WisdomTree BLOG ARTICLE

FADE THE STRONG EURO CONSENSUS

Jeff Weniger — Head of Equity Strategy
02/15/2019

You wouldn't know it from the stock market’s gut-wrenching fourth-quarter decline and 2019's snapback, but the euro
has been downright sleepy.

Be careful because that can change quickly.

EUR/USD touched a recent low of $1.128 in November and has been moving in a 3-cent range ever since, flirting with
that level right now. The currency was oblivious to the panic that sent the VIX volatility index for equities to a Lehman-
like level of 36 during the lazy days around Christmas.

Figure 1 shows that, over the last five years, EUR has moved a dime or twenty cents as a matter of routine. However, |
wouldn't be complacent; things could get interesting, and soon.

Figure 1: EUR vs. USD
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The Lopsided Street

To figure 2, we say "wow.” All but one of the 23 economists who have published a FY19 EUR estimate in February has
penciled in strength relative to the USD. As a group, they are also estimating even more strength in 2020.

Figure 2: Wall Street Estimates, EUR/USD
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) ) . o Higher Than  _ _ Higher Than Their '19
Count Asof  Contributor 2019 Target - . 2020 Target : 5
Current? Estimate?
1 2/13/2019 China Construction Bank 5111 No
2 2/12/2019 Rabobank 5114 Yes 51.18 Yes
3 2/11/2019 Maorgan Stanley $1.25 Yes 51.36 Yes
4 2/11/2019 TMS Brokers $1.21 Yes $1.27 Yes
5 2/11/2019 wells Fargo 5118 Yes
6 2/8/2019 Commerzbank 51.24 Yes 51.32 Yes
7 2/8/2019 Silicon Valley Bank 3122 Yes
a 2/7/2019 Kshitij Conultancy Services 5116 Yes
9 2/6/2019 Sumitomo Mitsui Trust $1.22 Yes
10 2/5/2019 lyske Bank $1.19 Yes
11 2/5/2019 Landesbank Baden Wuerttemberg $1.16 Yes $1.20 Yes
12 2/5/2019 RBC Capital Markets 3116 Yes 51.21 Yes
13 2/4/2019 Handelsbanken 51.20 Yes 51.25 Yes
14 2/4/2019 Mizuho Bank $1.17 Yes
15 2/4/2019 Norddeutsche Landesbank $1.20 Yes $1.20 Same as '19
16 2/1/2019 BNP Paribas $1.25 Yes $1.34 Yes
17 2/1/2019 Banco Bilbao Vizcaya Argentaria $1.20 Yes $1.28 Yes
18 2/1/2019 MPS Capital Services 5118 Yes
19 2/1/2019 National Bank Fin $1.23 Yes 51.23 Same as '19
20 2/1/2019 Oversea-Chinese Banking Group 5118 Yes
21 2/1/2019 Monex Europe $1.20 Yes
22 2/1/2019 Sswedbank 51.20 Yes 51.22 Yes
23 2/1/2019  UniCredit $1.14 Yes $1.20 Yes
Median $1.20 $1.23
Average $1.19 $1.25
High §1.25 $1.36
Low 5111 $1.18
Current $1.13 $1.13

Sources: Bloomberg, WisdomTree, as of 2/8/19.
Fade Them

But look at the politics, starting with Italy. The European Commission downgraded its forecast for ltaly’s 2019 GDP
growth to 0.2%, just inches above the red ink of Q3 and Q4.

Italy’s coalition government of protest party leftists and the anti-immigrant right are together attacking French president
Emmanuel Macron. The left decries Macron’s “Jupiterian” regime for favoring the rich and being out of touch, a similar
charge to the one that brought down former president Nicolas Sarkozy. The right is relentless too, hitting on Macron's
europhilic bona fides and his indifference to immigration grievances in first-port-of-entry countries.

Many Italians claim that EU officialdom is taking a hard line on the Maastricht Treaty's 3% budget deficit-to-GDP ratio
limit—when it comes to them—Dbut is being more lenient with France.

After all, Macron was allowed to do an about-face after he miscalculated car-centric rural France's rage against his 2018
gasoline taxes. The gilet jaunes (yellow vest) protests were effective—Macron crawled back to the Elysée with his tax plan
scrapped and an extra €11 billion in fiscal largesse thrown in for good measure.

To supporters of Italy’s Five Star Movement and The League parties (who, by the way, are going to be competing
against each other in the May EU parliament elections), France is getting off scot-free. The verbal attacks on Macron are
incessant, and Jupiter is not happy about it. This is no minor spat; France just withdrew its ambassador to Rome for the
first time since 1940.

Let’s not end without mentioning Germany's place amid the Street’s consensus for EUR strength.

Finance minister Olaf Scholz says the budget surpluses that have been standard in Germany since 2014 are ending this
year, and that business-focused tax cuts are policy now.

The country could use the stimulus, given its nasty 3.9% year-over-year fall in industrial production. Keep your eyes on
credit default swaps from Deutsche Bank and Commerzbank too. These are only back to November and December
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levels, respectively. If they stay ugly, we may see more tax cuts or spending from Berlin.

We have been saying that fiscal wars would be the next stage in this generation’s evolution from currency wars to trade
wars.

The fiscal wars are Stage Three.

It appears to be playing out. The signs of expansionary fiscal policy for 2019 are there, if you care to look. From China’s
recent tax cuts to India’s giveaway to rural farmers in an attempt to stave off the Gandhis, to the trio of Italy, France and
Germany throwing goodies at the wall—if you're still thinking about trade wars, then you're stuck on last year's story.

If you're still not convinced that Germany and its neighbors are open to fiscal stimulus, just remember that Trump is here
until January 2021 at least. And just about every non-U.S. NATO member, save Greece of all countries, is failing to keep
their end of the military spending bargain.

Tax cuts, pension goodies, defense boosts, whatever. It's dandy for GDP growth, but tell it to the budget hawks, and tell
it to the euro. The entire Street is piled on EUR strength.

Fade it.
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. MSClI, 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

Gross domestic product (GDP) : The sum total of all goods and services produced across an economy.
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