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European leaders agreed an historic €750bn recovery fund that 
would see €390bn worth of non-repayable grants awarded to 
those countries worst affected by COVID-19. The reiteration of 
ECB pledges to provide continuing support for the region’s banks 
and economies also underpinned sentiment as the eurozone 
economy recorded a -12.1% contraction in the second quarter. 

The Governing Council of the European Central Bank (ECB) met on 16 July, keeping policy and 
rates unchanged as expected: the deposit rate at -0.50%, the main refinancing rate at 0%, and 
the marginal lending rate at 0.25%. The Pandemic Emergency Purchase Programme (PEPP) is 
unchanged from €1.35 trillion until at least June 2021, with the bank pledged to reinvest principal 
payments until at least the end of 2022, and longer if needed. The ECB President Christine 
Lagarde acknowledged at the post-meeting press conference that the ECB will continue doing 
what it thinks is needed, for as long and as strongly as needed. The ECB will also continue to 
provide ample liquidity through its refinancing operations. In particular, the latest operation of 
targeted longer-term refinancing operations (TLTRO III) has registered a very high take-up  
of funds, supporting bank lending to firms and households, with a net liquidity injection  
of €548 billion.

After four days of negotiations, the European Commission achieved a final agreement on two 
major policy components. The first of these was the EU budget which covers the next seven 
years and is worth €1.074 billion; this is to be funded by annual contributions from member 
states. The second is the €750bn coronavirus recovery fund to help the countries that are worst-
affected by the pandemic; the EU will borrow this amount on the capital markets, with the funds 
to be repaid in 2058. The original proposal was for this to split between €500 billion in grants and 
€250 billion in cheap loans. The grant element has been scaled back to €390 billion, following 
resistance from the “frugal four” of Austria, Denmark, the Netherlands and Sweden.

The ECB stands ready to do more if needed. The market doesn’t expect them to cut rates further 
at this stage, considering it more likely the bank will increase the PEPP purchases and perhaps 
innovate the TLTRO-IIIs. The ECB next meets on 10 September. Market expectations are for 
policy rates to move lower over time, with five basis points (bps) of rate cuts forecast by 2021.
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Eurozone GDP for the second quarter was aligned to consensus, following up a -3.6% fall in Q1 
with a -12.1% contraction, quarter-over-quarter (q/q). On a national level, the biggest hit was in 
Spain (-18.5% q/q), followed by France (-13.8%) and Italy (-12.4%). Germany got away relatively 
lightly with a decline of -10.1%, but this was still the country’s biggest contraction on record, and 
equated to a -34.7% fall on an annual basis, with declines seen in exports, consumer spending 
and investment. The ECB’s latest projections envisage the economy contracting by -8.7% in 
2020, followed by a strong recovery of 5.2% in 2021 and 3.3% in 2022. 

Eurozone headline annual inflation surprised on the upside in July, rising to 0.4% compared to 
0.3% in June. This was higher than expected given that Germany’s VAT rate was cut by 3% and 
expectations was for a lower print. The core rate (which excludes energy, food and tobacco) 
jumped by 0.4% to 1.2% in July, up from 0.8% in June. The delayed summer sales periods in 
France and Italy seem to explain the surprise rise. The ECB expects the inflation outlook to be 
disinflationary, with the headline forecast at 0.3% for 2020 (down from 1.2% in 2019), 0.8% for 
2021 and 1.3% for 2022. These are well below the bank’s stated target of “close to 2%”. 

Unemployment in the euro area increased to 7.8% in June, from a revised 7.7% in May. On a 
national level, Spain’s unemployment rate rose from 14.4% to 15.3% in the second quarter, with 
a 6% rise in youth unemployment. The outlook continues to deteriorate for the vital tourism 
sector and with outbreaks of the virus increasing, some regions have had to clamp down on 
activities again. The ECB’s latest projections for unemployment are 9.1% for 2020 (up from 7.6% 
in its March forecast), 10.1% for 2021 and 9.1% for 2021. Short-time work schemes have kept 
unemployment artificially low throughout the lockdown period and we expect unemployment to 
continue to rise for some time.

On a positive note, we are seeing some elements of recovery. The eurozone flash Composite 
PMI increased from 48.5 in June to 54.8 in July, a significant jump that continues to signal that 
economic output is rapidly recovering as restrictions ease. Eurozone retail sales rebounded in 
May by 17%, regaining about two-thirds of the 21% fall between February and April. The outlook 
for June looks very positive too, although consumer confidence remains low and auto sales 
have not rebounded as much as retail. Industrial production is recovering more slowly. German 
business sentiment improved in July. The main IFO business climate index rose 4.2 pts to 90.5, 16 
pts higher than April. Companies’ assessments of their current situations have improved and the 
manufacturing sector has seen a strong rebound in expectations. 

