
 

 

Investing wisely 

 

La lettre 
 

August 2017 - No. 178 

® 

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

second quarter. Nestlé reported a drop in its first-half 

operating margin from 15.3% to 15.0% as well as an 

increase in restructuring charges, and forecast slower 

organic growth for the year at around 2% compared with 

+3.3% in 2016. Sodexo suffered one of the steepest falls 

on the market after reporting organic growth that, despite 

recovering to +1.5%, no longer justifies a high valuation 

with a PE ratio in excess of 20. The same applies to a 

number of pharmaceutical stocks whose pipeline of drugs 

in development is excessively valued in the market. One 

example is AstraZeneca, which saw its share price tumble 

by over 10% after announcing the failure of clinical trials 

on a potential blockbuster drug.   

The valuation effect also explains the upturn seen in July 

in telecoms stocks, which figure largely among our stock 

selection. Valuations in the sector are low, as are 

expectations of earnings growth. The consensus 

published by Bloomberg actually predicts a downturn in 

activity (-0.3%) and EBITDA (-2%) for Stoxx 600 

Telecommunications companies over the year ahead. And 

yet operational metrics of European operators are 

improving. Vodafone confirmed increased activity on its 

various European markets (Italy +3.2%, Spain +1.6%, 

Germany +0.8%). Higher profitability is also being 

boosted by major cost-cutting plans: Orange reported 

+3.2% growth in France EBITDA in the second quarter 

as a result of optimising its cost structure. Finally, 

operators are now slowing down on the pace of 

infrastructure expenses after several years of massive 

investment. Cash flow generation is thus set to improve, 

and will encourage the paydown of debt and secure the 

payment of already high dividends. However this tangible 

improvement in operating performances is still not 

reflected in the operators’ valuations, which are running 

at an average of 6.5x EV/EBITDA, compared to a 

multiple of 8x for the historical average on M&A 

operations in the sector.  

As a result we are convinced that the tangible recovery in 

European economies and renewed attention to the market 

valuation of companies offer an encouraging framework 

for the “Value” investment style over the months ahead. 

Valuation, the main factor in performance 

 

July marked the start of the corporate earnings 

announcement season.  Initial results confirm the strength 

of Europe’s macroeconomic indicators, especially with 

regard to expanding company order books, revenue and 

margins. There are marked contrasts, however, between 

different sectors performance. Setting aside surprises, 

good and bad, that emerged from the announcements, the 

wide performance gaps are also due to the return of 

business valuation issues. This is a major change that 

strongly favours the “Value” investment style.  

By the end of July, 60% of companies had announced 

their interim earnings. In many cases, they beat analysts’ 

forecasts. In continuation of the trend observed over 

previous quarters, companies reported average profits 

growth of 13% for the second quarter of 2017. Above all, 

these figures confirm the significant recovery in Europe’s 

economies, already perceptible in the major statistical 

aggregates. Swedish industrial group Alfa Laval (included 

in the METROPOLE Sélection sub-fund portfolio), for 

example, reported a 14% increase in orders in the second 

quarter. In the tech sector, Ingenico (included in the 

METROPOLE Avenir Europe sub-fund) reported growth 

of +5% in activity over the first half of the year. Schneider 

Electric announced a 2.7% increase in revenue and 

operating margin up from 13.5% to 14.1% for the first 

half, marking a turning point after two years of shrinking 

activity. As a general rule, levels of profitability and 

margins are rising. Companies are benefiting primarily 

from the positive operational leverage resulting from the 

upturn in activity. This leverage has been further 

amplified by the cost reduction programmes of recent 

years.  

The most important point emerging from this 

announcements season is that companies market 

valuations are once again being taken into account.  Gaps  

with their industrial value are frequently unjustified, hence  

explaining the July downturn in the consumer staples and 

pharmaceutical sectors,  which results can no longer 

justify their generally overstated valuations. The results 

published by consumer staples sector firms generally 

disappointed, with average profits growth of 4% in the 
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