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European equities had a strong start in the first half of 2019 (+16%).l1 wisdomTree views
the recently announced slate of European Union (EU) Teaders as a further positive
catalyst for markets. Additionally, we believe the European Central Bank (ECB) is Tikely
to provide additional stimulus to support the economy and markets, counteracting global
growth fears and Brexit-related uncertainty. It is a good time to review exposures to
European asset markets and options for implementation.

Madame President

once touted as a Tleading candidate for the French presidency, Christine Lagarde is set
to replace Mario Draghi as ECB president. Lagarde’s appointment is expected to coincide
with an acceleration in accommodative monetary policy. As the former managing director
of the International Monetary Fund, Lagarde publicly endorsed Draghi’s “do whatever it
takes” policy stance.

Lagarde supports keeping interest rates low, especially when faced with low inflation,
for as long as needed to support domestic demand. Lagarde has also embraced the use of
unconventional monetary policy tools, idncluding negative 1interest rates, large-scale
asset purchase programs and targeted long-term refinancing operations to stimulate credi
t and economic growth, as well as outright monetary transactions to preserve the
integrity of the EU.

Lagarde emphasizes that easing monetary policy is most effective when implemented as a
part of a three-pronged approach in conjunction with congruous structural and fiscal
policies.

We anticipate a smooth transition 1in Tleadership from Draghi to Lagarde-both Tleaders
appear open to taking policy actions necessary to stimulate economic conditions should
they begin to worsen.

Given how Tow interest rates already are-and some uncertainty associated with negative
rates—-we see the ECB Tooking for unconventional policy measures, including the possible
Taunch of a new guantitative easing program aimed at unorthodox asset classes,
potentially even equities.

This potential for an expanded European policy toolbox is helpful for adding to European
equity allocations over the next 12 to 18 months.

How Should Investors Position in Europe?
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One sector has been battered by the low and negative rate policy of the ECB: European
financials and the Tlarge-cap banks. Wwhile they could be tempting for those value
investors chasing the downtrodden, banks still face a challenging operating environment.

In 2019, despite fears of global growth, European multinationals (those with more than
50% revenue abroad) have beaten returns of the domestic economy-focused group by 480 bas

is points (bps).?

weakness in banks and financials hurt the domestically focused segment of the market
compared with the more globally tilted firms—as did real estate exposure.

Notably, the MSCI EMU Index’s Targest sector exposure is Financials (17%), and this
exposure is heavily concentrated within domestically focused companies (12%).3

Multinationals within the MSCI EMU Index have not just performed well in 2019, they have
also outperformed domestically focused EU companies by approximately 110 bps annually

since July 2012.%

MSCI European Monetary Union Index (MSCI EMU) Local Currency: Domestic vs.
Export Focused
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Sources: WisdomTree, FactSet. You cannot invest directly in an index. Past performance is not indicative of
future results.

currency-Hedged European Equities

wisdomTree was the first firm to offer currency-hedged exchange-traded funds focused on
the eurozone and particularly to a basket of multinational companies whose revenue tends
to be from outside Europe.

we believe focusing on the stocks of European companies—where there 1is an equity risk
premium potential to earn—makes more sense than betting on appreciation in the euro, and

currency hedging with the wWisdomTree Europe Hedged Equity Fund (HEDJ) helps mitigate any

moves in the euro from affecting the performance of HEDJ.
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The revenue screen and dividend weighting in HED] also results 1in an under-weight
allocation to traditional banks relative to the MSCI EMU Index—-something we 1like in this
negative rate environment.

Sector Exposures

“ MSCIENE i ove.r/tunder)
Weight

Consumer Staples 19.7% 10.9%

Consumer Discretionary 19.4% 13.9% 5.5%
Materials 11.4% 7.2% 42%
Health Care 11.2% 75% 38%
Industrials 15.4% 15.3% 0.0%
Information Technology 8.2% 9.3% (1.1%)
Real Estate = 1.5% (1.5%)
Energy 1.4% 55% (4.1%)
Financials 12.6% 16.8% (4.2%)
Communication Services 0.5% 54%

Utilities 0.1% 6.5%

Sources: WisdomTree, FactSet as of 6/30/19. Weights subject to change

So far in 2019, HEDJ has returned +18.95%, outpacing the return of the benchmark MsCI

EMU Index by around 250 bps.® For standardized performance and characteristics of HED3J,
click here.

