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It has been difficult to turn on any investment media in 2017 without hearing at least

something about European elections—particularly the French presidential election. Going

into April 23, the first round of the process, we as an industry waited with baited

breath, given the apparent tightening of polls.

 

Few (If Any) Were Allocating to European Equities Prior to This Event

 

In speaking to industry professionals over the course of the first four months of 2017,

a common conversational framework tended to ensue:

 

1. Broad Agreement That U.S. Equities    1 Were Either Close to     Fairly Valued  or

Even Expensive:  The only logical argument we tended to hear supporting U.S.

valuations was that interest rates2 remain near historic lows, and therefore bonds

are still quite expensive compared to stocks.

2. Awakening to Emerging Market Equities3, which Have Been Performing Strongly

for More Than 12 Months:     We remember trying to discuss emerging market equities

at the end of 2015 (largely to no avail), but now that the benchmark index is more

than 25%4 above those levels, there seems to be greater interest. 

3. Disconnected Reality of European Equity Performance vs. European Equity       

Sentiment: Growth and inflation dynamics in Europe, not to mention corporate

earnings, were far from a disaster scenario. While the S&P 500 Index and the Russell

2000 Index delivered 6.07% and 2.47%, respectively, European large caps and small

caps5 outperformed. 

 

Home country bias—even in the face of many saying outwardly that they didn’t love the

current levels of the U.S. equity markets—remained the majority action, we think

predominantly due to the feeling of being “burned” by 1) the Brexit referendum surprise

and 2) Donald Trump’s surprise election victory.

 

The European Equity Opportunity Became a Coiled Spring

 

Europe is a major world market—if one includes the UK and the eurozone, the exposure in

the MSCI ACWI is approximately 17%.6 With the election concerns, a divide occurred among

sentiment, fundamentals, and ultimate allocations. Any catalysts for shifts in sentiment

(such as more positive election results than expected) could therefore lead to

significant rebalancing or reallocation back into the region. 

 

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/blog/glossary#fairly-priced
https://wisdomtree.com/blog/glossary#valuation
https://wisdomtree.com/blog/glossary#inflation
https://wisdomtree.com/blog/glossary#s&p-500-index
https://wisdomtree.com/blog/glossary#russell-2000-index
https://wisdomtree.com/blog/glossary#brexit
https://wisdomtree.com/blog/glossary#msci-acwi-index
https://wisdomtree.com/blog/glossary#fundamentals


Average Annual Returns

 

Broad-Based Measures of European Equities Responded Strongly in Initial Reaction

 

 

Summarizing some of the critical takeaways, in our view:7

 

EDOM: The WisdomTree Europe Domestic Economy Fund, built to track the price and

yield performance of the WisdomTree Europe Domestic Economy Index before fees and

expenses, reacted very strongly to the initial results from the first round of the

French presidential election. In looking at underlying drivers, what stands out is

that EDOM had slightly more than 30% of its exposure in the Financials sector. This

sector responded very strongly on April 24, 2017, with French and Italian banks

delivering in many cases double-digit returns. Looking beyond the single-day

reaction, we find it instructive to consider the fact that the European Financials

sector may have among the highest betas to shifts in European sentiment, so if

things continue to “surprise to the positive,” this strategy may be particularly

sensitive. 
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DFE: The WisdomTree Europe SmallCap Dividend Fund, built to track the price and

yield performance of the WisdomTree Europe SmallCap Dividend Index before fees and

expenses, also responded strongly. We wrote about this Index on April 5, 2017, as a

way to think about expressing a view that the election results might not conform to

the most dire of predicted scenarios. While EDOM is tracking an Index that requires

constituents to derive at least 50% of their revenues from inside Europe, DFE is

tracking an Index that merely focuses on small caps to get a similar exposure to

locally driven revenues of Europe. While Financials in DFE also led the way in the

April 24 market reaction, we’d make an important distinction: EDOM’s constituents

include some of the largest, most well-known (for better or worse) banks throughout

Europe. DFE’s constituents are small caps, lending the potential to gain exposure to

a completely different, lesser-followed slice of Europe’s equities.

HEDJ: The WisdomTree Europe Hedged Equity Fund, built to track the price and yield

performance of the WisdomTree Europe Hedged Equity Index before fees and expenses,

also responded strongly. It’s important for investors to see the completely

different positioning compared to EDOM and DFE, since the case can be made that both

of those strategies tap into improvements in Europe’s local picture and rising

domestic demand. HEDJ’s Index requires constituents to derive at least 50% of their

revenues from outside Europe, so the Fund is really generating exposure to the

performance of global companies. It’s also important to note that HEDJ’s Index is

hedging the exposure to the movements of the euro versus the U.S. dollar. The euro

appreciated by approximately 1.30% on April 24 (benefitting the returns of EDOM and

DFE, which do not track the returns of hedged indexes and do include euro exposure),

but as we look forward, we question how much euro appreciation may make sense, given

the not-realized divergence in monetary policy between the European Central Bank

(ECB) and the U.S. Federal Reserve.

