
EUROPE’S SHMORAL SHMAZARD
Jeff Weniger — Head of Equity Strategy

08/13/2019

The euro won’t stop chopping sideways. Its quiet drift downward has persisted since

spring 2018, but it would be a fool’s errand to extrapolate boring action forever. The

currency can snap violently, and I think the push will be southward.

 

Figure 1:  EURUSD

 

 

There were 17 euro/U.S. dollar forecasts submitted to Bloomberg since August 1 (figure

2). Notice that though the firms represented here have mixed feelings for the rest of

2019, all 16 have a target for euro strength in 2020’s first half. That seems lopsided,

especially since there is no clarity on what happens when European Central Bank (ECB)

president Mario Draghi passes the scepter to Christine Lagarde this winter.

 

Figure 2: Street Consensus, EUR
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We’re coming up on nine years since Guido Mantega, the former Brazilian finance

minister, coined the term “currency wars.” The ECB and the Bank of Japan have been at it

ever since, but I argue the Federal Reserve (Fed) stopped fighting hard in 2015, rolling

its once-$4.5 trillion balance sheet to $3.8 trillion (figure 3). 

 

Figure 3: Currency Wars

 

Not to worry, U.S.-domiciled readers who desire dollar debasement. The Fed may be

fighting the currency war meekly, but Washington makes up for it. President Trump is

clearly jawboning for a weak dollar. There’s also the matter of the federal fiscal

situation, which doesn’t matter—until it matters. The U.S. budget deficit-to-GDP ratio

of 4.3% is the reddest ink in the G10.

 

Put it together and we have a state of “total” currency war, though when Mantega looked

WisdomTree BLOG ARTICLE

WisdomTree.com   1-866-909-WISE (9473)

https://wisdomtree.com/blog/glossary#federal-reserve
https://wisdomtree.com/blog/glossary#debt-to-gross-domestic-product
https://wisdomtree.com/blog/glossary#g10/group-of-ten


at the 2010 scene, those battles had a backdrop of severe societal panic. But in 2019,

with the S&P 500 just a few percentage points below highs put in north of 3,000? Hardly.

 

That’s why the saga’s next possible chapter, which is equity positive and euro negative,

is particularly surreal: ECB purchases of stocks.

 

It took less than a generation to balloon the ECB’s balance sheet from below €1 trillion

to €4.69 trillion (US$5.19 trillion) via bond purchases. How big of a dent can the ECB

make in equities? This isn’t the $24 trillion S&P 500; the MSCI EMU Index is worth only

€3.77 trillion ($4.18 trillion). 

 

Did you know the Swiss National Bank had 20% of its reserves in global equities in the

first quarter? Russia is on a similar wavelength, though its taste is for gold; that

hoard is up to $100 billion from $50 billion four years ago. Washington placed sanctions

on Moscow, so Moscow diversified. Trying to figure out how the metal got to $1,500 an

ounce? China is accumulating.

 

It’s not just a handful of players that have “gone rogue” in the once staid world of

central banking. South Africa and Israel have also played the something-other-than-bonds

game. We cannot leave out the mad scientist of central bank experimentation: the Bank of

Japan. It has been buying equity exchange-traded funds for a half decade. Its published

guidance from last summer was for ¥5.7 trillion of yearly purchases. That equates to €48

billion. If the ECB plays Simple Simon, that buys 1% of European stocks each year.

 

If we see several years of this, guess who becomes the dominant owner of equity capital?

Ah, control of the means of production by an unelected, opaque, centralized power. Moral

hazard, shmoral shmazard.

 

Lucky for us, the critical mass is still years into the future. Love it or hate it, this

looks like a “don’t fight the Fed” situation, only this time the player is the ECB.

 

Unless otherwise stated, data source is Bloomberg, as of August 7, 2019.

 

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Debt to gross domestic product (GDP) : the debt-to-GDP ratio is the ratio between a

country’s government debt and its gross domestic product (GDP.

G10/Group of Ten : A group of industrialized nations that meet on an annual basis to

plan, debate, and cooperate on international financial matters. Member countries

include: Belgium, Canada, France, Germany, Italy, Japan, Netherlands, Sweden,

Switzerland, United Kingdom, and United States.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

MSCI EMU Index : A free float-adjusted market capitalization-weighted index designed to

measure the performance of the markets in the European Monetary Union.
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