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Euro investors pivot on weaker dollar

Inflows into European ETFs exposed to US equities surged in April and are looking set to post the
largest monthly inflow seen in almost 18 months, despite the recent euro strength taking a shine

off returns.

— €2bn of inflows into US equity exposed ETFs take euro AUM back towards highs of €71bn
— US equity ETF listed in Europe have outperformed despite the Euro’s recent strength
— Fifth of inflows hedged against further USD movements but majority of AUM is unhedged

European ETF investors, lured by a wide
outperformance in US equities are taking
advantage of a weaker dollar, wagering €2bn
that US markets have further headroom and
that the dollar’s slide is hopefully over.
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ETFs listed in Europe, exposed to the US,
have recorded the highest inflows seen in
almost 18 months totalling €2bn. This has
propelled relevant European listed ETF AUM
to within a few percentage points of all-time
highs of €71bn, reached in November of last
year.
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Despite the fact that the dollar has been
losing ground to the Euro in recent weeks,
which has eroded the value of dollar
denominated assets, demand for US equities
in Europe remains strong. The US currency is
6% off recent all-time highs registered against
the euro last November. With interest rate
hikes in the US still a possibility in 2016 and
the ECB’s extremely accommodative
monetary policy there is a strong argument
that the current strength of the euro may be a
passing trend.

Confidence in a potential dollar rally is also
evidenced in the fact that the vast majority of
European investors are choosing unhedged
ETFs when investing in US assets. While
currency hedged ETFs have garnered a fifth
of all the year to date inflows seen in
European listed ETFs which invest in US
equities, these funds only manage 5% of its
peer group. US investors, which stand to lose
out should the dollar appreciate against the
Euro, have proved much more eager to
protect against adverse currency fluctuations
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as currency hedged ETFs manage a third of
all US listed European exposed equity ETFs.

Based on the relative position sizes of
hedged positions in ETF products exposed to
Europe and the US, plus the strong inflows
seen in US exposed ETFs in Europe there is
the expectation that the dollar will be stronger
relative to the euro going forward. That could
prove to be a fortuitous trade (on a currency
basis alone) for discerning euro based
investors.

While currency fluctuations play a large part
in cross border investing, the US market’s
recent strength means that the year to date
Euro value of US equity returns has far
outstripped those delivered by European
equities.

European investment performance, S&P500 vs Stoxx50
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The iShares Core S&P 500 ETF (€), the
largest US exposed European listed fund is
now 10% ahead of the Stoxx 50 index year to
date on a total return basis. This performance
gap has continued to grow in recent weeks
despite the falling value of the dollar.

*To receive more information on Securities
Finance, Research Signals, Exchange
Traded Products, Dividend Forecasting or
our Short Squeeze model please contact us

To read this article on our commentary
website please click here.
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