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This week the UK economy posted its highest inflation reading in 41 years rising 11.1% year on year
(yoy) in October. The recent jump is largely the result of the uprating of the household energy price cap in
October. Core inflation moved sideways at 6.5% yoy. We expect this to represent the peak for UK inflation.
As the base effects of high energy prices begin to factor in, headline inflation in the UK is likely to fall. At
the same time, the ongoing recession is likely to strip away the underlying price pressures. This has been
evident in lacklustre consumer demand alongside waning housing market activity.

Source: Bloomberg, WisdomTree as of 31 October 2022. Please note: HICP is the Harmonised Index of
Consumer Prices used to measure consumer price inflation.

Historical performance is not an indication of future performance and any investments may go
down in value

UK Government claws back its credibility with the Autumn Statement

Meanwhile the UK Government'’s fiscal statement released this week1, confirmed significant fiscal austerity
with spending cuts and widening of the tax base amounting to around 2% of Gross Domestic Product
(GDP) after five years, although its mainly backloaded. The energy price guarantee will now have its cap
for average household dual tariff annual bill lifted from £2500 to £3000 from April 2023 and remain in place
for a further 12 moths. This is less generous than the original plan to cap bills at £2500 for two years. The
Office for Budget Responsibility’s (OBR) analysis suggests that the measures announced in the Autumn
statement reduce the depth and length of the recession this year and next but leave the economy on a
similar growth trajectory over the medium term. We expect real GDP to contract by 1.3% next year followed
by growth of 2% in 2024. With this is mind, we expect the Bank of England (BOE) to pause its tightening
cycle once rates get to 3.5% in December followed by 50Bps of cuts in H2 2023.

Eurozone to endure a short recession

Owing to the external supply shock, Eurozone has faced a similar inflation narrative as the UK. In October
Eurozone inflation reached 10.6% yoy. We expect inflation to remain high in the next few months, however
starting early next year, the annual rates should decline aided by the base effects from the surge in energy
prices in 2022. Owing to which we expect European Central Bank to continue to tighten monetary policy
until Q1 2023. On the positive side, while Eurozone will endure a recession in Q4 2022 and Q1 2023, we
expect the recession to be less deep than previously expected owing to the less dire gas situation. This
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was evident in the November ZEW survey, which showed expectations gauge for the economy in the six
months ahead improve significantly to -38.7 in November from -59.2 in October. This remains in line with
our view that in six months’ time the Eurozone economy should be on its way out of a recession.

Source: Bloomberg, WisdomTree as of 18 November 2022.
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Federal Reserve (Fed) speakers singing from the same hymn book

Fed officials backed expectations they will moderate interest-rate increases to 50 basis points next month,
while stressing the need to keep hiking into 2023. St. Louis Fed President James Bullard said policy makers
should increase interest rates to at least 5% to 5.25% to curb inflation. He also warned of further financial
stress ahead. Bullard’s comments came a day after San Francisco Fed President Mary Daly said a pause
in rate hikes was “off the table.” Fed Governor Waller (one of the more hawkish Fed officials) emphasized
that while rate hikes will likely slow to 50bp in December, the ultimate destination or “cruising altitude” will
depend on labour market and inflation data. Waller echoed Atlanta Fed President Bostic’s concerns about
labour costs pushing up service sector prices which in our view remains the key upside risk to inflation even
as core goods prices have slowed. Fears are mounting that relentless rates increases will hit economic
growth, with a critical segment of the Treasury yield curve at the most steeply inverted in four decades,
historically such an inversion has tied in with a US recession.

Maintaining a value bias within equities

Amidst the challenging backdrop for global equities, we have observed the value factor outperforming the
growth factor by 17.3%2 in 2022. Across global markets, European equities are trading at the deepest
discount (32%) from price to earnings (p/e) ratio to their 15-year average owing to fears of the energy
crisis being detrimental to the economy.

Source: Bloomberg, WisdomTree as of 31 October 2022.
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The recent 3Q 2022 earnings season provided evidence that European earnings have remained stub-
bornly resilient despite the broader macro turmoil. A deeper dive into the sector level suggest that energy,
transport, utilities and healthcare have seen some of the biggest increases to their Earnings Per Share
(EPS) estimates in 2022. The WisdomTree Europe Equity Income Index outperformed the MSCI Europe
Index by 17% in 2022. The performance attribution highlighted below illustrates that the higher exposure
to value sectors such as materials, financials, healthcare, industrials, and energy contributed to the
outperformance.

Source: Bloomberg, WisdomTree as of 31 October 2022.
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1 Source: Office for Budget responsibility as of 17 Nov 2022

2 Source: Performance difference between MSCI Global Value Index versus the MSCI Global growth index
from 31 December 2021 to 31 October 2022. Historical performance is not an indication of future
performance and any investments may go down in value.

Related products
+ WisdomTree Europe Equity Income UCITS ETF (EEIE/EEI)
+ WisdomTree US Equity Income UCITS ETF (DHS/DHSD)

+ WisdomTree Europe Equity UCITS ETF - USD Hedged (HEDJ)
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Important Risks Related to this Article

Important Information

Marketing communications issued in the European Economic Area (“EEA”): This document has
been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the
Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been
issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom
Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as
applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general
information only and is neither an oer for sale nor a solicitation of an oer to buy securities or
shares. This document should not be used as the basis for any investment decision. Investments
may go up or down in value and you may lose some or all of the amount invested. Past performance
is not necessarily a guide to future performance. Any decision to invest should be based on the
information contained in the appropriate prospectus and aer seeking independent investment, tax
and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or
opinions expressed in this communication represent the views of WisdomTree and should not be construed
as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of
any of the views or opinions expressed in this communication. Any decision to invest should be based on
the information contained in the appropriate prospectus and aer seeking independent investment, tax and
legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other
step in furtherance of a public oering of shares or securities in the United States or any province or territory
thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or
indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree
does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own
opinions related to product or market activity, these views may change. Neither WisdomTree, nor any
ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever
for any direct or consequential loss arising from any use of this document or its contents.
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