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Letting European markets run

Investors have shown little appetite to stand in the way of the recent strong run in European

equities.

— European ETFs on track for largest ever quarterly inflows with $21.4bn of net new assets
— Short interest across the Stoxx 600 has remained flat despite double digit returns in the index
— Pockets of short interest have been seen in energy shares, excluding which the index has seen

covering

Risk assets are back in favour in Europe as
the ECB’s quantitative easing program has
seen European assets jump ahead since the
start of the year. At the top of the asset
classes are equities, with the Stoxx 600 now
up by 10% since the start of 2015 to close at
its highest level in nearly eight years.

This surge has been well received from
investors, who have actively added to their
European positions and have shown little
appetite to short European equities in the
wake of the recent rally.

Investors piling in

European exposed ETFs have been at the
forefront of the recent trend, and the asset
class is on track for its best inflow quarter in
over five years.
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Only six weeks into the first quarter and the
$21.4bn inflows into European exposed ETFs
have already overtaken the previous record
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inflow quarter seen in Q3 2008 when
investors added $18bn of European exposure.

This strong vote of confidence has come from
both overseas and domestic investors as
products listed in both areas have attracted
new asset for the year. The 110 overseas
listed European exposed products have seen
roughly a third of the recent inflows with $7bn,
while domestic traded funds have made up
the balance with $14.6bn of net new assets.

Eurozone products leading the way

Funds directly exposed to eurozone countries,
as opposed to the wider European market,
have seen the lion’s share of these inflows.
These 571 products make up roughly 60% of
the total European ETF AUM, but have
managed to attract three quarters of the
inflows for the region

The two products that have inspired investors
the most in the recent trend have been the
WisdomTree Europe Hedged Equity Fund
which saw $4bn of inflows as US investors
actively sought currency protection afforded
by this currency hedged fund. The largest
eurozone ETF, the iShares DAX UCITS, has
also enjoyed the recent bullish mood with
investors adding $970m to the fund after
actively shunning it over the last year.
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Short sellers not getting in the way

The recent bullish mood is also captured in
the fact that short sellers have shown little
appetite to grab the other side of the rising
market trend, as short interest across the
region has remained flat in the wake of the
recent surge. Average demand to borrow
constituents of the Stoxx 600 now stands at
2% of shares outstanding, roughly the same
level seen over the last year.

This relatively flat number is masked
somewhat by the fact that energy shares
have continued to come under pressure from
short sellers. These shares have seen
average demand to borrow spike by 10%
since the start of the year as oil continues to
fluctuate.
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Removing energy shares, whose fortunes are
arguably tied to factors outside of the ECB’s
control, would have shown an overall
covering in “core” European focused sectors.
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