100% Hedged to USD Index. This index hedges exposure to
fluctuations in the exchange rate between the euro and U.S. dollar. The index also
provides exposure to large-cap and mid-cap equities within the eurozone.

e We use the S&P 500 Index to show the performance of the U.S. equity market.

In recent years, investors have become so used to U.S. equities outperforming European
equities that the question of which region is winning in a given period has almost faded
away. Few, if any, assume that European equities would be outperforming those 1in the
U.S.

Figure la: Standardized Performance

Fund | Fund Gross | Fund Net .
Since Fund

Fund Name Inception | Expense | Expense
Date Ratio Ratio

Inception

WisdomTree Europe Hedged
. _D ; HEDJ Dec31,2009 058% 058%  21.63% 1298% 1149% 9.30% 8.72%
Equity Fund (NAV)

WisdomTree Europe Hedged _ . e : . - - =
ol HEDJ Dec31,2008 058% 058%  21.84% 13.03% 11.53% 931% 8.75%
Equity Fund (MP)

iShares MSCI Eurozone ETF (NAV)  EZU  Jul 25,2000  051% 051% 1617% 591% B858% 457% 3.50%

iShares MSCI Eurozone ETF(MP)  EZU  Jul 25,2000  051% 051% 1636% 597% 859% 458% 351%

iShares Currency Hedged MSC _ . . - ; : . .
I A HEZU Jul9,2014  112% 053%  1957% 1140% 1177% N/A  8.95%
Eurozone ETF (NAV)

iShares Currency Hedged MSCI _ - s . ’ : : -
5 Sl HEZU Jul8,2014 1.12% 053% 1957% 1142% 11.79% N/A 8.95%
Eurozone ETF (MP)

S&P 500 Index 34.42% 1149% 1521% 13.05% N/A

Sources: WisdomTree, PATH Fund Comparison Tool and FactSet, as of 3/31/24. NAV denotes total relurn performance al net asset value.
MP denotes market price performance. 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.

Performance data for the most recent month-end for HEDJ is available here.
In Figure 1lb, we see:

e EZU underperformed HEZU, indicating euro weakness against the U.S. dollar.

e HEZU delivered similar performance over the period to that of the S&P 500 Index—many
wouldn’t have realized that eurozone stocks, currency hedged, were keeping up with
U.S. stocks.

e HEDJ performed better then HEzZU over the period.

Figure 1lb: Performance Year-to-Date 2024

-
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Sources: WisdomTree, PATH Fund Comparison Tool and FactSet, for the period 1/1/24-4/12/24. Total return shown are based on NAV.
Aninvestment cannol be made directly inte an index. 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.

If we think of the past three years (figure 2), we can see a mix of big equity market
events in our mind’s eye:

e In the second half of 2021, the market was running up to a near-term peak, buoyed by
central bank policy interest rates at or near zero and record printing of money.

e 2022 was rough for equities, except those focused on the energy sector, as central
bank policy interest rates in many developed countries were raised quickly to combat
inflation.

e 2023 surprised many investors and there was a marked shift back to large-cap growth,
which certainly favors a lot of U.S. stocks over, for instance, European stocks.

In this environment of growth over value and with Europe having a reputation for being
so anti-growth, we can see a case for why we might expect U.S. stocks to beat European
stocks over the past three years..and yet, HEDJ outperformed.

Figure 2: It Has Been a Volatile Three Years
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Sources: WisdomTree, PATH Fund Comparison Tool and FactSet, for the period 4/12/21-4/12/24. Total return shown are based on NAV,
Aninvestment cannol be made directly inte an index. 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.

U.S. vs. Europe—-A Very Different Sector Picture

The evolution of the U.S. equity market has Tled to big platform companies attaining
primacy. The Magnificent 7 1in 2023-Apple, Alphabet, Meta Platforms, Amazon.com,
Microsoft, Tesla and Nvidia-share a common thread of a massive base of users that
subscribe to certain services.

