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Equity returns: Local vs hedged returns

— Asset & currency risk: Two different types of risk

— Base currency of investor and target index asset native 

currency:y

— If they are the same: No currency risk

— If they are different, there is currency risk

Euro denominated returns are not the same as Euro— Euro denominated returns are not the same as Euro-

hedged returns

— Cost of hedging: Difference between forward and spot rates

— Spot rate: Immediate settlement

— Forward rate: Settlement at a future date
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Equity & Euro FX correlations
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5 Y Correlation

Relative competitiveness: EMs are stepping up the pressure on DMs— Relative competitiveness: EMs are stepping up the pressure on DMs

— Interest rate differentials: Countries with trade surpluses will raise rates 
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Equity & Euro FX moving [120d] correlationsEquity & Euro FX moving [120d] correlations
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A changing world: Chinag g
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A changing world: Indiag g
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A changing world: USAg g
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Global ETF industryy
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2003 2004 2005 2006 2007 2008 2009 2010 2011**

Asia Pacific ($) 34.8 39.9 42.8 48.4 60.0 52.2 64.4 83.5 87.2 

Europe ($) 20.5 32.3 50.0 89.4 127.1 137.8 226.2 282.5 269.1 

US ($) 144 1 217 4 292 0 404 5 548 8 516 3 701 5 889 4 845 1

00

US ($) 144.1 217.4 292.0 404.5 548.8 516.3 701.5 889.4 845.1 

US, Europe & Asia Pacific ($) 199.5 289.7 384.8 542.3 735.9 706.3 992.2 1,255.4 1,201.5 

Europe (€) 16.3 23.8 42.2 67.8 86.9 99.1 157.7 210.5 200.6 

Number of ETFs* 251 304 409 671 1,109 1,478 1,797 2,251 2,643 

Source: Deutsche Bank, Bloomberg
** As of 30/9/11
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European ETF industryp y
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Other - - - - 97 168 1,031 1,987 1,903 

Commodity - - 340 1,403 2,323 3,582 10,114 19,351 22,581 

Fixed Income 801 2,032 4,015 9,377 13,759 29,741 34,331 42,320 44,286 

Equity 15,532 21,789 38,035 57,070 70,856 65,234 105,424 146,891 131,833 

Total 16,332 23,820 42,390 67,850 87,035 98,724 150,901 210,549 200,604 

Number of ETFs* 100 114 163 267 418 616 820 1,076 1,210 

Source: Deutsche Bank, Bloomberg
** As of 30/9/11
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How does hedging work in ETFs?g g

— Physical replication

OTC FX f d ( t ) FX ti— OTC:  FX forwards (most common), FX options

— Exchange-traded: FX futuresg

 Hedging is done directly by the fund

— Synthetic replication

Th h th TRS th f d i h d d t— Through the TRS, the fund receives hedged returns

 Hedging is outsourced to the TRS counterpartyg g p y
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How relevant is currency risk for the European equity y p q y
ETF investor?
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— 71.7% [€94.6 bil.] of European equity ETFs are subject to currency risk
— 0.4% offer Euro or GBP currency hedged returns

 Currency risk is very relevant to the ETF investor
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Baskets: DMs or EMs? 
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Baskets: How diversified are they?y

MSCI Emerging MarketsMSCI EAFE g g

Source: Deutsche Bank, Bloomberg
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Single currencies: EM or DM?
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List of ETFs offering hedged equity returnsg g q y

BBG 
ticker

Launch 
date

Exchange
Asset 

currency
Hedge 

currency
ETF Name TER

Un-
hedged 

version* 
TER

Diff .
AUM   

(€ 
million)

1 IUSE LN 04/10/10 LSE USD EUR iShares S&P 500 Monthly EUR Hedged 0.45% 0.40% 0.05% 229.2    
2 IJPE LN 04/10/10 LSE JPY EUR iShares MSCI Japan Monthly EUR Hedged 0.64% 0.59% 0.05% 151.7    
3 XKSP GR 20/01/11 DB USD EUR db x-trackers S&P 500 Euro Hedged Index ETF 0.30% 0.20% 0.10% 111.7    
4 IGWD LN 04/10/10 LSE Basket GBP iShares MSCI World Monthly GBP Hedged 0.55% 0.50% 0.05% 84.8      
5 IWDE LN 04/10/10 LSE Basket EUR iShares MSCI World Monthly EUR Hedged 0.55% 0.50% 0.05% 45.6      
6 IGUS LN 04/10/10 LSE USD GBP iShares S&P 500 Monthly GBP Hedged 0.45% 0.40% 0.05% 34.7      
7 M9SQ GR 17/02/11 DB JPY EUR RBS Market Access TOPIX EUR Hedged Index ETF 0.50% NA NA 8.5       
8 M9SW GR 17/02/11 DB USD EUR RBS Market Access S&P 500 EUR Hedged Index ETF 0.30% NA NA 8.1       
9 M9S2 GY 26/09/11 B k t EUR RBS M k t A MSCI EM L tA (B il ADR) EUR H d d I d ETF 0 65% NA NA 3 3

Source: Deutsche Bank, Bloomberg

9 M9S2 GY 26/09/11 DB Basket EUR RBS Market Access MSCI EM LatAm (Brazil ADR) EUR Hedged Index ETF 0.65% NA NA 3.3       
10 M9S1 GY 26/09/11 DB BRL EUR RBS Market Access MSCI Brazil (ADR) EUR Hedged Index ETF 0.60% NA NA 3.2       
* Unhedged ETF tracking the same index and offerred by the same ETF Provider
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ETF industry: At cross-roadsy

— In a tough economic environment, tools to more accuratelyIn a tough economic environment, tools to more accurately 

extract returns will only become more popular

— ETF industry next steps: Moving up a gear?

