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Lemanik Insights  

A beginning of a cycle in progress…                             

strong recovery of GDP and EPS in Europe                     

- 11 September 2020 - 

For most European economies, the month of September is traditionally a time of 

restart. Between the end of August and the beginning of September all the inhabitants 

of the Old Continent are, in fact, back to their work commitments and the children at school. The 

summer holidays, which allowed them to recharge their batteries and to be clear-minded to reflect 

on new perspectives, are now a sweet memory. It is for these reasons that September represents, 

also for the financial markets, a moment of reflection on the events of the first half of the year, as well 

as an ideal period for the creation of expectations about possible future scenarios. What better time 

to reflect on the state of health of the European economy, and its markets, in the light of recent 

events, and to wonder about its possible recovery? 

We have asked Andrea Scauri, the portfolio manager of three funds of Lemanik Invest SA (Lemanik 

SICAV – Italy, Lemanik SICAV – High Growth and Lemanik SICAV – European Special Situations) 

specialized in the European, and in particular Italian, equity markets, if he could disclose to us some 

of his beliefs and knowledge about the different opportunities, and foreseeable trends, in this market 

segment. Andrea has more than 20 years of experience on Equity market, in leading domestic and 

international Investment Banks, where he was actively involved in the listing processes of numerous 

companies, and Asset Management companies. Andrea developed his experience between Milan 

and London, before joining Lemanik Invest SA in 2019. He presents a deep knowledge of the Oil, 

Capital Goods and Consumer Goods sectors and was constantly ranked among the top 10 equity 

analysts on the Italian market in the Extel and Institutional Investors rankings. 

Andrea, what are your thoughts about the state of health of the European economy? What do you 

expect for the near future? 

We believe we moved from a "late-cycle economy" to an "early-cycle economy" over the last 12 

months. As a result, we see strong growth in GDP and EPS, which is today only partially priced in 

European stock prices. We expect EPS growth of 30% in 2021 and 20% in 2022. In terms of dividends, 

European returns are also expected to recover strongly after the record decline this year. 

You seem to be very confident about the recovery in Europe. Do you think that new interventions to 

support the economy are possible, or do you think that they are not needed anymore? 

Some policy makers at the European Central Bank have become more confident in their forecasts 

for economic recovery in the Eurozone, potentially reducing the need for further monetary stimulus 

this year. The Eurozone GDP for this year will be revised upwards, with private consumption in 

particular likely to do much better than expected. 

The emergency bond purchase program and further monetary support beyond the current €1.35 

trillion does not seem to be guaranteed from the current outlook. Retail sales have already made up 

all the ground lost during the worst phase of the crisis and governments have been reluctant to return 

to a real lockdown, even if the virus spreads. 
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If your predictions turn out to be correct and Europe does indeed experience a recovery: which 

sectors would benefit most? 

A reflationary environment in 2021 should favor raw materials, cyclical sectors and finance. We 

expect inflation in the US to surprise on the upside, with steeper yield curves. The transition to a more 

reflationary environment may be bumpy, but it should ultimately benefit commodities, cyclicals and 

financials. 

Such a scenario in the US could provide another catalyst especially for Europe: a global reflationary 

dynamic should also favor European equity over-performance. EU-approved Recovery Funds, 

accommodative monetary policy and a favorable growth environment suggest that valuations are 

likely to remain close to cyclical highs, with the addition of EPS recovery. 

In the longer term, the rapidly changing European sector mix also suggests higher and more stable 

EPS growth. 

While the macroeconomic environment favors a pro-cyclical bias in general, a certain degree of 

selectivity is needed as performance has already been strong and relative valuations are no longer 

particularly attractive. We therefore prefer cyclical exposure where valuations are more favorable, 

as in the case of construction materials, mines and shares exposed to the "reopening of markets" 

(e.g. consumer services such as the "Travel & Leisure" sector). 

What, on the other hand, are the sectors that would be underweight in the light of the context we 

have outlined? 

An "early-cycle" context does not favor the over-performance of defensive stocks such as 

pharmaceuticals, since:  

 it is the European sector most correlated to the outperformance of momentum stocks and 

falling bond yields; 

 it is more exposed to election risk in the US than other sectors in the European Union; 

 a positive flow of vaccines could encourage rotation in more cyclical areas. 

 

Andrea Scauri 


