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struggled to perform with the emergence of the 
disruption theme. Driven by new technologies, 
newcomers are competing for position with established 
players in a number of sectors. Fears of a disruption of 
existing models have given rise to a number of 
exaggerations, opening up investment opportunities. 
One example is food retailing, a sector in which we 
took a number of positions in recent months (Ahold 
Delhaize, Carrefour). The arrival in the sector of an 
Internet pure player of the size of Amazon does not 
necessarily signal the disappearance of existing players 
as long as these are capable of adapting to the issues 
raised by new technology. The success of a player like 
Fnac-Darty in non-food retailing, a segment in which 
Amazon already looms large, bears this out. As with 
food retailing, the media sector has been hit hard by 
comparable fears. The rise of digital is transforming 
the advertising agencies model and is creating porosity 
between certain businesses (consulting groups, IT 
services companies). The transformations taking place 
are creating uncertainty, which has sent stocks such as 
Publicis to very attractive valuation levels. Pearson, 
the world leader in English language learning, has 
been a victim of the same mistrust. Under the impetus 
of digital and the rental model, the group is 
transforming its business. Our task as stock-pickers is 
to understand and evaluate the impacts of these 
transformations on the company’s profitability and 
valuation in order to detect exaggerations.  

There are many discounts to be found on the 
European market, and we believe the period ahead 
will be extremely favourable to Value investing. 
The period of unprecedentedly low interest rates 
that has so strongly influenced a part of the 
European equities over recent years has come to an 
end. The extreme valuations reached by stocks 
perceived as “bond proxies” will be hit hard by 
rising interest rates. The normalisation of monetary 
policies around the world will encourage investors 
to pay greater attention to valuations. 2018 looks set 
to be the year of return to a more conventional 
climate of economic recovery, a climate conducive 
to Value investing. 

A more conventional economic recovery, conducive to Value investing 

2018 starts out on a much more promising note than 
recent years. The global economic recovery that began to 
take shape in the second half of 2016 continues to 
strengthen, with the pace picking up significantly in the 
euro zone. Financial conditions remain positive around 
the world against a background of a steady upturn in 
inflation. The Fed is continuing its gradual return to 
monetary tightening, while the European Central Bank 
has just begun the process of normalising its policy with 
the announcement of a reduction in its asset purchase 
programme. For European businesses, the economic 
upturn has, for the first time in many years, been 
reflected in solid profits growth. 2017 ended with 
European stock markets up by some 10%. 2018 looks set 
to be a very good year for most European stocks. These 
will benefit from a powerful operational leverage in a 
context of strong economic recovery, and from a very 
attractive valuation for a large proportion of European 
equities.  

European cyclicals and banking stocks are, by nature, 
very sensitive to any improvement in the 
macroeconomic climate. For the first group, the upswing 
in the cycle creates a significant operational leverage that 
should take them back to, or even above, the levels of 
profitability experienced in the previous cycle. Banks 
should see their profits recover sharply under the 
impetus of monetary policy normalisation, a reduction in 
bad debts on their books and increased lending.  While 
many cyclicals and banking stocks did see significant 
upturns over the past year, the potential upside remains 
high. These stocks account for almost half of our 
investments. 

Other sectors, little affected by the economic cycle, are 
showing heavy discounts. Telecoms operators and oil 
stocks produced a disappointing performance in 2017. In 
2018, however, both will see a significant upturn in cash 
flow thanks to a sharp fall in their investments and 
improvements in operating performance. The historically 
low valuations of these sectors, coupled with a tangible 
catalyst, justify maintaining their significant weighting in 
our portfolios. 

Other sectors, such as media and distribution, have 
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