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European equities have endured their worst start to the year since 2008, underpinned by
broader macro instabilities and more recently, earnings concerns in Europe’s banking
sector. The extent of the sell-off suggests a somewhat deflated outlook for Europe’s
equity markets in 2016. However, we believe that souring sentiment is not justified and
that now may represent an attractive entry point for European equities.

Dividend Strength Suggests Equity Fundamentals have been overlooked

Based on their fundamentals, European equities show no sign of crisis. Take dividends,
for example. Over the past year, the majority of European equity sectors exhibited
positive growth in trailing twelve months dividends per share (TTM DPS), driven by the
cyclical sectors (as shown in chart 1). And whilst TTM DPS for overall market dipped
slightly by 3.4%, the extraordinary 54% contraction in DPS for the telecoms sector
shoulders much of the blame. Stripping away outliers and the TTM DPS of Europe’s equity
market would have 1ikely expanded.

on the back of this trend, the strength in European equity fundamentals is apparent,
with stable balance sheets helping sustain generous dividend growth over the past year.
These fundamentals are set to remain stable for the next four quarters too, with 6 out
of 10 equity sectors forecasted to grow TTM DPS (as shown in chart 2). Financials and
consumer discretionary are expected to remain at the heart of this trend; their
durability pointing to a broadening of the European recovery.

No Sign of a Banking Crisis in Europe
In order for the recovery to sustain itself, the health of Eurozone banks 1is crucial.

Despite bearish earnings expectations, 14 out of 22 Eurozone banks actually beat analyst
earnings estimates, including the Tikes of ING, Natixis and Germany’s second Targest
lender, Commerzbank. The remaining banks yet to declare Q4 results are unlikely to move
markets, consisting mainly of Greek or regional banks. These earnings surprises should
offer some comfort to investors, dispelling concerns about negative interest rates and
global economic headwinds denting profit margins.

At the same time, the absence of major downgrades by ratings agency should also bolster
investor sentiment, suggesting no sign of credit risk is imminent. Even the Tlikes of
Deutsche Bank, recently facing 1intense pressure about 1its ability to service debt,
escaped a credit downgrade. Instead, announcements by its CFO, coupled with news of
possible debt buybacks, offered public reaffirmation about 1its depth in Tiquidity.
Expectations that the ECB will keep all taps open to support bank liquidity should also
help stave off concerns about a brewing crisis.

Corporate Rationing Keeps Profitability High

The resilience of European corporate profitability follows years of cost discipline and
capacity rationing. This has allowed global diversified industrials such as Siemens to
remain resilient against a weakening global macro backdrop, recently raising its full
year outlook for earnings per share on the back of consensus-beating profit performance
in Q1 2016. Through controlling wages and keeping a tight 1id on investments, European
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corporates are now better positioned to sustain profitability Tlevels even as global
economic growth slows.

The resurgence of the European consumer has also been a boost, with low oil prices
giving a much needed 1ift to discretionary spending. The 17.3% surge 1in new car
registrations, compared to the same period a year ago, underscores this strength. As the
European recovery broadens, consumers will play an ever more pivotal role and this
should bode well for consumer discretionary equities.

Access Quality through Europe’s Dividend Payers

Early market jitters are Tikely to dissipate in the coming weeks as fundamentals come
back 1into focus. The continued robustness of European corporates will be key to
providing upwards support for European equities. Investors would be prudent to consider
allocations into quality dividend-paying companies with healthy balance sheets as a play
on Europe’s fundamental strength.

In particular, WwisdomTree Europe Equity Income UCITS ETF offers a focus on durable
dividend payers, including the banks. Compelling consumer sector opportunities can also
be found in WwisdomTree Europe SmallCap Dividend UCITS ETF, with the 1inclusion of
dividend payers offering a quality tilt to the basket. Investors sharing this sentiment
may consider the following UCITS ETFs:

o WisdomTree Europe Equity Income UCITS ETF (EEI)
e WisdomTree Europe SmallCap Dividend UCITS ETF (DFE)

All data is sourced from wisdomTree Europe and Bloomberg, unless otherwise stated.

View the online version of this article here.
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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 dssued in jurisdictions outside of the EEA: This
document has been qissued and approved by WisdomTree UK Limited, which 1is authorised and
regulated by the uUnited Kingdom Financial Conduct Authority.

wisdomTree 1Ireland Limited and WwisdomTree UK Limited are each referred to as
“WisdomTree” (as applicable). our cConflicts 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 1is neither an offer for sale nor a
solicitation of an offer 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 after
seeking independent investment, tax and legal advice.

The application of regulations and tax 1laws can often lead to a number of
different interpretations. Any views or opinions expressed in this communication
represent the views of wisdomTree and should not be construed as regulatory, tax
or Tlegal 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 1in the
appropriate prospectus and after seeking independent investment, tax and Tlegal
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 offering 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 1indirectly) into the
United States.

Although wisdomTree endeavours to ensure the accuracy of the content 1in this document,
wisdomTree does not warrant or guarantee its accuracy or correctness. Where WwisdomTree
has expressed its own opinions related to product or market activity, these views may
change. Neither wisdomTree, nor any affiliate, nor any of their respective officers,
directors, partners, or employees accepts any liability whatsoever for any direct or
consequential Toss arising from any use of this document or its contents.
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