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Source: Amundi Investment Institute, Factset. Data is as of 28 March 2024. *An index of more than 50 indicates an expansion in the manufacturing 

segment of the economy in comparison with the previous month.

A window of opportunity for 

European equities

After a strong 5-month rally, global equity markets, driven by
the mega caps, are implicitly factoring in a strong rebound in
the economy and profits.

A breather and/or a broadening of the participants in this rally
make sense, opening a window of opportunity for lagging
cyclical and value stocks.

European markets could participate, with small caps also
joining in eventually. Their profits have started to outperform,
unlike their share prices, making them more attractive.

CHART: European earnings growth turning more favourable for European mid- / small-caps

Equities have performed very well in the first quarter of the year. Where do we go from here?

Japan leads the major equity markets (Topix +17%) so far this year. The US and Europe are more or less

on an equal footing, depending on the index: the S&P500 (+10.2%) outperformed the Stoxx600 (+7.1%),

but the EuroStoxx50 (+12.4%) beat the Nasdaq100 (+8.5%) over the period, which shows that European

blue chips are performing better than their US peers. How far could this rally go?

After 5 months of gains, equity markets have already factored in a lot of good news. In the US, the

performance of equities relative to bonds is now consistent with an ISM manufacturing print of around 60*;

in Europe, the performance of cyclicals relative to defensives implicitly points to the manufacturing PMI

being around 55.

On this basis, we believe that three factors should guide our equity investment choices over the

coming months: 1) the possibility of a pause or consolidation (not chasing the rally); 2) a broadening of

the participants (favour those equities which have lagged); 3) the fact that the expected slowdown is

simply a mid-cycle slowdown and not a recession (look for opportunities on the pro-cyclical side rather

than the defensive side).
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Focusing on 
mispricing could 

be rewarded 
again, and Europe 

equities should 

participate.

The broadening of participants beyond the Mag 7 should benefit equal-
weighted indices in the US, but the European market is also a good
candidate for taking advantage of this window of opportunity. The main
segment of the European market to have taken advantage of the rally has
been the large caps; we believe that an extension of this broader
participation could eventually also benefit European small caps.

Three further remarks:

The US and European markets have contrasting growth and valuation
characteristics, which explains our neutrality between the two regions.

The US market benefits from more dynamic earnings growth than the
rest of the world, but its valuation is much higher than that of other
markets. In the fourth quarter, US corporate profits rose by 10%, beating
expectations, which were only 4.4% at 1 January. Profits in the three sectors
that include the Mag 7 were up by 24% for IT, 37% for Consumer
Discretionary and 53% for Communications Services. However, this comes
at a price, and the 12-month forward price / earnings of the MSCI USA is at
21.4x, more than one standard deviation above its historical average since
2000, in comparison with 17.9x for the MSCI ACWI.

Conversely, the European market is very cheap, but its profit
momentum is also weaker. At 13.8x 12-month forward profits, the MSCI
Europe is trading at multiples that are in line with its historical average since
2000. On the other hand, fourth-quarter earnings were down 6.5% year-on-
year for the Stoxx600, decreasing for a third consecutive quarter, and
remain in line with expectations (-6.4% expected on 1 January). It should be
noted that the Ibes forecasts for the next quarter are still in the red (-11%),
compared to an increase (+5.1%) for US forecasts.

In the short term, however, Europe's value characteristics could be an
advantage.

The MSCI World Index of Growth stocks relative to that of Value is on a
triple top; the valuation differential between the two is also very wide, even
more so than in 2000. As the elastic is stretched, it is tempting to think that,
in the absence of a recession, it will relax in favour of Value, which is more
pro European markets than American ones, which partly explains why
European indices have stabilised versus the US since the start of the year.

If the Fed is expected to cut rates this year, so will the ECB, which
could reinvigorate the neglected market cap factor, especially in
Europe.

Despite their cyclicality, small caps have not yet joined in the shift in favour
for cyclicals over defensives, which was reinforced by December’s FOMC
(Federal Open Market Committee) meeting acting as a game changer.

Having more leveraged balance sheets and being financed by banks rather
than directly by the market, small caps generally react favourably to
falling interest rates, which could eventually act as a catalyst, when it
becomes a reality.

Why look specifically at European Small Caps?

The fall in interest rates could act as a catalyst for the size factor overall, but as we are mid-cycle rather

than in a recovery from a deep recession, focusing on mispricing rather than a strong profits turnaround

could be a good argument for positioning on this theme in Europe, whereas we favour the theme of

broader participation in the equity rally in the US by focusing more on equal weight.

