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pressures prevent costs from being passed on to the end 
customer. 

Under these conditions, the fall in share prices would 
seem to be disconnected from the business 
fundamentals and, above all, fuelled by particularly 
pessimistic outlooks. The valuation of automotive 
equipment manufacturer Michelin, which has actually 
seen a drop in demand, anticipates a 6% fall in revenue 
and a possible reduction in operating margin to 11.0%, 
down from its current level of 12.5%. During the last 
2012 recession in Europe, group revenue fell by 5.4% 
over a period of four years, but operating margin grew, 
from 9.4% in 2011 to 12.2% at the bottom of the cycle 
in 2014, thanks to the restructuring measures taken at 
the time.   

In the construction sector, the valuation of cement 
manufacturer HeidelbergCement also includes an 
implicit 10% drop in revenue and a 120 basis point 
reduction in EBITDA margin, applying the historic 

average EV/EBITDA valuation multiple of 7.5x. 

The fall in revenue implicitly factored into the 
valuation of companies facing disruptive technology is 
even more marked. Atos, which traditional facilities 
management business, accounting for over 50% of 
group revenue, caught markets by surprise with a 4.6% 
drop in business activity in the third quarter, now 
carries a valuation that assumes a constant 5% annual 
decline in this business in perpetuity. Likewise, the 
valuation of advertising giant WPP, in the midst of a 
restructuring phase, is based on a 25% drop in 
revenue, a structural decline in operating margin from 
17% to 15% and a valuation multiple of 10x EBIT, 
compared to a long-term historic average of 12x.  

In short, a fair amount of stocks that have tumbled in 
recent weeks are now carrying valuations pricing in at 
the very least, a recession scenario, i.e. a significant 
fall in revenue and shrinking margins. This makes 
them attractive investment opportunities with a limited 
downside risk should the economic downturn actually 

materialise. 

Falling European equity markets: what is the underlying scenario in equity valuations? 

Recent months have been plagued by constant fears of a 
possible (though yet to materialise) downturn in the global 
economic cycle, in response to the raising of US interest 
rates, trade tensions and political instability in Europe. Risk 
aversion grew much stronger over the month of October, on 
Q3 corporate earnings announcements systematically met 
by extreme and disproportionate reactions from the markets 
whenever they diverged from analysts' forecasts.   

One of the most striking examples of this was US firm 
Caterpillar, whose results are traditionally seen as a 
barometer of global business activity.  The stock plunged 
by over 20% over the month, simply on the grounds that, 
for the first time in the last six quarters, the company had 
not upgraded its growth outlook and the order book was 
down 2% on the previous quarter.  Yet Caterpillar posted a 
18% revenue growth and a 200 basis point increase in 
operating margin, with no mention of any sign of a 
slowdown in its business. Though not previously 
overvalued, the Caterpillar share is now valued at a PE ratio 
of under 10x. 

 More generally, it is obvious that European cyclical stocks 
suffered the sharpest fall over the month, irrespective of 
their valuation level. Yet no sign of the much-feared 
downturn in global economic activity is suggested by a 
close look at their results, with the exception of the 
automotive sector, where the market is going through a 
phase of turbulence. Industrial conglomerate ABB saw its 
share price fall sharply in October (-12%) despite a 
significantly discounted valuation whilst delivering a still 
improving operating performance: order intake was up by 
9% across all divisions and regions, and especially in China 
at +17%. Schneider also fell by almost 8%, despite posting 
an upturn in business with revenue up by 7.2% across all 
regions, prompting the group to raise its growth targets for 
the year. The stock valuation fails to take into account the 
potential for improvement in the group's operating margin, 
albeit still falling short of its 2008 peak.  

 To say the truth, difficulties companies are facing, 
irrespective of business sector, relate more to cost inflation 
(salaries, raw materials, logistics), which can in some cases 
result in a slight squeeze on margins whenever competitive 
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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 -9.66% 8.03% -0.53% 9.19% -0.02% 28.44% -11.33% -6.11% 7.12% 89.11% 187.60% 11.35% 

STOXX Europe Large 200 NR -4.83% 8.92% 1.88% 7.70% 7.09% 19.68% -6.32% 2.48% 24.10% 101.09% 127.51% 11.35% 

Performance gap -4.83 -0.89 -2.41 1.49 -7.11 8.76 -5.01 -8.59 -16.98 -11.98 60.09 575.19 

                          
METROPOLE EURO SRI A                                     

FR0010632364 -9.04% 4.27% 2.93% 6.73% 1.24% 27.74% -12.26% -5.10% 7.48% 77.84% 49.30% 11.87% 

Euro STOXX Large NR -6.74% 10.81% 3.97% 8.66% 4.30% 22.69% -10.09% 3.97% 24.28% 82.71% 39.12% 12.27% 

Performance gap -2.30 -6.54 -1.04 -1.93 -3.06 5.05 -2.18 -9.07 -16.80 -4.86 10.18 298.60 

                          
METROPOLE AVENIR EUROPE A                                     

FR0007078829 -14.13% 13.26% 3.64% 9.49% -1.70% 28.99% -16.35% 0.14% 11.15% 156.38% 213.57% 11.91% 

STOXX Europe Small 200 NR -6.12% 18.10% 0.52% 15.68% 4.93% 26.73% -5.54% 11.74% 39.85% 206.33% 326.88% 11.67% 

Performance gap -8.00 -4.84 3.12 -6.19 -6.63 2.26 -10.81 -11.59 -28.70 -49.95 -113.31 627.14 

                          
METROPOLE FRONTIERE EUROPE A                                     

FR0007085808 -7.69% 15.33% 0.89% 6.19% -1.86% 18.97% -8.00% 5.23% 12.02% 38.75% 95.24% 8.95% 

STOXX Europe Large 200 NR -4.83% 8.92% 1.88% 7.70% 7.09% 19.68% -6.32% 2.48% 24.10% 101.09% 141.99% 11.35% 

Performance gap -2.85 6.41 -0.99 -1.51 -8.95 -0.71 -1.68 2.75 -12.08 -62.34 -46.75 390.49 

                          
                          

 BONDS & CONVERTIBLES   

 

             
METROPOLE CONVERTIBLES A                                     

FR0007083332 -5.34% -0.67% 1.98% 2.88% 0.71% 7.22% -6.35% -5.59% -0.88% 39.75% 61.34% 3.28% 

ECI-EURO -1.70% 6.99% -0.21% 6.08% 3.06% 9.81% -1.69% 3.76% 14.51% 82.54% 85.70% 4.47% 

Performance gap -3.64 -7.66 2.19 -3.20 -2.35 -2.59 -4.66 -9.35 -15.39 -42.79 -24.36 322.69 

                                       
METROPOLE CORPORATE BONDS A                                     

FR0010695874 -3.16% 0.26% 0.51% 0.96% 3.78% 3.68% -3.25% -2.39% 2.79% - 48.08% 2.78% 

FTSE MTS 3-5 Y -1.34% 0.14% 1.46% 1.39% 5.93% 2.32% -1.72% 0.30% 7.73% - 29.25% 2.26% 

Performance gap -1.82 0.12 -0.95 -0.43 -2.15 1.36 -1.54 -2.69 -4.94 - 18.83 296.16 

             

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

 

 


