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There are several reasons to be optimistic about the prospects for Eurozone equity markets: market
multiples are low, bond yields are Tow (and even negative out to 10-year maturities in Germany) and
earnings trends are looking more positive. That last item is especially important. Simply looking at
the earnings for broad market indices 1ike the MSCI EMU Index may give a distorted view of what is
happening across a number of sectors in Europe. Looking at the earnings figures for the MSCI EMU
Index, one can see earnings declining over the last five years at a rate of -2.1% per year. But half
the sectors in the market (typically the export-oriented sectors) are delivering earnings growth
that ranges from 2.6% per year to 4.5% per year and on average is 3.7% per year. These export-
oriented sectors are Consumer Discretionary, Industrials, Health care, Information Technology, and
Consumer Staples. These sectors constitute roughly 57% of the weight of the MSCI EMU Index. On the
other hand, there are sectors (the other 43% of the MSCI EMU Index) 1in which earnings have
collapsed: Financials, Energy, Materials, Utilities, and Telecommunications. The Financials sector
was the biggest of these from a weighting perspective.

Earnings Per Share Growth

Best Estimate

Index Weight 5-Year 3-Year 1-Year _ _
Price/Earnings
Earnings Growth Sectors
Industrials . 8 .. 3 16.5x
Consumer Discretionary 13.9% 4.5% 6.7% 6.2% 16.7x
Health Care 7.9% 3.8% 6.9% 2.7% 16.3x
Information Technology 7.7% 4.4% 14.6% 1.8% 19.4x
Consumer Staples 12.3% 3.7% 4.1% -1.6% 21.8x
Total/Average 57.0% 3.7% 7.1% 3.9% 18.1x
Financials 17.3% -4.2% 2.7% -12.9% 9.6x
Materials 8.2% -3.9% 4.7% 1.8% 16.2x
Utilities 5.4% -7.2% -6.9% -8.8% 14.1x
Energy 5.1% -13.9% -17.6% -19.4% 16.8x
Telecommunication Services 4.8% -11.6% -5.3% 4.3% 15.7%
Real Estate 2.1% N/A N/A N/A 20.7x

Source: Bloomberg as of 28/09/16. Past performance is not indicative of future results. You cannot invest directly in an index.
Focusing on Eurozone Earnings Growth

The wWisdomTree Europe Hedged Equity Index (“Eurozone Exporters”), which 1is composed of

multinationals within the Eurozone, is achieving earnings growth Targely because it is under-weight
these predominantly domestic sectors. These sectors are exposed to a more challenged earnings
environment whilst the index 1is tilted towards sectors where. earnings have been growing in the
Eurozone. Compared to the 57% of the MSCI EMU Index allocated to those sectors with positive
earnings growth, the WwisdomTree Europe Hedged Equity Index currently has 72% allocated to these
sectors. Notably, the index is underweight in Energy and Financials and this has helped introduce a
quality bias to the portfolio. For those who believe valuations are low in the Eurozone, the Tlarge
capitalisation multinationals with an export tilt represent one segment of the market with a better
earnings growth environment. This strategy is currently represented by the wisdomTree Europe Hedged
Equity Index.

Tilting Toward Positive Earnings Growth Sectors
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% Weight in Index
WisdomTree

M5CI EMU

Index Europe Hedged

Equity Index

Industrials 15.2% 18.6%
Consumer Discretionary 13.9% 17.6%
Health Care 7.9% 9.2%
Information Technology 7.7% 7.6%
Consumer Staples 12.3% 18.6%
Total 57.0% 71.6%

Source: Bloomberg as of 28/09/16. Subject to change

The sector tilt of the Eurozone exporters, with its focus on positive earnings growth and above
average sales growth is apparent on both a one year and three-year time horizon. Compared to MSCI

EMU, the wisdomTree strategy 1is usefully positioned to focus on a higher quality sector mix and
stronger fundamentals.

Earnings Earnings
Sales Per Sales Per

Growth: Share Growth: Share
1Year Growth: 3 Year Growth:

1 Year 3 Year
10.00%
SINGFOGLEN OO CIEN 10.10% | 14.80% | 4.70% | 10.30%

Source: Bloomberg as of 28/9/16. Past performance is not indicative results. You cannot invest directly in an index.

For those investors sharing this sentiment:

e WisdomTree Europe Equity UCITS ETF — EUR Acc (HEDF/HEDG)
e WisdomTree Europe Equity UCITS ETF - USD Hedged (HEDJ)

e WisdomTree Europe Equity UCITS ETF - GBP Hedged (HEDP)

e WisdomTree Europe Equity UCITS ETF — CHF Hedged Acc (HEDD)

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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