Looking to Europe, one big group of companies 1is the auto makers. These firms are very
capable and longstanding, but at the core are viewed as car companies, whereas Tesla is
able at times to be perceived as more of an AI or software company.

Another big company is ASML. Nvidia’s most advanced chips are being fabricated by Taiwan
Semiconductor Manufacturing Co. (TSMC) on machines developed and maintained by ASML.

Then, there is the Tuxury market, represented by LVMH, which has some of the best brand
recognition in the world, but is still making physical products.

The bottom Tine: there are great companies 1in Europe but not the same number of clear
cases of firms that can break a trillion or trillions of U.S.-dolTlar market capitalizati
on 1in the near term. Notably, many of the Magnificent 7 firms do in fact garner
significant revenues from Europe.

In figure 3, we see that the S& 500 Index has roughly 30% exposure to what we think of
as ‘tech’ and HEDJ places much more weight into Consumer Discretionary. A big reason an
export-oriented strategy has so much discretionary exposure is in fact the auto makers.
Figure 3: Differences in Sector Distribution across European Equity ETFs vs. the
S&P 500 Index
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SECTOR EXPOSURE (% WEIGHT) as of 3/31/2024
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Sources: WisdomTree, PATH Fund Comparison Tool and FactSet, as of 3/31/24. Weights are subject to change.

valuations vs. Growth—-A Bottom Line Measure of Risk
we frequently come back to valuations here in 2024.

The U.S. equity market has been driven forward by Targe-cap growth and it is at the more
expensive end of its range. while an expensive valuation 1is rarely the reason why an
equity market will drop, it does create a greater susceptibility to risk if earnings
ever disappoint.

when we Took at the performance of European exporters, there are periods when they have
outperformed the U.S. and they have certainly not lagged as much as many might think.
with that said, on a forward price-to-earnings ratio (P/E) basis, the S& 500 Index is
above 20x, whereas HEDJ is at approximately a 50% discount and closer to 10x.

we’d note that in figure 4, since HEZU and EZU have the same underlying stock exposures,
the forward P/E ratio data is the same for each of the relevant historical time series.

Figure 4: European Equities’ valuation Discount to the U.S. Has Widened

-
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Sources: WisdomTree, FactSet, for the period August 2012 to March 2024, Due to EZU and HEZU having exposure to the same

underlying stocks, in a chart like this we would only ever see a single ling, in this case HEZU. Fundamental data based on underlying
stocks is the same.

Forward Looking Growth Expectations

we think a lot about the nexus between how an equity market is currently priced relative
to its future growth expectations. We also try to get beyond the current year and think
a bit ahead. Figure 5 takes a measure of 2025 operating income and compares that to the
current enterprise value of the different ETFs. Since EzZU and HEZU contain the same
underlying stocks, we only show one of them here.

our conclusion: HEDJ, EZU, HEZU and the S&P 500 Index have very different risk profiles.
If one wants exposure to U.S. Tlarge-cap growth-there is not substitute for a U.S.

exposure. However, many investors we speak to look at the U.S. market and have seen very
good performance of Tlate.

They are concerned about valuation. Figure 5 shows that HEDJ 1is currently trading at
about half the ratio of the S&P 500 Index if one is comparing EV/2025 operating income.*

In our opinion, this discount could allow investors to feel more comfortable with the
increased risk of investing outside the U.S.

Figure 5: The valuation Discount of European Equities vs. U.S. Equities
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Sources: WisdomTree, FactSet, as of 3/31/24.

Figure 6: Other Important Information Regarding ETFs in this Piece
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If you are a financial professional and interested in diving further into the comparison
of these Funds, please check out our Fund Comparison Tool.

source: AI Act, European commission, https://digital-
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strategy.ec.europa.eu/en/policies/regulatory-framework-ai

2 source: Nestor Maslej, Loredana Fattorini, Erik Brynjolfsson, John Etchemendy, Katrina
Ligett, Terah Lyons, James Manyika, Helen Ngo, Juan Carlos Niebles, Vvanessa Parli, Yoav
Shoham, Russell wald, 3Jack clark, and Raymond Perrault, “The AI 1Index 2023 Annual
Report,” AI 1Index Steering Committee, 1Institute for Human-Centered AI, Stanford
University, April 2023.

