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Keep on investing in European equity      

is still a good idea!                  

- 5th February 2021 - 

 At the beginning of a new year there are always many questions that a wealth 

manager asks himself in order to try to define, on the basis of the prevailing information 

set and the resulting expected scenarios, the strategic and tactical asset allocation with which he 

intends to tackle the following months. The same questions also crowd the asset manager's mind who 

deals with the choices underlying the very same investment strategies that will in turn be used by the 

wealth manager to best meet his clients' needs. At the beginning of a new year, which we all hope 

will be a positive one in terms of combating the virus that has been afflicting our economies and 

societies for the past 12 months, the question that perhaps all those active in the stock market are 

asking themselves is: does the gap between the real economy and the financial markets, particularly 

the stock markets, make sense? And above all: how much longer can it last? 

We asked Andrea Scauri, manager of the three sub-funds of Lemanik Invest SA (Lemanik SICAV - 

European Dividend Preservation, Lemanik SICAV - High Growth and Lemanik SICAV - European 

Special Situations) that focus on the European and Italian equity market, to share with us his thoughts 

about these markets. Andrea has more than 20 years of experience in equity markets, developed 

both within Asset Management companies and leading domestic and international investment 

banks. In these contexts he has been directly involved in the stock market listing processes of many 

companies. Andrea cultivated his experience between Milan and London before joining Lemanik 

Invest SA in 2019. He has a deep knowledge of the Oil, Capital Goods and Consumer Goods sectors 

and has been consistently ranked among the top 10 financial analysts in the Italian market (Extel and 

Institutional Investors rankings). 

Andrea, the global equity rally triggered after the first wave of Covid-19 has continued throughout 

2020. Do you think there is still room for upside? What is your basis for this prediction? 

Vaccines being launched and the phasing out of travel restrictions later this year could lead to a 

normalization of the health situation and very positive earnings momentum: despite the recent strong 

rally, the reasons to remain more constructive in the market remain unchanged. 

We expect monetary and fiscal policy to remain accommodative in the coming months and 

therefore believe central banks are unlikely to raise interest rates in 2021. At this stage, equity 

valuations are more attractive than bonds and earnings in the new year may surprise on the upside 

and return to pre-Covid levels, given that recoveries are typically stronger than recessions. 

After all, in the post-lockdown rebound we have seen great consumer appetite, partly fueled by 

savings accumulated during the lockout. 

A key constant in equity markets will be volatility, which we expect to be higher than the historical 

average. It will be crucial to keep volatility under control and take advantage of what will be sectoral 

rotations, which we believe will be even more pronounced than in 2020. 
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At the beginning of the year, we continued to see a rotation between growth stocks and value stocks, 

which then shifted back to growth stocks. How do you read these shifts? What can be expected in 

the short term? 

The encouraging results of the Covid-19 vaccine and the end of uncertainty surrounding the US 

elections led to a strong market rebound in November and consolidation in December. New 

vaccines and expectations of an economic recovery led to a rotation from growth to value stocks, 

with the sectors most affected by the pandemic (banking, insurance, oil and automotive) benefiting, 

while sectors such as healthcare, food and utilities underperformed. Increased risk appetite, investors' 

continued search for yield and the key role of the ECB drove 10-year bond yields to their lowest levels. 

In an environment such as this, we have become more positive in our investment choices on sectors 

linked to the cyclical component of the economy. As far as the Italian market is concerned, we hope 

that the opportunity linked to the use of Recovery Funds will be aimed at the country's infrastructural 

and technological development. At European level, the political thrust will increasingly be directed 

towards green and decarbonisation issues, together with digitalization, accelerating the investments 

already partially in place.  

In order to evaluate financial investments in the sector most directly linked to the outcome of the 

vaccine (HealthCare), we need to understand the approach that the market will take to the rotation 

that has taken place in the last few months of the year from the growth concept to the value 

concept. If this happens again in early 2021, the healthcare sector could underperform the more 

cyclical sector of the market, such as industrials or financials. 

