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European equity markets return to form

After a brief reversal of fortunes saw the Euro STOXX 50 lose over 7% from recent highs,
eurozone equity markets have returned to their winning form; encouraging ETF investors to add to

their positions.

— Eurozone ETFs saw redemptions during April selloff; this trend has since reversed
— International investors have returned to Europe over the last ten days
— Market calm is also reflected in options markets, where implied volatility has been falling

The eurozone QE story diverged from its
aims over the last few weeks as both bund
yields and the euro rebounded from their
recent lows. This development was not
constrained to currency and bond markets
however, as the region’s equity headed south
with the Euro Stoxx 50 retreating by 7.5%
from its yearly high.

The ECB has since taken steps to address
the recent volatility, with a pledge to increase
the pace of asset purchases in May and June.
The market has shown little appetite to stand
on the other side of that trade, with both bund
yields and the euro retreating from their
recent highs.

The equity market has also reacted well, with
the Stoxx 50 regaining much of its recent lost
ground; a move which has seen ETF
investors regain their appetite for eurozone
equities.

ETF investors react

The recent periods of volatility had seen
investors rethink their eurozone exposure.
Eurozone tracking ETFs experienced their
first weekly outflow since January in the
middle of April when the 287 eurozone
tracking ETFs experienced $580m of outflows,
a trend which continued in the subsequent
week.
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These outflows have since reversed as the
market rebounded from its lows and eurozone
tracking equity ETFs have seen $2.67bn of
inflows over the last three weeks. This looks
to have been a shrewd move as the markets
have since regained most of their lost ground.

International investors return

The recent flow wobbles seen in both
domestic and foreign listed ETFs.
International investors withdrew $500m of
assets from eurozone products in the opening
two weeks of May. Flows have since reversed
with $450 of assets flowing into the 31
overseas listed eurozone focused equity
funds.

The WisdomTree Europe Hedged Equity
Fund, which had attracted the most inflows so
far this year, saw its first daily outflow in six
months over the recent selloff. Inflows have
since resumed with the fund seeing over
$250m of inflows in the last two weeks.
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Calm returns to options market

Options markets also reacted to the recent
volatility with Stoxx 50 options registering a
spike in 90 day at the money implied volatility.
That number topped out at 18.8% in the
opening week of May, when the market lows
were registered.
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The recent market rebound has seen option
implied volatility revert back to their pre selloff
levels.
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