3 Ezu is the largest ETF within the U.S. ETF Europe Stock category for Morningstar,
measured on the basis of assets under management (AUM), that has only eurozone equity
exposure, i.e., no exposure to the UK, Switzerland, Norway, Sweden or any other country
that does not use the euro currency. Calculations were run as of 4/22/24. HEZU 1is the
currency-hedged version of the same strategy.

4 Refers to a measure of current enterprise value over 2025 operating income, meaning
that company estimates of 2025 operating income are aggregated for each strategy. The
source is FactSet, which aggregates all analyst estimates.

Important Risks Related to this Article

There are risks associated with investing, 1including the possible Toss of principal.
Foreign investing involves special risks, such as risk of loss from currency fluctuation
or political or economic uncertainty. Investments in currency involve additional special
risks, such as credit risk and interest rate fluctuations. Derivative investments can be
volatile and these investments may be Tless Tiquid than other securities, and more
sensitive to the effect of varied economic conditions. As this Fund can have a high
concentration in some issuers, the Fund can be adversely impacted by changes affecting
those issuers. Due to the investment strategy of this Fund it may make higher capital
gain distributions than other ETFs. Dividends are not guaranteed, and a company
currently paying dividends may cease paying dividends at any time. Please read the
Fund’s prospectus for specific details regarding the Fund’s risk profile.

For the top 10 holdings of HEDJ please visit the Fund's fund detail page at https://www.
wisdomtree.com/investments/etfs/equity/hedj

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 its
affiliates, nor Foreside Fund Services, LLC, or its 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 idinvestment 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

valuation : Refers to metrics that relate financial statistics for equities to their

price Tlevels to determine if certain attributes, such as earnings or dividends, are
cheap or expensive.

Ccorrection : A drop of 10% or greater in an Index or stock from a recent high.

Risk : Also standard deviation, which measures the spread of actual returns around an

average return during a specific period. Higher risk dindicates greater potential for
returns to be farther away from this average.

as a futures contract.

MSCI EMU Index : A free float-adjusted market capitalization-weighted index designed to
measure the performance of the markets in the European Monetary Union.

MSCI EMU 100% Hedged to USD Index : represents a close estimation of the performance
that can be achieved by hedging the currency exposure of its parent index, the MSCI EMU
Index, to USD, the “home” currency for the hedged index. The index is 100% hedged to USD
by selling the EUR forward at the one-month forward rate. The parent index is composed

of large and mid-cap stocks across 10 Developed Market countries.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the
Standard and Poor’s Index Committee designed to represent the performance of the leading
industries in the United States economy.

Inflation : cCharacterized by rising price levels.

Large-Capitalization (Large-Cap) : A term used by the investment community to refer
to companies with a market capitalization value of more than $10 billion. Large cap is
an abbreviation of the term “large market capitalization”. Market capitalization is
calculated by multiplying the number of a company’s shares outstanding by its stock

price per share.

Growth : characterized by higher price Tevels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more
due to their expectations of future improvements in these fundamentals.

value : Characterized by Tower price levels relative to fundamentals, such as earnings
or dividends. Prices are Tower because investors are less certain of the performance of
these fundamentals in the future. This term is also related to the value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Market capitalization : Market cap = share prices x number of shares outstanding.
Firms with the highest values receive the highest weights in approaches designed to
weight firms by market cap.

Magnificent 7 : Refers to a group of high-performing U.S. stocks including Microsoft

(MSFT), Amazon (AMZN), Meta (META), Apple (AAPL), Google parent Alphabet (GOOGL), Nvidia
(NVDA), and Tesla (TSLA)

Price-to-earnings (P/E) ratio : share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.
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