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One of the most exciting developments thus far in 2015 has been Mario Draghi’s

announcement of an open-ended quantitative easing program at the European Central Bank

(ECB) to stimulate economic growth and stem deflationary risk to the eurozone. While it

may take time to fully assess the efficacy of this policy, we think that the impact of a

weaker euro may be more immediately visible. Where might this be most evident? We’ve got

our eyes on Germany. 2015: The Year to Own German Equities? Exports are an important

part of Germany’s economy, and as a result, a weaker euro should have a strong impact on

the region. In the chart below, we take a historical look at how currency has impacted

bottom-line performance in the German equity market. During a period of more than 45

years, investors saw a clear advantage to owning German equities during periods of

currency depreciation. While the past can’t guarantee the future, the trend is

compelling.   MSCI Germany Index   in Local Currency (12/31/1969?1/31/2015)     

 Zooming in on 

Currency Trend Periods   For the period we were able to study, there were six overall

currency trends—three characterized by a stronger German currency and three

characterized by a weaker one, all measured relative to the U.S. dollar. Two out of the

three weaker German currency trends were characterized by double-digit equity market
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returns.  Fine-Tuning the

Focus on German Exporters While the MSCI Germany Index has a long available history,

it does not focus solely on German exporters or tilt away from purely domestic revenue

generators. However, on May 1, 2013, WisdomTree launched its Germany Hedged Equity Index

(German Exporters)—an Index requiring that all constituents generate less than 80% of

their revenues from sources in Germany. Only two currency trends in the euro are

available for examination from the inception date to February 6, 2015. • Euro Strength,

May 1, 2013?May 6, 2014:     This period saw the euro move from about $1.32 to $1.39.

German exports were up 19.9%, while the MSCI Germany Index in local currency was up

18.8%. Of course, those measuring the performance of the MSCI Germany Index in U.S.

dollars would have benefitted from the appreciation of the euro and been up almost 26%

cumulatively over the same period.1   • Euro Weakness, May 6, 2014?February 6, 2015:

This period saw the euro move from about $1.39 to about $1.13—a depreciation of nearly

19%. German exports were up 15.0%, while the MSCI Germany Index in local currency was up

14.9%?thus offering very similar returns. The real key was in not layering on the

additional exposure of the euro, which drove down the returns of the MSCI Germany Index

in U.S. dollars to -6.4% cumulatively over the same period.2   We encourage investors not

to forget about Germany, especially if they believe that Mario Draghi’s program of

quantitative easing has the potential to cause a further trend of euro weakness.        

1Source: Bloomberg. 2Source: Bloomberg.

Important Risks Related to this Article

Investments in currency involve additional special risks, such as credit risk and

interest rate fluctuations. Investments focused in Germany are increasing the impact of

events and developments associated with the region, which can adversely affect

performance.

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. MSCI, 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)
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DEFINITIONS

Quantitative Easing (QE) : A government monetary policy occasionally used to increase

the money supply by buying government securities or other securities from the market.

Quantitative easing increases the money supply by flooding financial institutions with

capital, in an effort to promote increased lending and liquidity.

Deflation : The opposite of inflation, characterized by falling price levels.

Eurozone (EZ)   : Consists of the following 18 countries that have adopted the euro as

their currency: Austria, Belgium, Cyprus, Estonia, Finland, France, Germany, Greece,

Ireland, Italy, Latvia, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia

and Spain (source: European Central Bank, 2014).

MSCI Germany Index    : Index weighted by float-adjusted market capitalization designed

to measure the performance of the German equity market.
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