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What has happened 

  

Despite a poorer than expected consumer confidence report from the US, indices staged a late rally 

and captured fresh highs. The same cannot be said of European equities which continue to struggle 

due to pressure from Euro strength, new case growth and a shaky political backdrop. 

  

Consumer confidence shaken 

  

The latest reading from the Conference Board was a reminder that the US recovery needs to go a lot 

further to reach the levels of activity seen at the start of the year. Consumer demand represents 

around 70% of US GDP in one form or another so this will be a concerning dataset for both the White 

House, pondering additional fiscal policy, and the US Federal Reserve, who may need to provide 

monetary stimulus in the shorter term. Markets have become increasingly fixated on the timeline for 

a vaccine and therefore shrugged this off yesterday. If, however, there is a concern over the success 

of a front runner vaccine candidate these figures will become far more important. 

  

European underperformance continues 

  

The continued strength of the Euro versus the US dollar has put pressure on a stock market that has 

already underperformed due, in part, to its underlying companies and sectors typically having a 

value tilt versus the US which is more growth focused. Exporters within Europe have been 

particularly impacted by the strength of the Euro. If Euro-denominated goods are more expensive in 

foreign currency terms this will reduce demand and reduce competitiveness against substitutes. 

Equally from a domestic perspective, companies will find their goods crowded out by cheaper 

imports. Meanwhile European cases continue to pick up with Spain continuing to see cases rise even 

as the quirks of weekend reporting lags kept the French and Italian data relatively subdued. The 

trickiest part about the strong Euro alongside domestic weakness narrative is that the ECB lacks 

sufficient power to deal with it at the moment. With negative interest rates and a vast quantitative 

easing programme it is questionable whether there is much more to do without putting even more 

pain on the region’s banking sector. 

  

What does Brooks Macdonald think 

  

European investors could feel rather alienated by the sense of jubilation across the Atlantic as US 

stocks hit all-time highs. The effects of currency can be quite significant during these macroeconomic 

driven periods and it’s a primary reason why we typically have our equity positions unhedged which 

allows us to dampen the volatility caused by these moves. 

  



   Index 
  1 Day 1 Week 1 Month YTD 

  TR TR TR TR 

MSCI World GBP   -0.2% 1.9% 3.1% 5.0% 

MSCI UK All Cap GBP   -1.0% -0.6% -0.4% -19.1% 

MSCI USA GBP   0.0% 2.5% 4.7% 10.0% 

MSCI EMU GBP   -0.3% 0.9% -0.2% -3.6% 

MSCI AC Asia ex Japan GBP   0.3% 2.2% 4.0% 9.1% 

MSCI Japan GBP   0.0% 0.7% -0.1% -0.7% 

MSCI Emerging Markets GBP   0.2% 1.8% 2.5% 2.7% 

Barclays Sterling Gilts GBP   -0.9% -0.9% -2.3% 7.0% 

Barclays Sterling Corps GBP   -0.5% -0.3% -0.4% 4.5% 

WTI Oil GBP   1.3% 1.9% 2.3% -28.2% 

Dollar per Sterling   -0.7% -0.7% 2.8% -0.8% 

Euro per Sterling   0.2% 0.2% 1.2% -6.0% 

MSCI PIMFA Income   -0.5% 0.2% 0.6% -3.8% 

MSCI PIMFA Balanced   -0.5% 0.3% 0.8% -4.2% 

MSCI PIMFA Growth   -0.5% 0.6% 1.4% -4.6% 

  

  

Source: Bloomberg as at 26/08/20 

 


