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Equity: view from an optimist 
Guy Lerminaux, CIO Fundamental Equity DPAM 
 
 
The big unwinding 

2018 has been a quite distressing year, not only for Equities as nearly nothing has worked in 2018 for 
investors. Almost 90% of asset classes posted negative returns. This performance probably has a lot to do 
with the monetary regime change from quantitative easing to tightening and with the move towards more 
protectionism. 
 
Guy Lerminiaux, as an optimist explains: “As the year progressed we saw some issues that we did not 
anticipated”. He highlights what he calls “the pitfall for the optimistic”. The optimistic knows he has to live 
with that without however getting carried away. 
 
2018 is gradually coming to an end amid slowing global growth, tightening monetary policy and heightened 
political uncertainty. This environment is creating attractive entry points and investment opportunities. 
 
Volatility would go up 

As the year progressed, more and more investors were progressively de-risking their portfolios. Volatility is 
usually one of the measures to identify future recessions, however even if economic growth is set to 
moderate over the next two years, is too early for a recession. 
 
Going forward, we expect markets to remain volatile, as the trade war, the economic slowdown, Italian 
budget discussions with the EU, Brexit, etc. remain ongoing themes. But we are stock pickers, we like 
volatility, because it creates opportunities. 
 
Risk aversion remains high. Economic leading indicators remain mixed and many political pitfalls are still 
present. At current valuations, these uncertainties are priced in. A better-than-expected outcome for any of 
the risk factors would therefore likely fuel a rebound in equities.  Moreover, some inflationary pressures are 
starting to diminish. This will help corporate earnings, while also easing the pressure on central banks to 
increase interest rates. In the short term, we expect investors will sell into rebounds, as they are in the 
process of adjusting allocations between equities and bonds. 
 
Meanwhile, the yield gap, the difference between the yields of government-issued securities and shares, is 
strongly supporting equities, as it was the case during the past few years as well. 
 
Guy reminds us that we have seen similar examples of the situation today in the past. He mentions the crash 
of October 1987 brought fears of another Great Depression, but instead stocks recovered. Other example is 
the emerging financial crisis in 1998 when we saw a sharp drop of the market. The yield curve was saying 
that we were going into recession. The situation  however improved and we had a nice resumption of the 
bull market afterwards. 
 
VS US: a lost decade for large caps - small caps is another story 

In the current context, large caps are in a complicated regulatory environment in Europe. Sectors such as 
banks, utilities, telecoms or the car industry in Germany are dealing with regulatory pressures that make 
these companies less attractive to invest. 
 
On the contrary, European small caps remain in a better position. These stocks, less covered by the sell side 
community and the passive funds, are below the radar of investors and regulators, what allows them to 
perform in a less complex environment. Over a longer period, European small caps do NOT underperform 
their counterparts in US. 
 
Following this, Guy highlights the case of the Belgian stock Colruyt as an illustration that  “strange things 
happen from time to time”. He states “ Colruyt is a completely unloved company”. Strangely enough it is the 
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best performing stock in the Belgian equity index and  no one is buying it.  This is a good example of 
“dislocation” in the equity markets due to massive outflows. For stock pickers it creates however 
opportunities. 
 
Value or no value? 

The market is discussing on whether we should invest in value or growth. In current this markets, we can still 
find opportunities in both pockets. 
 
 

 

Key messages 

 

 The market always comes back as mean reversing is a strong pattern . 
 No recession next year after this years’ soft patch in the second half 
 We have not seen the end of the cycle in Europe. 
 Focus on stock picking in the non-regulated businesses. 
 It is too early to give up. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Disclaimer 

 
The information contained in this document and its attachments (hereafter the “documents”) is provided for pure information purposes only. 
 
These documents do not represent an investment advice and do not form part of an offer or solicitation for shares, bonds or mutual funds, or an invitation to buy or 
sell the products or instruments referred to herein. 
 
Applications to invest in any fund referred to in this document can only validly be made on the basis of the key investor information document (KIID), the prospectus 
and the latest available annual or semi-annual reports. These documents can be obtained free of charge from Degroof Petercam Asset Management sa, the financial 
service provider and on the website of the sub-fund at www.dpamfunds.com. 
 
All opinions and financial estimates herein reflect a situation on the date of preparation of these documents and are therefore subject to change at any time without 
prior notice. Specifically, past performance is not necessarily indicative of future performance and there is no guarantee it will be repeated. 
 
Degroof Petercam Asset Management nv (DPAM), with registered office at Rue Guimard 18, 1040 Brussels, and which is the author of the present document, has made 
its best efforts in the preparation of this document and is acting in the best interests of its clients, yet without carrying any obligation to achieve any result or 
performance whatsoever. The information provided is from sources which DPAM believes to be reliable. However, DPAM does not guarantee that the information is 
accurate or complete. 
 
These documents may not be duplicated, in whole or in part, or distributed to other persons without the prior written consent of DPAM. These documents may not be 
distributed to retail investors and are solely restricted to institutional investors. 
 
 

Contact 

 

dpam@degroofpetercam.com ▪ www.dpamfunds.com  
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