Friday Morning Coffee
Nr. 49 — Time to stick your head out
Several strategists are currently voicing concerns about the 2019 earnings outlook and stay cautious on equities in
general and European equities in particular. The elephant in the room is a potential earnings recession, namely 2
successive quarters of negative y-o-y earnings growth. The main culprit is of course the slowing economic activity at a time where the manufacturing sector is plagued by an inflation in wage costs and rising raw material
costs. In Europe the ongoing political noise around Brexit, French yellow vests and Italy are hurting investor and
business sentiment at a moment we have European elections coming up.
We would argue that in the case of Europe investors are having a too negative view, leaving ample investment
opportunities for the long term investor. We are just coming out of the Q4 result season and the results were far
from depressing and this not only for the companies we own in the portfolio. According to SG Research, 53% of
the companies in the Stoxx 600 published EPS numbers above or in line with consensus. Only 11% published sales
numbers below expectations. It is correct that earnings growth estimates have been revised downwards since
November last year : however they stand firmly above 5.5% growth for the Stoxx 600 for 2019. To us this does not
sound like an earnings recession and certainly does not explain why Europe trades at 12.9 times 2019 earnings
and has a 4% dividend yield (source: Bloomberg). It also does not explain why investors continue to flee European
equities ex UK and have been seeing 2.3% of their asset base in equity funds flowing out since beginning of the
year (source: JPMorgan).
On time for the Spring season, there are some green shoots appearing that should lead to renewed optimism
towards European equities and could be an early indicator that the tide is finally turning for Europe. The
widely followed Citigroup economic surprise index is showing the Eurozone economies may have bottomed out
and more and more economic data is surprising positively.

Citigroup Economic Surprise Index Eurozone

Source: Bloomberg
The following note gives the opinion of the Investment team at the time of the publication. Please refer to important notice at the end of the document.

1

Friday Morning Coffee - Nr. 49 — Time to stick your head out

With sentiment at rock bottom for investors in European equities, fundamentals still OK and valuations
low, we continue to believe that we have the right combination at hand to reap good returns in our value strategy investing in strong businesses generating solid cash flows over the business cycle.

I wish you a nice weekend,

Léon Kirch, CFA
Partner & Chief Investment Officer
March 22nd , 2019

Important notice
European Capital Partners (Luxembourg) SA ("ECP") is responsible for the publication of this promotional document. ECP is an asset management
company based in Luxembourg, registered at JF Kennedy avenue 35a, L-1855 Luxembourg (RCS Luxembourg, B 134.746) authorized as an Alternative
Investment Fund Manager ("AIFM") of the Luxembourg law of 12 July 2013 and supervised by the Commission de Surveillance du Secteur Financier (CSSF).
This document is published for information purposes only and gives the opinion of the Investment team at the time of the publication. It does not constitute
an offer to buy or sell financial instruments or investment advice and does not confirm any transaction unless expressly agreed otherwise. Although ECP
carefully selects the data and sources used, errors or omissions cannot be excluded a priori. ECP cannot be held liable for any direct or indirect damage
resulting from the use of this document. The intellectual property rights of ECP must be respected at all times; The contents of this document may not be
reproduced without prior written consent. Any investment involves risks, such as the risk of loss of initial capital. Please read the Prospectus of Selected
Funds, their Key Investor Information Documents (KIIDs) and financial reports before making an investment decision to understand their specific risks, costs
and conditions. Those documents are available on www.ecp.lu. Past performance does not guarantee future performance. Please refer to an independent
tax advisor for country tax information that can change at any time and analyze the tax impacts of any investment on your personal situation.
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