The further increase in the Eurozone Economic Sentiment indicator, from 75.8 in June to 82.3 
July, echoes the message from other surveys, that the recovery continues. It remains well below 
its February level of 103.4, but improvement was seen in business sentiment, particularly in the 
services sector. 

Excess liquidity deposited with the ECB increased over the month, a net increase of €76 billion, 
reaching an historic high on 31 July at €2.855 trillion. Overnight Index Average (Eonia) averaged a 
yield of -0.465%, remained stable over the month. Eonia, since October 2019, tracks €ESTR (the 
ECB’s new short-term rate) plus a spread of 8.5 bps. 

Euribor moved lower over the month: one-month Euribor averaged -0.51%, 1 basis points (bps) 
lower than June; three-month Euribor averaged -0.45%, 7 bps points lower than June; Six-month 
Euribor averaged -0.35% and one-year Euribor averaged -0.28%, both 13 bps lower than June. 
At the end of July, EUR LOIS (3m Libor vs overnight swap) was less than 1 bp, a considerable 
improvement in comparison to March, when this gap reached 30 bps. Overnight government 
repo and cash deposits ranged between -0.55% and -0.60%, with core government repo trading 
slightly lower, as we approached month-end. 
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Despite the Q2 surge in equities, optimism has been shaken as accelerating infection rates 
threaten to set back the reopening of global economies. With recent weakness in the US dollar 
and ongoing tensions between the US and China, gold has emerged as a safe-haven choice for 
investors. Gold futures briefly traded at an all-time high of $2,000, having already risen by 27% 
in 2020. Global bond yields continued to move lower: 10-year US Treasury yields started July 
at 0.68%, closing lower at 0.55% (approaching the all-time low recorded on 9 March at 0.54%). 
Ten-year German Bund yields began July at -0.40%, closing lower at -0.53%. In the UK, there 
continued to be market discussions as to whether negative rate policy will be on the agenda for 
the Bank of England; 10-year UK Gilt yields moved lower, beginning July at 0.21% and closing at 
0.10% (we are already seeing two-to-eight year gilts trading at negative yields). Italian government 
debt continued to rise, with yields moving lower and spreads tightening; 10-year bond yields 
moved lower, beginning July at 1.27% and closing at 1.01%. 

At the fund level, the weighted average maturity (WAM) averaged 42 days in July, up from  
35 days in June. With the excess liquidity in the market, bank issuer levels are starting to look 
expensive, with spreads compressed across the money market curves. Investments were mainly 
in the one-to-three months duration range, with selective investments out to six months. Asset-
backed paper continues to be in good supply, offering flexible duration and attractive returns 
compared to vanilla paper. Short-term liquidity ratios remained above average in both overnight 
and one-week maturities. Fund liquidity was covered with a combination of government and 
agency holdings, government/supranational repo and bank deposits. As always, liquidity and 
capital preservation remained the key drivers for the portfolio, with yield a distant third.

Fund 
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigour 
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 27 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s third-largest asset manager with US $3.05 trillion* under our care.

*  This figure is presented as of June 30, 2020 and includes approximately $69.52 billion of assets with respect to SPDR 
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. 
SSGA FD and State Street Global Advisors are affiliated.

ssga.com 
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Chaussée de La Hulpe 120, 1000 Brussels, 
Belgium. T: 32 2 663 2036, F: 32 2 672 2077. 
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Global Advisors Ireland Limited. State Street 
Global Advisors Ireland Limited, registered in 
Ireland with company number 145221, 
authorised and regulated by the Central Bank  
of Ireland, and whose registered office is at  
78 Sir John Rogerson’s Quay, Dublin 2. 
Germany: State Street Global Advisors GmbH, 
Brienner Strasse 59, D-80333 Munich. 
Authorised and regulated by the Bundesanstalt 
für Finanzdienstleistungsaufsicht (“BaFin”). 
Registered with the Register of Commerce 
Munich HRB 121381. T: +49 (0)89-55878-400.  
F: +49 (0)89-55878-440. Ireland: State Street 
Global Advisors Ireland Limited is regulated by 
the Central Bank of Ireland. Registered office 
address 78 Sir John Rogerson’s Quay, Dublin 2. 
Registered number 145221. T: +353 (0)1 776 
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78 Sir John Rogerson’s Quay, Dublin 2.  
United Kingdom: State Street Global Advisors 
Limited. Authorised and regulated by the 
Financial Conduct Authority. Registered in 
England. Registered No. 2509928. VAT No. 
5776591 81. Registered office: 20 Churchill 
Place, Canary Wharf, London, E14 5HJ. T: 020 
3395 6000. F: 020 3395 6350. Singapore: 

