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In a previous blog on European equities, I discussed how the estimated earnings recovery

in the European market could make the equities attractively priced compared to the S&P

500 Index. Specifically, I recommended focusing on European exporters, which may be less

reliant on sluggish growth in Europe due to their multinational and diversified global

revenue base. Today I will take a closer look at the performance of these companies, as

they are starting to separate themselves from the broader European market averages. Why

Exports Matter  The global economy is improving, but many European economies are

struggling. As a result, to avoid becoming overly dependent on a single economy, we

believe it is important to invest in companies that have more diversified revenue

streams. With the U.S. equity markets off to a great start year to date, we thought it

would be interesting to look at how the European markets are performing. Specifically,

to see how European exporters have performed year to date, we compared the WisdomTree

Europe Hedged Equity Index to the MSCI EMU Local Currency Index, its market

capitalization-weighted benchmark. In its Europe Hedged Equity Index, WisdomTree focuses

on European exporters. These companies are selected if they are domiciled in Europe and

if more than 50% of their revenues come from outside Europe. Although there are

differences in index methodologies, we chose the MSCI EMU Local Currency Index for

comparison purposes because it represents a broad base of European companies, weighted

by market capitalization. We looked at the total attribution between the two indexes

year-to-date through 04/15/2013. Total Performance Attribution:   WisdomTree Europe

Hedged Equity vs MSCI EMU Local Currency

 • Positive

Outperformance – The WisdomTree Europe Hedged Equity Index had positive performance

attribution in 8 out of 10 sectors. The WisdomTree Europe Hedged Equity Index was up

5.46% through 04/15/2013, compared to the MSCI EMU Local Currency Index, which returned

2.07% for the same period. • Over-weight Consumer Staples   – The WisdomTree Europe

Hedged Equity Index’ largest over-weight was toward the consumer staples sector, which

includes many multinational companies with large exports. At almost a 10% over-weight

compared to the MSCI EMU Local Currency Index, it has contributed to 1.49% of total

outperformance. • Under-weight Financials  – Noticeable under-weights of around 12.5%

for the financial sector also contributed 0.37% to the total outperformance. Hedge Your

Currency Risk WisdomTree’s focus on European exporters has started to provide important

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/blog/european-earnings-recovery-could-make-equity-markets-attractively-priced
https://wisdomtree.com/blog/glossary#s&p-500-index
https://wisdomtree.com/blog/glossary#wisdomtree-europe-hedged-equity-index
https://wisdomtree.com/blog/glossary#msci-emu-local-currency-index
https://wisdomtree.com/blog/glossary#market-capitalization-weighting
https://wisdomtree.com/blog/glossary#total-attribution


performance benefits, but we also believe there is a benefit to hedging your currency

risks. As the euro weakens, European exporters benefit because their goods become more

attractively priced for global consumers abroad; and when they bring the overseas sales

profit back to Europe, they can convert the foreign currency at a higher exchange rate.

On the other hand, a weakening euro is not good for U.S. investors in European equities—

unless they hedge the currency. Currency-hedged strategies allow investors to focus on

European exporters without the worry over currency declines. Conclusion In my opinion,

many investors dismiss Europe because of its uncertain economic situation. But Europe is

a big region of the world—and investors may be missing strong exporting companies that

have a strong global revenue base. Focusing on these European equities with a currency

hedge may help to lower the volatility of the region with stocks that are performing

better than other European equities.   

   Take the euro out of Europe

(Video)

Important Risks Related to this Article

You cannot invest directly in an index. Diversification does not eliminate the risk of

experiencing investment losses. The recent growth rate in the stock market has helped to

produce short-term returns for some asset classes that are not typical and may not

continue in the future.

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)
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 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

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.

WisdomTree Europe Hedged Equity Index      : Index designed to provide exposure to

European equities while at the same time neutralizing exposure to fluctuations between

the Euro and the U.S. dollar. Constituents are European dividend-paying firms with a

least 50% of their revenues from outside of Europe. Weighting is by cash dividends paid.

MSCI EMU Local Currency Index : captures large- and mid-cap representation across the

11 developed market countries in the EMU and provides local currency returns, which are

not translated back to U.S. dollars.

Market capitalization-weighting   : 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.

Total Attribution   : refers to the portion or entire return that is derived from or

attributable to a particular subset of a portfolio.
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