Talking instead about geopolitical aspects: what can be expected from the much contested and 

dragged-out victory of the Democrats in the US? How might Biden's agenda affect European stock 

markets? 

Biden's victory in America and the subsequent control of the Senate by the Democrats after the 

runoff in Georgia could benefit European markets, which have been penalised by the trade war 

between the US and China during the Trump administration: Europe is a net exporter and therefore 

suffered from a shutdown of the world's two largest economies. As mentioned above, it will be crucial 

to understand the speed of the vaccination campaign and how quickly the European economy 

can recover. 

It seems to be widely believed that the most solid economic growth in the short term is to be found 

in Asia, not least in the light of the historic agreement signed by the economies of the region. In 

particular, much is expected from the country that has best recovered from the Covid contagion and 

revived its economy, China. How is it possible for a strategy focused on European equities to gain 

exposure to emerging Asian trends? 

I believe this can be done through exposure to commodity-related stocks and the automotive 

industry. 

The evolution of sustainable investments will also play a major role in the near future, as well as all 

the other issues related to the acronym ESG. What is your opinion on this? 

The ESG theme has been and will continue to be central to investment issues. However, we will need 

to pay attention to those securities that risk going into a "bubble" due to the proliferation of ETFs, with 

underlying securities that at the moment have reached valuations that are difficult to justify. 
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In addition to ESG investments, the global advent of fifth-generation internet should be highlighted. 

Are Europe, and European companies, ready to ride the 5G wave? 

China and the United States have already caught up with the news, while Europe has lagged behind 

and is only now starting to push the 5G accelerator with services and infrastructure. The telephone 

companies have been battling it out for years, especially in the European market. Now the 

development of 5G could prove to be a real breakthrough that will enable them to counteract the 

decline in profitability. 

In this sector, the first indications are coming from Asia, where 5G has been in place for a year and 

a half now. Here we are seeing a healthy acceptance of 5G phone plans at higher prices while 

investment spending has remained within budget. All of this should translate into a significant 

increase in return on investment estimates, particularly for the Korean and Chinese operators who 

are furthest ahead in this type of process, already reporting up to 30% increase in average revenue 

per user. At the individual stock level, the most relevant names for the 5G theme are the major Asian 

operators who are already riding the wave of fifth-generation internet. 

In North America we see opportunities in T-Mobile due to the potential market share gains that the 

company will gain from the advent of 5G, while for similar reasons in Europe the focus is on Deutsche 

Telekom. 

In Italy, we believe Inwit, an equity story operating in 5G infrastructure, is very interesting, but currently 

trading at a significant discount despite the ground it has already gained. 

All this said, what are the sectors you would like to position a European equity portfolio in at the start 

of the new year? 

At a sector level, we are focusing on cyclicals (autos and commodities), renewables (especially 

suppliers of renewable energy, e.g. storage producers) and digitalization issues. 

Which sectors, on the other hand, should you underweight or not include in your European equity 

portfolio? 

Banks, in a negative or near-zero interest rate environment, will find it difficult to get a decent return 

on capital. The only interesting angle could, at the individual stock level, be domestic M&A themes. 

In light of Mario Draghi's recent institutional appointment by the President of the Italian Republic, the 

markets seem to think differently about financial stocks. What is your comment? 

From our point of view, Draghi's recent appointment to create a "high-profile" government lends itself 

to a dual interpretation. From a tactical perspective, it can certainly support financial and insurance 

stocks, thanks to the well-known skills demonstrated by this man in dealing with these sectors. From a 

strategic point of view, however, this appointment represents a breath of fresh air for the entire Italian 

system, which will be able to hope for new, and potentially substantial, inflows from institutional and 

foreign investors into the domestic market. Over the course of the year, this would inevitably have a 

positive impact on all sectors exposed to the Italian domestic market. 

 

Andrea Scauri 