Indeed, having faced stronger pressure than large caps since 2022, European small caps’ earnings

have been outperforming those of large caps since mid-2023, contrary to their US counterparts; Factset

forecasts that this trend should continue (see the chart on the previous page). This makes sense to us

given the low recovery profile we expect. As their share prices have been underperforming, small caps

are becoming more attractive in terms of valuation (the gap of P/E with large caps is at its highest level

since 2003) and an interesting option for the catch-up by cyclical value laggards that we expect.



Marketing material for professional investors only3

MONICA DEFEND
HEAD OF AMUNDI INVESTMENT INSTITUTE

VINCENT MORTIER
GROUP CIO

MATTEO GERMANO
DEPUTY GROUP CIO

C H I E F  E D I T O R S

E D I T O R S

CLAUDIA BERTINO
HEAD OF AMUNDI INVESTMENT INSIGHTS AND PUBLISHING, AII*

LAURA FIOROT
HEAD OF INVESTMENT INSIGHTS & CLIENT DIVISION, AII*

SERGIO BERTONCINI
SENIOR FIXED INCOME STRATEGIST

POL CARULLA
INVESTMENT INSIGHTS AND CLIENT DIVISION SPECIALIST

A I I *  C O N T R I B U T O R S

UJJWAL DHINGRA
INVESTMENT INSIGHTS AND CLIENT DIVISION SPECIALIST

SILVIA DI SILVIO 
CROSS ASSET MACRO STRATEGIST

DELPHINE GEORGES
SENIOR FIXED INCOME STRATEGIST

PATRYK DROZDIK
SENIOR EM MACRO STRATEGIST

SOSI VARTANESYAN
SENIOR SOVEREIGN ANALYST 

* Amundi Investment Institute

D E S I G N  &  D A T A  V I S U A L I Z A T I O N

CHIARA BENETTI 
DIGITAL ART DIRECTOR AND STRATEGY DESIGNER, AII *

VINCENT FLASSEUR
GRAPHICS AND DATA VISUALIZATION MANAGER, AII*

KARINE HERVÉ
SENIOR EM MACRO STRATEGIST

D E P U T Y  E D I T O R S

FRANCESCA PANELLI
INVESTMENT INSIGHTS & CLIENT DIVISION SPECIALIST

TRISTAN PERRIER
MACROECONOMIST AND INVESTMENT INSIGHTS SPECIALIST

GIANLUCA GALLARATE
INVESTMENT INSIGHTS & PUBLISHING

GIAUSA GABRIELE
JUNIOR MACRO STRATEGIST

IMPORTANT INFORMATION 

This document is solely for informational purposes. 

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of any
security or any other product or service. Any securities, products, or services referenced may not be registered for
sale with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or
similar authority in your jurisdiction.

Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in
any form and may not be used as a basis for or a component of any financial instruments or products or indices.

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice. 

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as
of 9 April 2024. Diversification does not guarantee a profit or protect against a loss. This document is provided on an
“as is” basis and the user of this information assumes the entire risk of any use made of this information. Historical
data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or
prediction. The views expressed regarding market and economic trends are those of the author and not necessarily
Amundi Asset Management SAS and are subject to change at any time based on market and other conditions, and
there can be no assurance that countries, markets or sectors will perform as expected. These views should not be
relied upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product.
Investment involves risks, including market, political, liquidity and currency risks.

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct, indirect,
special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

Date of first use: 11 April 2024.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 -
Portfolio manager regulated by the AMF under number GP04000036 – Head office: 90-93 boulevard Pasteur – 75015 Paris –
France – 437 574 452 RCS Paris – www.amundi.com

Photo credit: ©iStock/Getty Images Plus – Luke Mackenzie.
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In an increasing complex and changing world, investors need to better understand 

their environment and the evolution of investment practices in order to define their 

asset allocation and help construct their portfolios. 

This environment spans across economic, financial, 

geopolitical, societal and environmental dimensions. To 

help meet this need, Amundi has created the Amundi 

Institute. This independent research platform brings 

together Amundi’s research, market strategy, investment 

themes and asset allocation advisory activities under one 

umbrella; the Amundi Institute. Its aim is to produce and 

disseminate research and Thought Leadership 

publications which anticipate and innovate for the benefit 

of investment teams and clients alike. 

Get the latest updates on: 

Geopolitics

Economy and Markets 

Portfolio Strategy

ESG Insights

Capital Market Assumptions

Cross Asset Research

Visit us on

https://research-center.amundi.com/
https://research-center.amundi.com/article/capital-market-assumptions-2024

