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As the economy in the European Monetary Union has improved, the MSCI Germany Index

(“German Equities”) has delivered relatively strong returns for the first three quarters

of 2013—almost 17%. While this hasn’t quite matched the pace of the S&P 500 Index, it

has outperformed the MSCI EAFE Index for this period.1 Of course, the real question

regards what the current valuations suggest are the prospects for German Equities going

forward. Our research says that German Equities are reasonably priced and attractive

based on the historical patterns. Evaluating the Historical ContextEvaluating the Historical Context German Equities

have a history going back to December of 1969 and encompassing a variety of market

environments. Our goal is, therefore, to construct a framework allowing us to analyze

the valuation levels of German Equities over a period of approximately 42 years. While

one can never know future performance with certainty, we believe that it is useful to

examine valuation levels and how they have coincided with past returns. Year-EndYear-End

Dividend YieldDividend Yield as a Potential Valuation Indicator as a Potential Valuation Indicator We believe that the dividend

yield for German Equities is an important indicator of their valuation. In fact, as of

September 30, 2013, more than 97% of the market capitalization of these stocks had paid

at least one dividend over the prior 12 months, indicating that dividend payers make up

a large majority of the market.2 With respect to comparisons to its own historical

levels, our research shows that the starting trailing 12-month dividend yield for German

Equities at the beginning of a calendar year had a strong relationship to the subsequent

performance over the next 12-month period. We divided the 42 full years of index data

into two baskets sorted by the trailing 12-month dividend yield as of December 31 of

each year: • “High Dividend Yield Years”: Years in which the starting trailing 12-month

dividend yield was above the median trailing 12-month dividend yield for German

Equities. • Median Breakpoint: The median trailing 12-month dividend yield was 2.51%. •

“Low Dividend Yield Years”: Years in which the starting trailing 12-month dividend yield

was below the median trailing 12-month dividend yield for German Equities.  

Analysis of German Equity Performance Following High and Low Dividend YieldAnalysis of German Equity Performance Following High and Low Dividend Yield

YearsYears

(12/31/1970–12/31/2012)(12/31/1970–12/31/2012)
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 • In the HighIn the High

Dividend Yield Year Range:Dividend Yield Year Range: As of September 30, 2013, German Equities exhibited a

trailing 12-month dividend yield of 2.98%, which is above the median dividend yield of

our analysis. • Significant Dispersion from High to Low:Significant Dispersion from High to Low: We’ve certainly pointed to

this analysis for other equity markets before. The three bars in this figure make the

point that valuation is quite important for German Equities. On average, the returns of

High Dividend Yield Years eclipsed those of Low Dividend Yield Years by more than 15%.

This suggests that as far as timing goes, it was better from a returns perspective to

start during a high dividend yield period such as we see in today’s environment. ButBut

What about What about Price-to-Earnings (P/E) RatiosPrice-to-Earnings (P/E) Ratios?? Trailing 12-month dividend yield is

merely one way to look at the valuation picture for German Equities. Some also look at

P/E ratios. We have P/E data extending back to January 1995. From January 1, 1995, to

September 30, 2013, the median P/E ratio for German Equities was approximately 13.7x3. As

of September 30, 2013, the P/E ratio was indicated to be 13.8x—very much in line with

its median4 . ConclusionConclusion Our historical valuation work—based primarily around the

dividend yield indicator—showed that German Equities performed well following high

dividend yield periods. The current levels are indicative of such a period, leading us

to conclude that German Equities appear attractively priced based on historical levels.

1Source: WisdomTree, MSCI 2Source: WisdomTree, Bloomberg 3Source: Bloomberg, WisdomTree

4Source: Bloomberg, WisdomTree

Important Risks Related to this ArticleImportant Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty. Investments in currency involve additional special

risks, such as credit risk and interest rate fluctuations. Derivative investments can be

volatile and these investments may be less liquid than other securities, and more

sensitive to the effect of varied economic conditions. Investments focused in Germany

are increasing the impact of events and developments associated with the region, which

can adversely affect performance. Dividends are not guaranteed and a company’s future

abilities to pay dividends may be limited. A company currently paying dividends may

cease paying dividends at any time.

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
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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 INFORMATIONIMPORTANT INFORMATION

U.S. investors only: Click U.S. investors only: Click herehere to obtain a WisdomTree ETF prospectus which to obtain a WisdomTree ETF prospectus which

contains investment objectives, risks, charges, expenses, and other information;contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.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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Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONSDEFINITIONS

European Monetary UnionEuropean Monetary Union  : 18 countries in Europe that use the Euro currenc.

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

to measure the performance of the German equity market.

MSCI EAFE IndexMSCI EAFE Index  : is a market cap-weighted index composed of companies representative

of the developed market structure of developed countries in Europe, Australasia and

Japan.

ValuationValuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

Dividend yieldDividend yield  : A financial ratio that shows how much a company pays out in dividends

each year relative to its share price.

Market CapitalizationMarket Capitalization  : Market cap = share prices x number of shares outstanding.

Firms with the highest values receive the highest weights in approaches designed to

weight firms by market cap.

Trailing 12-month dividend yieldTrailing 12-month dividend yield  : Dividends over the prior 12-months are added

together and divided by the current share price. Higher values indicate more dividends

are being generated per unit of share price.
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