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competitive environment in most European markets, 
which has squeezed average revenue per user (ARPU). 
Added to this was regulatory pressure that gradually 
cut off all revenue from roaming by July 2017. At the 
same time, operators were facing a massive wave of 
investment in the deployment of very high speed 
broadband (4G and fibre). The Capex/revenue ratio 
often hovered around 20%, compared to a more normal 
figure of under 15%. This configuration of squeezed 
revenue coupled with a sharp rise in costs is not 
without similarities to oil stocks. The latest 
announcements from telecoms operators show an 
upturn in all the levers for improving their cash flow. 
Investing in new generation networks is a 
differentiating factor for the players and they can now 
monetise their investments. Revenues are beginning to 
grow again: this is true for Orange in France, 
Telefonica in Spain, and for Vodafone. The drying up 
of roaming revenue in mid-2017 has also removed a 
recurrent source of pressure on operators. Furthermore, 
costs have now peaked and most groups are beginning 
to scale back their investment to more normal levels. A 
test case is Telefonica, well ahead in deploying its fibre 
network in Spain. The operator's Capex/revenue ratio 
has already dropped below 15%, and is likely to come 
down to 10% in two to three years' time.  As a result, 
telecoms operators' cash flow generation is starting to 
pick up again, enough to cover the payment of 
dividends and continue with necessary investments.   

The sharp fall in oil prices forced oil groups to adapt 
their cost structures swiftly in order to restore their cash 
flows. As a result, they now have the cash flow to 
cover their dividend payments and make the 
investments needed for their business. The 
determinants for the telecoms sector are less volatile by 
nature, which implies more gradual adjustments and 
recovery than in the oil sector.  It is already obvious 
however, that the same mechanisms are now at work 
among the telecoms operators. This is why we stick to 
our faith in the telecoms sector despite its 
underperformance. 

Performance levers common to oil and telecom sectors. 

The telecoms and oil sectors belong to our high-
conviction holdings in our portfolios, despite being the 
biggest negative contributors to relative performance in 
2017. The catalysts we had identified were not 
immediately visible to the eye of investors. In contrast, 
however, this parallel between the two sectors is no 
longer valid in 2018. While the oil sector made the 
biggest gain at the end of June, telecoms once again 
experienced one of the biggest losses. And yet we 
perceive signs of the upturn that benefited oil stocks 
beginning to emerge in the telecoms operators.   

We brought oil stocks into our portfolios in the first 
half of 2015. As a result of the short-term correlation 
linking oil stocks to the price per barrel, we profited 
from the collapse in oil prices that started in mid-2014. 
Valuation multiples (Enterprise Value/Capital 
Employed) then contracted to historically low levels. 
During the previous cycle, buoyed by prices of over 
$100 per barrel, oil groups invested inefficiently, 
putting their profitability under pressure (ROCE). 
When the price fell to below $50 per barrel,   their cash 
flow even turned negative. This served as a general 
wake up call to integrated oil groups and the equipment 
manufacturers, which swiftly introduced drastic cost-
cutting measures. Consequently, fields once 
unprofitable to operate at under $80 per barrel are now 
profitable at $40 per barrel, while maintaining the 
industry's production profile. Earnings announcements 
since the start of the year have confirmed the recovery 
in ROCE and cash flow generation, which is once again 
able to cover dividends and investment. This explains 
why the sector has produced the strongest performance 
since the start of the year. 

Can a parallel be drawn between oil stocks and the 
telecoms sector? While the levers for the telecoms 
sector are naturally different, the catalysts for improved 
cash flow are not only comparable but also visible right 
now. The sector's stocks have suffered in recent years 
from cash flow erosion, which can be attributed to a 
number of factors. First and foremost, the tough 
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PERFORMANCES 2018 2017 2016 2015 2014 2013 1 yr. 3 yrs. 5 yrs. 10 yrs. Since 

inception 

Volat. 
Vol. bench   

NAV 

 EUROPEAN AND EUROZONE EQUITIES  

 

METROPOLE SELECTION A                                     

FR0007078811 -0.92% 8.03% -0.53% 9.19% -0.02% 28.44% 1.41% 0.21% 41.65% 77.27% 215.41% 10.44% 

STOXX Europe Large 200 NR -1.23% 8.92% 1.88% 7.70% 7.09% 19.68% 1.16% 4.81% 45.61% 64.30% 136.13% 10.82% 

Performance gap 0.31 -0.89 -2.41 1.49 -7.11 8.76 0.25 -4.60 -3.96 12.97 79.28 630.82 

                          
METROPOLE EURO SRI A                                     

FR0010632364 -2.03% 4.27% 2.93% 6.73% 1.24% 27.74% -1.96% -0.63% 37.92% - 60.81% 11.16% 

Euro STOXX Large NR -0.63% 10.81% 3.97% 8.66% 4.30% 22.69% 2.31% 10.90% 55.22% - 48.25% 11.36% 

Performance gap -1.40 -6.54 -1.04 -1.93 -3.06 5.05 -4.27 -11.53 -17.30 - 12.56 321.62 

                          
METROPOLE AVENIR EUROPE A                                     

FR0007078829 -4.66% 13.26% 3.64% 9.49% -1.70% 28.99% -1.97% 4.68% 47.99% 113.74% 248.14% 10.56% 

STOXX Europe Small 200 NR 1.50% 18.10% 0.52% 15.68% 4.93% 26.73% 8.40% 19.21% 78.10% 130.63% 361.53% 10.66% 

Performance gap -6.16 -4.84 3.12 -6.19 -6.63 2.26 -10.37 -14.53 -30.11 -16.89 -113.39 696.29 

                          
METROPOLE FRONTIERE EUROPE A                                     

FR0007085808 -5.96% 15.33% 0.89% 6.19% -1.86% 18.97% -2.42% 4.52% 36.70% -8.21% 98.88% 8.29% 

STOXX Europe Large 200 NR -1.23% 8.92% 1.88% 7.70% 7.09% 19.68% 1.16% 4.81% 45.61% 64.30% 151.17% 10.82% 

Performance gap -4.73 6.41 -0.99 -1.51 -8.95 -0.71 -3.58 -0.29 -8.91 -72.51 -52.29 397.77 

                          
                          

 BONDS & CONVERTIBLES   

 

             
METROPOLE CONVERTIBLES A                                     

FR0007083332 -3.21% -0.67% 1.98% 2.88% 0.71% 7.22% -3.75% -3.23% 7.92% 35.06% 64.98% 3.09% 

ECI-EURO -0.38% 6.99% -0.21% 6.08% 3.06% 9.81% 2.74% 7.96% 24.89% 49.93% 88.19% 4.02% 

Performance gap -2.83 -7.66 2.19 -3.20 -2.35 -2.59 -6.49 -11.19 -16.97 -14.87 -23.21 329.96 

                                       
METROPOLE CORPORATE BONDS A                                     

FR0010695874 -1.90% 0.26% 0.51% 0.96% 3.78% 3.68% -1.51% 0.01% 6.50% - 50.00% 2.49% 

FTSE MTS 3-5 Y -0.58% 0.14% 1.46% 1.39% 5.93% 2.32% -0.17% 2.51% 11.09% - 30.25% 2.11% 

Performance gap -1.32 0.12 -0.95 -0.43 -2.15 1.36 -1.34 -2.50 -4.59 - 19.75 300 

             

Past performances are not necessarily indicative of future results. The mutual funds may lose value. 

 

 


