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The Eurozone is returning to health. In an era when unlikely political
events have often upset the status quo, some viewed Europe’s
equity markets as a risky place to invest. Yet today the clouds are
lifting. If Angela Merkel wins the German election, there are five
reasons why Europe’s recovery will be here to stay:

Philip Dicken
Head of European Equities

1. Angela Merkel’s re-election will restore
Europe’s confidence
The anticipated victory of Angela Merkel’s party on 24 September
and her definite lead in the polls are a decisive sign that German
voters are ready to return to “business as usual”. Just a year after
the European Union (EU) appeared to be in crisis, following the
June 2016 Brexit referendum vote, and with economic growth
flatlining, Merkel’s victory could be another key event in restoring
confidence.
The German election comes after a surge in so-called populism,
which began with the Brexit vote in June 2016 and appeared to
close with the election of Donald Trump as US president the
following November.
This will be reassuring news for markets. However, Germany is
known for its centrist politics and either of the two mainstream
candidates would back a continuing relationship with the EU. This
brings us to our second reason for maintaining that this recovery is
here to stay.

2. A move away from populism
When French voters elected Emmanuel Macron as their President
in May 2017, it ended fears that populism would unravel the EU. In
the run-up to that election there appeared to be a chance that
France would plump for the far-right candidate Marine Le Pen. Le
Pen favoured a French exit from the Eurozone, the EU and NATO.
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Isolationist, anti-immigration rhetoric also failed to win the Dutch election in March 2017. The
centre-right prime minister Mark Rutte won a comfortable victory. Austria said no to far-right
presidential candidate Norbert Hofer in the December 2016 election.
The upcoming Italian election is the one outstanding event causing some investors anxiety. Yet,
perhaps heeding the lessons of the Brexit vote and ensuing national divide, plus the impasse
between the UK government and the rest of Europe, Italy’s two leading populist parties have
softened their rhetoric in recent months. “I want to clarify that Five Star does not want a populist,
anti-European or extremist Italy”, said Luigi Di Maio, the most likely populist candidate for prime
minister from the Five Star political party, at a forum for business leaders on Lake Como.
A series of centrist election victories is reassuring investors, encouraging them to believe that
Europe’s equity markets are set for a stable period. This promise of greater political stability is
accompanied by better economic data, showing the Eurozone is finally recovering from the
2007-8 financial crisis and the subsequent European debt crisis.

3. A surge in manufacturing orders
The Eurozone has cemented its place as an engine of global growth, with data showing the
region’s manufacturers receiving a surge in orders, despite the strength of the Euro. The
Eurozone manufacturing purchasing managers’ index (PMI), which tracks indicators such as
employment and inventories across the region, rose to 55.7 in the third quarter of 2017. Jobs
grew for the 34th month running, according to the same PMI figures.
Looking at two specific countries which boasted strong performance: German manufacturers
saw one of the strongest increases in production volumes since early 2011. Ireland, which has
struggled to return to growth, saw output growth accelerate in August.
IHS Markit, which compiles the PMI, expects these robust PMI readings to set the scene for
another strong GDP number for the third quarter, with the surveys running at a level consistent
with 0.6% growth. It anticipates GDP growth of 2.1% in 2017, the best performance since 2007.
New order inflows have slowed since the start of the year but remain strong, and unemployment
within the Eurozone will continue to decrease.

Figure 1: Euro area PMIs

Source: Macrobond, as at 31 August 2017.
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4. Relatively attractive valuations
Boasting some of the world’s largest and most successful companies, the European equity
market may prove too expensive for bargain-basement investors. However, for those in search
of reasonable value, Europe offers good long-term opportunities.
Although political events sent them tumbling in 2016, in our opinion European equity valuations
are still more attractive than in other markets, especially the US. The election of president
Trump may have surprised the world, but investors saw his infrastructure-building and taxreform agenda as business-friendly and likely to boost the US economy. US equity valuations
rallied and have stayed relatively high despite the Trump programme’s slow progress.
By contrast, Europe looks under-appreciated. Not only are valuations relatively inexpensive,
company profits growth is also picking up.

