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Europe has been a bright spot for equity market performance thus far in 2015. One broad
index of eurozone stocks—measured in euros—was up over 18% through May 29, while the S&P

500 was up just 3%.1 That said, due to the decline in the euro over this period, U.S.
investors had to hedge exposure to the euro to receive these returns; otherwise, returns

were over 10 percentage points lower.2 Trimming Big Winners The strong gains in

European markets has Tled some strategists to suggest that certain European stocks are
getting richly priced. The year-over-year change in eurozone dividends from last year’s

rebalance was just 8.5%,3 suggesting that overall the market gains are coming from rising
valuation multiples. Consumer Staples have been particularly called out for their gains.
Consumer Staples stocks are often large global multinationals that over time should
benefit from a weaker euro. Since last year’s rebalance of the WisdomTree Europe Hedged
Equity Index, the Consumer Staples sector, which at nearly one-quarter of the Index
weight represented the largest sector exposure, had the greatest returns (up over 27%)
while the broader Index was up only 14% over the period. It is these types of gains—
especially when stocks are rising more than their fundamentals-that create opportunities
to conduct a relative value rebalance in search of better valuations. Sector Changes
at This Year’s Rebalance WwisdomTree’s developed dinternational dividend-weighted
Indexes rebalance every June. Below we outline the major sector and country changes that
occurred at this year’s rebalance of the wisdomTree Europe Hedged Equity Index.

e Reducing Consumer Staples: The biggest change was the reduction by 4.7% allocated
to the Consumer Staples sector. Another notable outperforming sector was Health Care,
which had returns over 25% and saw its weight reduced by almost 1 percentage point.
e Adding weight to Cyclicals: The sectors that added weight were some of the more
cyclical sectors—Financials, Materials and 1Industrials collectively received the
increased weight that Consumer Staples Tlost. A1l three of these sectors had below-
average returns since the Tast rebalance. Notably, after the rebalance both the
Consumer Discretionary and Industrials sectors will have greater weights than the
Consumer Staples sector.
e Technology with Good Returns, Increased Weight: The Tech sector is one sector
whose weight increased despite having gains over 25%. This is because Tech dividends
grew even more—eurozone technology stocks had dividends that grew over 30%, leading
growth in all sectors and causing an increase in weight.

Country Changes Not as Significant On a country basis, there were fewer changes of
notable magnitude. The greatest 1increase in weight came from Spain and 1is related to
some of the Tlarge Financials that had underperformed, as discussed above. The
Netherlands and Belgium had stocks in the Consumer Staples and Health Care sector that
saw their weight decreased, which is why those countries saw their weights Towered.
There was a marginal 1increase in weight to some of the peripheral countries such as
Spain, Italy, Portugal and away from Germany, France and the Netherlands, but, again,
these were smaller changes than the sector changes discussed above. Details behind
Sector & country Changes
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Sources: WisdomTree, Bloomberg, as of 5/3 AIndex weight after rebalance, based on 5/31/15 screening. JIndex weight

befare 5/31/15 screening. *Performance of specified sector/country from last year's rebalance date to 5/31/15. Past per-

formance is not indicative of future results. You cannot invest directly in an index. Subject to change.
' ! - ! B . : In general, what

powers the changes in weight at wisdomTree’s annual rebalance 1is a disciplined process
focused on relative valuations. These changes generally can be described as:
e Stocks getting more expensive-measured on a price-to-dividend basis-receive Tless
weight
e Stocks getting less expensive-measured on a price-to-dividend basis-receive more
weight
As 1investors look abroad for global opportunities, wisdomTree believes currency hedging
is an important strategy for reflecting and capturing what is happening in the Tlocal
equity markets-without additional noise from the currency movements. With the increased
flows and attraction to these strategies, WisdomTree believes the valuation sensitivity
baked into wisdomTree’s Index methodology makes its hedged strategies more attractive.

l4eyrozone stocks” refers to the MSCI EMU IMI universe, with performance measured

from 12/31/14 to 5/31/15. Source: Bloomberg. ZReturns of the MSCI EMU IMI measured in
U.S. dollars were more than 10% below those of the MSCI EMU IMI measured in euros.

3Refers to the year-over-year change in Dividend Stream® for the universe of companies in
the WisdomTree DEFA Index that are 1incorporated in the eurozone. Period: 5/31/14 to
5/31/15 Index screening dates.

Important Risks Related to this Article

Investments focused in Europe increase the impact of events and developments associated
with the region, which can adversely affect performance. Dividends are not guaranteed,
and a company’s future ability to pay dividends may be Timited. A company currently
paying dividends may cease paying dividends at any time. Foreign investing involves
special risks, such as risk of loss from currency fluctuation or political or economic
uncertainty.

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
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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 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 1its
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 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

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.

Dividend : A portion of corporate profits paid out to shareholders.

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.

Fundamentals : Attributes related to a company’s actual operations and production as
opposed to changes in share price.

Relative value : The relationship between a particular attribute, e.g., a dividend, and
the firm’s share price compared to that of another firm.

Cyclical sectors : Consumer Discretionary, Energy, Industrials, Materials, Financials
and Information Technology sectors.
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