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“Despite tariffs and trade deals, the
US trade position with China has
continued to deteriorate
dramatically, while Europe has
broadly flatlined for the last 10
years.”

The Euro began life in 1999 at an exchange rate roughly the level it trades today, 1.18 to the US dollar.

Typically, the currency of countries that run a current account surplus tend to appreciate. Over this period, Europe has in
general run a current account surplus, while the US has current account deficits.
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The Euro has not meaningfully appreciated over the time it has been running a current account surplus. Without the Euro
appreciating, this had led to widely divergent net international investment positions. Narrowing of positions can be
caused by falling asset prices, or changes in exchange rates.

Another sign of the competitiveness of the Euro exchange rates is that despite tariffs and trade deals, the US trade position
with China has continued to deteriorate dramatically, while Europe has broadly flatlined for the last 10 years.
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The Global Financial Crisis, and then the Euro Crisis, caused credit flows to leave both the US financial system and the
European financial system. Looking at BIS data, we can see that those credit flows have returned to the US but have not
returned in Europe. This would make the US dollar more likely to fall relative to the Euro.

Many market commentators harbour a deep suspicion of the Euro. The main driver of this is a break up of the Euro,
particularly the potential Italian exit from the EU. This has been driven by the very weak performance of Italy since the
Euro was formed. While having a fixed exchange rate has made it impossible for Italy to devalue, another reason for
Italian economic weakness was strong trade competition from Central European countries that joined the EU. As can
been seen over the last 15 years, Italian exports to Germany flatlined, while Polish exports nearly tripled.
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If we look at European exports to China, we can see that Italy has been able to grow exports to China to a degree. It has
also increased its share of European exports to China, showing that higher wages in Eastern Europe have allowed Italy to
regain some competitiveness.

Despite the fundamental data above that favoured the Euro, until recently US dollar investors would be compensated for
these risks with substantially higher interest rates. The yield differential has fallen substantially.
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The Euro looks set to appreciate against the US dollar.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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