Key aggregate characteristics of HEDJ include:®

e Earnings yield of 7.5% (above 6.9% of MSCI EMU Index).

e Return on equity of 12.9% (above 10.9% of the MSCI EMU Index).

e Return on assets of 2.0% (above 1.4% of MSCI EMU Index).

o Dividend yield of 3.1% (mostly consistent with 3.2% of MSCI EMU Index).

e The global orientation of HEDJ adds a growth and quality tilt compared with slower
growth, local economy utilities and financials.

wisdomTree Europe Hedged Equity Index vs. MSCI EMU Index (Local Currency)
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Sources: WisdomTree, FactSet. Past performance is not indicative of future results. You cannot invest directly in an index. Index performance
does not represent actual fund or portfolic performance. A fund or portfolio may differ significantly from the securities included in the index. Index
performance assumes reinvestment of dividends but does not reflect any management fees, transaction costs or other expenses that would be
incurred by a portfolio or fund, or brokerage commissions on transactions in fund shares. Such fees, expenses and commissions could reduce
returns

conclusion

In our view, the reshuffling of ECB and broader EU Teadership could be a positive
catalyst for European equities 1in 2019. Wwe sense Lagarde 1is T1ikely to embrace
nonstandard measures to stimulate EU economic growth, laying the foundation for ongoing
strength in European equity markets in the second half of 2019 and into 2020.

with its tilt toward quality stocks and attractive valuation metrics, we favor HED] for
European exposure.

Ias measured by the MSCI EMU Local Currency Index for the period 12/31/18-6/30/19.
2pAs measured by the MSCI EMU Local currency Index for the period 12/31/18-6/30/19.
3as of 6/30/19.

4As measured by the MSCI EMU Local Currency Index for the period 7/2/12-6/30/19.

°As measured by the wisdomTree Europe Hedged Equity Fund and the MSCI EMU Local Currency
Index for the period 12/31/18-6/30/19.

6As of 6/30/19 for the wisdomTree Europe Hedged Equity Fund and the MSCI EMU Local
Currency Index.

Important Risks Related to this Article

Performance is historical and does not guarantee future results. Current performance may
be Tower or higher than quoted. Investment returns and principal value of an investment
will fluctuate so that an investor's shares, when redeemed, may be worth more or Jless
than their original cost. Performance data for the most recent month end performance
visit the fund’s webpage.

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
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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 1investments may be Tess 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. Please read the Fund’s prospectus for specific
details regarding the Fund’s risk profile.

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 qinternal 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

Brexit : an abbreviation of “British exit” that mirrors the term Grexit. It refers to

the possibility that Britain will withdraw from the European Unio.

Monetary policy : Actions of a central bank or other regulatory committee that
determine the size and rate of growth of the money supply, which 1in turn affects
interest rates.

Inflation : Characterized by rising price levels.

Credit : A contractual agreement in which a borrower receives something of value now and

agrees to repay the lender at some date in the future.

Quantitative Easing (QE) : A government monetary policy occasionally used to increase
the money supply by buying government securities or other securities from the market.
Quantitative easing increases the money supply by flooding financial institutions with
capital, in an effort to promote increased lending and Tiquidity.

Basis point : 1/100th of 1 percent.

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

Dividend weighted : Constituent securities represented within the Index 1in proportion
to their contribution to the dividend stream of the Index.

Earnings yield : The earnings per share for the most recent 12-month period divided by
the current market price per share. The earnings yield (which is the inverse of the P/E
ratio) shows the percentage of each dollar invested in the stock that was earned by the
company .

Return on Equity (ROE) : Measures a corporation’s profitability by revealing how much
profit a company generates with the money shareholders have invested.

Return on assets (ROA) : Firm profits (after accounting for all expenses) divided by
the firm’s total assets. Higher numbers 1indicate greater profits relative to the Tevel
of assets utilized to generate them.

Dividend yield : A financial ratio that shows how much a company pays out in dividends
each year relative to its share price.
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