 

Ready for the Next Chapter of the Story

 

While the market seems to be thinking Emmanuel Macron will be victorious (at least as of

this writing), the past few years have led us to remember that it ain’t over till it’s

over. We’ll continue to monitor how different types of European equity strategies

respond to new developments. 

 

 

 

 

 

1Refers to S&P 500 Index universe, as of 4/24/17.

2Refers to both short-term interest rates, like the U.S. Federal Funds Rate, and more

long-term rates, like the U.S. 10-Year Treasury note interest rate, as of 4/24/17.

3Refers to the MSCI Emerging Markets Index universe, with performance from 12/31/15 to

4/24/17.

4Refers to the MSCI Emerging Markets Index universe, with performance from 12/31/15 to

4/24/17.

5Refers to the Euro Stoxx 50 Index and the MSCI EMU Small Cap Index from 12/31/16 to

4/24/17.

6Source: Bloomberg, with data as of 4/24/17.

7Sources for all bullets: WisdomTree, Bloomberg.
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Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Foreign

investing involves special risks, such as risk of loss from currency fluctuation or

political or economic uncertainty. These Funds focus their investments in Europe,

thereby increasing the impact of events and developments associated with the region

which can adversely affect performance. Funds focusing their investments on certain

sectors and/or smaller companies increase their vulnerability to any single economic or

regulatory development. This may result in greater share price volatility. 

 

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 effect of varied

economic conditions. As these Funds can have a high concentration in some issuers, the

Funds can be adversely impacted by changes affecting those issuers. 

Due to the investment strategy of certain Funds they may make higher capital gain

distributions than other ETFs. Please read the Fund’s prospectus for specific details

regarding the Fund’s risk profile.

 

The Funds invest in the securities included in, or representative of, its Index

regardless of their investment merit and the Funds do not attempt to outperform their

Index or take defensive positions in declining markets. Please read each Fund’s

prospectus for specific details regarding each Fund’s risk profile.

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.

WisdomTree BLOG ARTICLE

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

https://www.wisdomtree.com/investments/performance
https://wisdomtree.com/-/media/7ae44b76bd3149b4a55e58a7694530b1.ashx
https://www.wisdomtree.com/investments/blog/2017/04/28/french-election-round-1-how-did-european-equities-respond


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.

WisdomTree BLOG ARTICLE

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

https://wisdomtree.com/~/link.aspx?_id=629EA1A21F5646E3B6A5AD58E8AAAB5C&_z=z
https://wisdomtree.com/#externalLinkModal


DEFINITIONS

Fairly priced   : Implies that market prices are thought to be aligned with the

underlying fundamentals of the firms in question, not appearing expensive and not

appearing inexpensive.

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.

Inflation : Characterized by rising price levels.

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.

Russell 2000 Index    : Measures the performance of the small-cap segment of the U.S.

equity universe. The Russell 2000 is a subset of the Russell 3000 Index representing

approximately 10% of the total market capitalization of that index. It includes

approximately 2000 of the smallest securities based on a combination of their market cap

and current index membership.

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

the possibility that Britain will withdraw from the European Unio.

MSCI ACWI Index    : A free-float adjusted market capitalization-weighted index that is

designed to measure the equity market performance of developed and emerging markets.

Fundamentals  : Attributes related to a company’s actual operations and production as

opposed to changes in share price.

Beta  : A measure of the volatility of a security or a portfolio in comparison to a

benchmark. In general, a beta less than 1 indicates that the investment is less volatile

than the benchmark, while a beta more than 1 indicates that the investment is more

volatile than the benchmark.

Hedge : Making an investment to reduce the risk of adverse price movements in an asset.

Normally, a hedge consists of taking an offsetting position in a related security, such

as a futures contract.

Federal Funds Rate    : The rate that banks that are members of the Federal Reserve

system charge on overnight loans to one another. The Federal Open Market Committee sets

this rate. Also referred to as the “policy rate” of the U.S. Federal Reserve.

U.S. 10 Year Treasury Note : A debt obligation issued by the United States government

that matures in 10 years.

MSCI Emerging Markets Index     : a broad market cap-weighted Index showing performance

of equities across 23 emerging market countries defined as “emerging markets” by MSCI.

Euro Stoxx : Refers to the Euro Stoxx 50 Index, a market capitalization-weighted stock

index of 50 large, blue-chip European companies operating in Eurozone nations.

MSCI EMU Small Cap Index : captures the small cap representation across countries in

the European Economic and Monetary Union.
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