5. Long-awaited earnings growth
Rising price/earnings multiples have driven equity markets higher since the financial crisis,
despite corporate earnings stagnating across the Eurozone. Fortunately, earnings are now
picking up. We believe they will increase at a healthy rate of 10-15% this year.
Some are concerned that a strengthening euro will derail earnings growth. But bear in mind that
half of European earnings are generated within Europe. Therefore, while the euro’s strength has
an effect, it will not make or break companies’ earnings growth.

Figure 2: Earnings expectations improving

Source: Columbia Threadneedle Investments, Bloomberg, as at 12 September 2017.

In summary, Merkel’s re-election will play a key role in Europe’s revival. Restored political
confidence, ebbing populism and a robust economy suggest that Europe is set fair for good
growth and strong equity performance. Reasonable valuations and revived corporate earnings
growth should encourage investors. The European Central Bank will want to stop quantitative
easing and raise interest rates – but it will be careful not to jeopardise Europe’s long-awaited
recovery.
While the long nights may be drawing in, economically the mood in Europe is much closer to
spring.
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Important information: For investment professionals only, not to be relied upon by private investors. Important Information: Past
performance is not a guide to future performance. The value of investments and any income is not guaranteed and can go down as well as up and
may be affected by exchange rate fluctuations. This means that an investor may not get back the amount invested. This material is for information
only and does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or to provide investment
advice or services. The mention of any specific shares or bonds should not be taken as a recommendation to deal. The research and analysis
included in this document has been produced by Columbia Threadneedle Investments for its own investment management activities, may have
been acted upon prior to publication and is made available here incidentally. Any opinions expressed are made as at the date of publication but
are subject to change without notice and should not be seen as investment advice. Information obtained from external sources is believed to be
reliable but its accuracy or completeness cannot be guaranteed. This material includes forward-looking statements, including projections of future
economic and financial conditions. None of Columbia Threadneedle Investments, its directors, officers or employees make any representation,
warranty, guarantee or other assurance that any of these forward looking statements will prove to be accurate.
Issued by Threadneedle Asset Management Limited (TAML). Registered in England and Wales, Registered No. 573204, Cannon Place, 78
Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. TAML has a crossborder licence from the Korean Financial Services Commission for Discretionary Investment Management Business. Issued by Threadneedle
Portfolio Services Hong Kong Limited 天利投資管理香港有限公司. Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which
is licensed by the Securities and Futures Commission to conduct Type 1 regulated activities (CE:AQA779). Registered in Hong Kong under the
Companies Ordinance (Chapter 622), No. 1173058. Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07,
Winsland House 1, Singapore 239519, regulated in Singapore by the Monetary Authority of Singapore under the Securities and Futures Act
(Chapter 289). Registration number: 201101559W.
Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”], ARBN 600 027 414. TIS is exempt from the requirement to hold an
Australian financial services licence under the Corporations Act and relies on Class Order 03/1102 in marketing and providing financial services to
Australian wholesale clients. This document should only be distributed in Australia to “wholesale clients” as defined in Section 761G of the
Corporations Act. TIS is regulated in Singapore by the Monetary Authority of Singapore under the Securities and Futures Act (Chapter 289),
Registration number: 201101559W which differ from Australian laws. Issued by Threadneedle Asset Management Malaysia Sdn Bhd, Unit 14-1
Level 14, Wisma UOA Damansara II, No 6 Changkat Semantan, Damansara Heights 50490 Kuala Lumpur, Malaysia regulated in Malaysia by
Securities Commission Malaysia. Registration number: 1041082-W. This document is distributed by Columbia Threadneedle Investments (ME)
Limited which is regulated by the Dubai Financial Services Authority (DFSA). The information in this document is not intended as financial advice
and is only intended for persons with appropriate investment knowledge and who meet the regulatory criteria to be classified as a Professional
Client under the DFSA Rules.
Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
columbiathreadneedle.com.
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