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The buzz around artificial intelligence (AI), in lockstep with the strong earnings

announcements, has lent a strong impetus to equity markets, and the eurozone in

particular. Eurozone equities are trading at record highs, with the EuroStoxx 600 Index

hitting the 496 level.1

Can eurozone equities sustain these gains? The macroeconomic data in the eurozone hasn’t

yet convincingly turned around. But many of the leading companies in Europe sell all

over the world—from the U.S. to China—and that global backdrop has been supportive.

There is also the potential that the European Central Bank (ECB) pivots before the Feder

al Reserve (Fed) on monetary policy. Subsequent rate cuts could relieve strain on the

eurozone economy, setting the stage for a more constructive equity market backdrop. 

Easing Labor Market Tightness Paves the Way for an Earlier ECB Pivot

What makes us most convinced about the ECB pivoting sooner than the Fed is the downward

pressure from wages. Wage growth remains an important bottleneck to further rate cuts by

the ECB. Currently, the eurozone is facing a bigger overshoot in wage growth than the

U.S.

While the unemployment rate has been stable at historically low levels over the past

year, the job vacancy rate has fallen sharply from a peak of 3.2% in Q2 2022 to 2.7% as

of Q4 2023. From this, we can infer that around half of the increase in labor market

tightness has already been unwound. With the economy expected to stay range-bound in the

near term, the labor market is expected to soften further over the coming months.

The quarterly negotiated wages are one of the few “official” ECB wage statistics that

fell from their record high in Q3 2023. For the ECB to wait until wage growth has fully

fallen back runs the risk of rates staying higher for longer, risking a recession.

ECB Negotiated Wages Retreat from Record High
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ECB members led by President Christine Lagarde, Isabel Schnabel and Joachim Nagel tried

to talk down rate cut expectations at the meeting of European finance ministers and

central bank governors in Ghent. The ECB seems to be faltering in its success in talking

down expectations, largely because, unlike in the U.S., where economic data does not

point to the need for imminent rate cuts, in the eurozone, it does.

Earnings Results Highlight Greater Resilience

There is no denying that the Magnificent 7 effect has clearly transmitted to Europe,

with five stocks driving the European equity rally, led by ASML (+39%), Novo Nordisk

(+34%), SAP (+16%), LVMH (+16%) and Schneider (+8%), year-to-date (YTD).2

Unlike the U.S., the leading eurozone stocks YTD are diversified across sectors,

including Information Technology, Consumer Discretionary and Industrials. A reflection

on the Q4 2023 earnings results highlights Consumer Cyclicals, Health Care and

Industrials leading the scoreboard with the highest earnings growth rate (among the 54%

of the companies that have reported results), while Energy, Utilities and Materials led

to the biggest drag on earnings results. Amidst the backdrop of the ECB easing rates and

a weaker macroeconomic backdrop, the euro is likely to weaken further against the U.S.

dollar, lending a competitive edge to its exporters.

EuroStoxx 600 Index - Q4 2023 Earnings Dashboard
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Spain Stands out as the Poster Child of Europe

Spain outperformed the Big 4 European countries in 2023 and remains the most

constructive case for 2024. In 2023, the impact of higher rates dented investment

growth; however, consumption remained strong fundamentally, driven by the resilience of

the labor market. The Spanish labor market performed well. The composition of Spain’s

labor market has shifted from temporary employment to open-ended contracts. The tilt

toward open-ended contracts tends to encourage more consumption, owing to greater job

security.

However, the recovery has not been even across sectors—the Construction, Real Estate,

Information Technology and Communication Services sectors are lagging. There is a need

for the Spanish economy to improve productivity via rebuilding capex, and Spain is well-

positioned to do so. Spain suffered the highest repercussions from the tightening of

monetary policy, and in lockstep, the rate relief expected by the ECB should be

relatively more impactful for Spain’s economy. Spain is also the largest recipient of

recovery funds in Europe. It has been effective in implementing the $37 billion in

funding.3 In 2024, it is expected to receive more than 2% of GDP in disbursements, most

of which will be in support of capital expenditure. Spain is well-positioned to leverage

the supportive macro landscape.

Tilting toward Dividend-Paying Eurozone Exports

The WisdomTree Europe Hedged Equity ETF (HEDJ) provides investors with exposure to

dividend-paying eurozone companies that derive at least 50% of their revenues outside of

the eurozone while hedging exposure to the euro.

By virtue of including dividend-paying eurozone exporters, HEDJ attributes a higher

weighting to sectors that exhibit stronger earnings growth, such as Consumer

Discretionary, Industrials, Financials and Information Technology, while it has a lower

weighting to sectors with weaker earnings growth, like Energy, Utilities and Materials.

The connection between stronger earnings and performance is evident from

HEDJ's performance in 2024. While the EuroStoxx 600 Index is up 3.3% and the MSCI Europe

Index is up 4.8%, the WisdomTree Europe Hedged Equity ETF (HEDJ) is up 8.1%.4 

We know that Europe is trading at attractive valuations compared to global equity

markets. The WisdomTree Europe Hedged Equity Index compares favorably to the benchmarks

when looking at fundamental metrics.

Comparison of Fundamentals
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Over the past year, the WisdomTree Europe Hedged Equity Index outperformed the MSCI EMU 

Local Currency Index by 6.55%. The attribution across geographies highlights the higher

allocation to Spain, which resulted in a positive overall contribution of 2.24%,

benefitting the overall performance.

Geographic Attribution - 1 year

 

 

 

1 Bloomberg, as of 2/23/24.

2 Bloomberg, from 12/31/23 to 2/26/24 (in USD terms).

3 European Commission, https://ec.europa.eu/economy_finance/recovery-and-resilience-score

board/disbursements.html?lang=en.

4 Bloomberg performance from 12/31/23 to 2/29/24. 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
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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 and to download the Fund prospectus, click here.

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. 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 less liquid than other securities, and more

sensitive to the effects 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 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.

Related Blogs

+ Wait, Did Europe Really Outperform the U.S. over the Last Three Years?

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)

 

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

Artificial intelligence : machine analysis and decision-making.

Eurozone (EZ)   : Consists of the following 18 countries that have adopted the euro as

their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,

Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia

and Spain (source: European Central Bank, 2014).

STOXX Europe 600 Index : The STOXX Europe 600 Index is derived from the STOXX Europe

Total Market Index (TMI) and is a subset of the STOXX Global 1800 Index. With a fixed

number of 600 components, the STOXX Europe 600 Index represents large, mid and small

capitalization companies across 18 countries of the European region: Austria, Belgium,

Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Luxembourg, the

Netherlands, Norway, Portugal, Spain, Sweden, Switzerland and the United Kingdom.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Rate Cut   : A decision by a central bank to reduce its main interest rate, usually to

influence rates charged by other financial institution.

MSCI Europe Index    : A free float-adjusted market capitalization-weighted index

designed to measure the performance of developed equity markets in Europe.

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

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

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.

WisdomTree BLOG ARTICLE

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


	RISING NOISE LEVELS PUT EUROZONE EQUITIES TO THE TEST