— Currency risk: a growing consideration— Currency risk: a growing consideration

— Asset allocation: precision is the name of the game

— ETFs continue to be at the forefront of innovation

Regulatory scrutiny into ETFs— Regulatory scrutiny into ETFs
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Deutsche Bank ETF research coverage

— Weekly ETF market review - statistical reports by region (Europe US Asia)

g
Comprehensive ETF market review and outlook 
— Weekly ETF market review - statistical reports by region (Europe, US, Asia)
— Monthly & Annual global ETP market review and outlook reports, with 

analysis by region
— ETP Product Directories (global and by region, updated every month)
Thematic ETF research
— August 2010: The changing face of equity bet investing: ETFs, Futures and 

Total Return Swaps
— August 2010: Do ETF trackers track? European Equity ETF tracking errorAugust 2010: Do ETF trackers track? European Equity ETF tracking error 

under the microscope
— January 2011: Part fund, part stock: ETFs in a path to unlocking global 

asset liquidity 
— June 2011: Fixed Income ETF Tracking Effectiveness: Hitting the target?

July 2011: In the ETF Labyrinth where does the thread begin?— July 2011: In the ETF Labyrinth, where does the thread begin?
— August 2011: Currency risk in equity ETFs: To hedge or not to hedge
Please leave your business card if you want to subscribe to our research list
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Important Disclosures
Additional Information Available upon Request
For disclosures pertaining to recommendations or estimates made on a security 

Important Disclosures

mentioned in this report, please see the most recently published company report or 
visit our global disclosure look-up page on our website at 
http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr

Analyst Certification
The views expressed in this report accurately reflect the personal views of theThe views expressed in this report accurately reflect the personal views of the 

undersigned lead analyst about the subject issuers and the securities of those 
issuers. In addition, the undersigned lead analyst has not and will not receive any 
compensation for providing a specific recommendation or view in this reportcompensation for providing a specific recommendation or view in this report. 
[Christos Costandinides]
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Equity Rating Key Equity Rating Dispersion and BankingEquity Rating Key
Buy: Based on a current 12-month view of total shareholder 
return (TSR = percentage change in share price from current 
price to projected target price plus projected dividend yield), 

d h i b h k

Equity Rating Dispersion and Banking 
Relationships

49%48%400

we recommend that investors buy the stock.

Sell: Based on a current 12-month view of total shareholder 
return, we recommend that investors sell the stock.

Hold: We take a neutral view on the stock 12 months out and
3% 30%

33%41%

100

200

300

Hold: We take a neutral view on the stock 12 months out and, 
based on this time horizon, do not recommend either a Buy or 
Sell.

Notes:

0

Buy Hold Sell

Companies Covered Cos. w/ Banking Relationship

1. Newly issued research recommendations and target prices 
always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:

B E t d t t l t (i l di di id d ) f 10%

European Univ erse

— Buy:  Expected total return (including dividends) of 10% or 
more over a 12-month period

— Hold: Expected total return (including dividends) between -
10% and 10% over a 12-month period

— Sell: Expected total return (including dividends) of -10% or   
worse over a 12-month period
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Regulatory Disclosures g y

Important Disclosures
1.Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs.  
Investors are strongly encouraged to review this information before investing.

Important Disclosures

2.Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche 
Bank’s existing longer term ratings.  These trade ideas can be found at the SOLAR link at http://gm.db.com.

3.Country-Specific Disclosures 

Australia:  This research, and any access to it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act.

EU countries:  Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.

Japan:  Disclosures under the Financial Instruments and Exchange Law:  Company name – Deutsche Securities Inc.  Registration number – Registered as a 
financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.  Member of associations:  JSDA, The Financial Futures 
Association of Japan.  Commissions and risks involved in stock transactions – for stock transactions, we charge stock commissions and consumption tax by 
multiplying the transaction amount by the commission rate agreed with each customer Stock transactions can lead to losses as a result of share pricemultiplying the transaction amount by the commission rate agreed with each customer.  Stock transactions can lead to losses as a result of share price 
fluctuations and other factors.  Transactions in foreign stocks can lead to additional losses stemming from foreign exchange fluctuations.

New Zealand:  This research is not intended for, and should not be given to, “members of the public” within the meaning of the New Zealand Securities Market 
Act 1988.

Russia:  This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity 
requiring a license in the Russian Federation.
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Global Disclaimer
The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). The information herein is believed to be reliable and has 
been obtained from public sources believed to be reliable.  Deutsche Bank makes no representation as to the accuracy or completeness of such information.
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expert legal and financial advice before entering into any transaction similar to or inspired by the contents of this publication. Trading in options involves risk and is not suitable for all investors. 
Prior to buying or selling an option investors must review the "Characteristics and Risks of Standardized Options," at http://www.theocc.com/components/docs/riskstoc.pdf If you are unable to 
access the website please contact Deutsche Bank AG at +1 (212) 250-7994, for a copy of this important document.
The risk of loss in futures trading, foreign or domestic, can be substantial.  As a result of the high degree of leverage obtainable in futures trading, losses may be incurred that are greater than 
the amount of funds initially deposited.
Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. In the U.S. this report is approved and/or 
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