WISDOMTREE BLOG

Analysing the 2015 Europe Hedged Equity
Rebalance

Published 8 July 2015

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 led 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

WisdomTree’s developed international 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.

 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 sec-
tors—Financials, Materials and Industrials collectively received the increased weight that Consumer
Staples lost. All three of these sectors had below-average returns since the last rebalance. Notably,
after the rebalance both the Consumer Discretionary and Industrials sectors will have greater weights
than the Consumer Staples sector.
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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 increase in weight came
from Spain and is related to some of the large 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 lowered. There was a marginal increase
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

In general, what powers the changes in weight at WisdomTree’s annual rebalance is 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 less weight
e Stocks getting less expensive—measured on a price-to-dividend basis—receive more weight

As investors look abroad for global opportunities, WisdomTree believes currency hedging is an important
strategy for reflecting and capturing what is happening in the local 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.

Investors sharing this sentiment may consider the following short ETPs:
* WisdomTree Europe Hedged Equity UCITS ETF (HEDJ)
All data is sourced from WisdomTree Europe and Bloomberg, unless otherwise stated.

[1] “Eurozone stocks” refers to the MSCI EMU IMI universe, with performance measured from 12/31/14 to
5/31/15. Source: Bloomberg.

[2] Returns of the MSCI EMU IMI measured in U.S. dollars were more than 10% below those of the MSCI
EMU IMI measured in euros.

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