State Street Global Advisors Singapore Limited, 
168, Robinson Road, #33-01 Capital Tower, 
Singapore 068912 (Company Reg. No: 
200002719D, regulated by the Monetary 
Authority of Singapore). T: +65 6826 -7555. 
Switzerland: State Street Global Advisors AG, 
Beethovenstr. 19, CH-8027 Zurich. Registered 
with the Register of Commerce Zurich 
CHE-105.078.458. T: +41 (0)44 245 70 00.  
F: +41 (0)44 245 70 16.Investing involves risk 
including the risk of loss of principal.

All forms of investments carry risks, 
including the risk of losing all of the invested 
amount. Such activities may not be suitable 
for everyone.
Past performance is not a guarantee of 
future results.
Index returns reflect capital gains and losses, 
income, and the reinvestment of dividends.
Diversification does not ensure a profit or 
guarantee against loss.
The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.
The above targets are estimates based on 
certain assumptions and analysis. There is no 
guarantee that the estimates will be achieved.
The information provided does not constitute 
investment advice as such term is defined 
under the Markets in Financial Instruments 
Directive (2014/65/EC) or applicable Swiss 
regulation and it should not be relied on as such. 
It should not be considered a solicitation to buy 
or an offer to sell any investment. It does not 
take into account any investor’s or potential 
investor’s particular investment objectives, 
strategies, tax status, risk appetite or 
investment horizon. If you require investment 
advice you should consult your tax and financial 
or other professional advisor. All information is 
from SSGA unless otherwise noted and has 
been obtained from sources believed to be 
reliable, but its accuracy is not guaranteed. 

There is no representation or warranty as to the 
current accuracy, reliability or completeness  
of, nor liability for, decisions based on such 
information and it should not be relied on 
as such.
These investments may have difficulty in 
liquidating an investment position without 
taking a significant discount from current 
market value, which can be a significant 
problem with certain lightly traded securities.
You should obtain and read a Key Investor 
Information Document and Prospectus 
relating to the SSGA Cash funds prior to 
investing. Further information, including 
the annual and semi-annual reports and 
the Key Investor Information Document 
and Prospectus describing the 
characteristics, charges, expenses and 
risks involved in your investments are 
available for residents of countries where 
SSGA cash funds are authorised for sale,  
at ssga.com/cash and from your local 
SSGA office.
For Investors in Switzerland: The collective 
investment scheme referred to herein is a 
collective investment scheme under Irish Law. 
Prospective investors may obtain the current 
sales prospectus, the articles of incorporation, 
the simplified prospectuses as well as the latest 
annual and semi-annual report free of charge 
from the Swiss Representative and Paying 
agent, State Street Bank GmbH Munich, Zurich 
Branch, Beethovenstrasse 19, 8027 Zurich as 
well as from the main distributor in Switzerland, 
State Street Global Advisors AG, 
Beethovenstrasse 19, 8027 Zurich. Before 
investing please read the prospectus and the 
KIID, copies of which can be obtained from the 
Swiss representative, or at ssga.com.
An investment in the fund is not insured or 
guaranteed by the Federal Deposit Insurance 
Corporation or any other government agency. 
Although the fund seeks to preserve the value 
of your investment at $1.00 per share, it is 
possible to lose money by investing in the fund.

The views expressed in this material are the 
views of Cash Portfolio Management through 
the period ended June 30, 2020 and are 
subject to change based on market and other 
conditions. This document contains certain 
statements that may be deemed forward-
looking statements. Please note that any such 
statements are not guarantees of any 
future performance and actual results or 
developments may differ materially from 
those projected.
The information contained in this 
communication is not a research 
recommendation or ‘investment research’ 
and is classified as a ‘Marketing 
Communication’ in accordance with the 
European Communities (Markets in 
Financial Instruments) Regulations 
(2014/65/EU) and applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research. 
This Message may contain confidential 
information intended only for the use of 
the addressee named above. If you are not 
the intended recipient of this message you 
are hereby notified that any use, 
dissemination, distribution or reproduction 
of this message is prohibited. If you are  
not the intended recipient of this email 
communication, please notify us 
immediately by email direct to the sender 
and then destroy any electronic or paper 
copy of this message. 
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