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Germany remains the driver of European growth and has proven to be a resilient force throughout the
crisis. With (i) the eurozone exiting recession in the second quarter of this year, and (ii) developed market
growth now charting an upward trajectory, Germany stands to benefit significantly via its export channel.
Below we outline the case for hedged German equity exposure and briefly discuss its macroeconomic
backdrop: « Germany is the largest economy in the European Monetary Union (EMU), representing 31% of
total EMU GDP in the first half of 20131 « German exports constitute over 30%2 of the EMU'’s total exports,
and its exports have doubled from 49.9 billion euros in August 2003 to 93.4 billion euros in July 20133 ¢
Forward-looking sentiment and activity indicators point toward improving economic activity in Germany4 ¢
Germany’s gross domestic product (GDP) growth has been resilient, despite the eurozone crisis, dipping
briefly into negative territory in the fourth quarter of 2012, but quickly recovering in the first half of 2013
Having experienced a narrow contraction in the fourth quarter of 2012, Germany successfully returned to
positive growth territory, recording a strong 0.7% (quarter over quarter, QoQ, annualized) growth in the
second quarter of 2013. Unlike many of the core and peripheral economies in the eurozone, Germany
did not record a recession in the wake of the European crisis.5 Furthermore, Germany’s forward-looking
indicators on manufacturing activity, measured by the manufacturing Purchasing Managers’ Index (PMI),
troughed in July of 2012 at 43 and have since recorded an 8.3 point increase to 51.3 in September of 2013.
This is well above the 50-point threshold that is indicative of “expansion.” Additionally, sentiment indexes
have also been on the rise. In particular, the IFO sentiment indexes are signaling a potential for further
acceleration in the economy’s underlying momentum. The IFO surveys on Germany’s business climate
and business expectations bottomed out in October of 2012 and have since been on an uptick.6 This
signals that assessments on business conditions in Germany have experienced sustained improvements
in 2013. German exports constitute a large portion of Germany’s economic growth profile, with over 50%
of Germany'’s gross domestic product (GDP) driven by exports. The importance of these exports has
increased over the last decade. Despite a rising euro, which provides a headwind, Germany’s exports
increased 1.7 times from 2000 to 2008, illustrating Germany’s competitiveness in the face of a rising
currency, which made the country’s exports more expensive to foreigners. However, since the euro started
declining in 2008, Germany'’s exports as a percent of GDP grew from 42% to 52%, illustrating how a
weaker euro can provide support to the German export machine.
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German Exports % GDP vs Euro Currency, lanuary 1, 2000-September 30, 2013
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Conclusion In summary, the macroeconomic environment in Germany has displayed signs of stabilization
and potential for stronger growth in the months ahead. The improvement in global growth, led by stronger
data out of China and most other developed market countries, continues to provide tailwind for sustained
improvements on the German economic front. Barring any major policy missteps by the European central
Bank (ECB) and peripheral growth faltering, we believe that Germany is on track to continued economic
improvement. For U.S. investors, one of the primary questions surrounding investments in Germany is not
the strength of its economy but whether one has an optimistic outlook on the direction of the euro. The euro
does not just represent Germany but the 17 separate nations that are part of the eurozone. There are a
number of reasons why the U.S. dollar might gain ground against the euro over time—and we will explore
these in future blog posts. An environment of a weakening euro (or U.S. dollar strength) could be very
supportive of German exports, given Germany’s export prowess. The importance of hedging the euro could
thus become of prime importance for capitalizing on the best opportunities of German equities if the dollar
rises (or the euro falls) in value. WisdomTree has created the Germany Hedged Equity Index to focus on a
broad basket of German exporters while hedging out the euro’s fluctuations against the dollar to serve as
a broad benchmark for this theme. We will be writing more about the case for this strategy over the coming
days. 1Source: Eurostat, June 2013. 2Source: Eurostat, June 2013. 3Source: German Federal Statistical
Office, July 3013. 4Sources: Information and Forschung Institute (IFO), Bloomberg, September 2013.
5Source: German Federal Statistical Office, July 3013. 6Sources: Information and Forschung Institute
(IFO), Bloomberg, September 2013.
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Important 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. Investments focused in Germany are increasing the impact of events and
developments associated with the region, which can adversely affect performance.

https://www.wisdomtree.com/us/insights/blog/germany-engine-of-european-growth
WISDOMTREE



