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THE CASE FOR EUROPE

WILL THIS CYCLE BE
BETTER FOR EUROPE?

For the past decade, the deflationary economy has driven
bond yields lower creating the perfect environment for high
growth stocks to flourish. This backdrop saw growth stocks
outperform value stocks, with the US leading the growth

Figure 1. Europe - a catch-up frade?
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charge while Europe, which is considerably more value-
oriented, lagged. As inflation soars and rates rise, we believe
that this could be the turning point for value to finally
outperform growth, with Europe offering a catch-up trade.
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Source: Janus Henderson Investors, Refinitiv DataStream, as at 6 May 2022. For illustrative purposes only.

ECB policy action characterised by speed and volume

Since the Global Financial Crisis, Europe has faced both
political and economic challenges, leaving behind an arid
environment for European companies to operate in. The
Institute of International Finance research suggests that
Europe’s prolonged austerity — limiting debt, country deficits
and ultimately, government spending — and policy inaction
reduced GDP growth by 10% in Europe compared to the
US." Coupled with the challenging political construct of a
European monetary union without a political union and the
two-speed growth rate of Northern Europe versus Southern
Europe, the continent has suffered.

Fast forward to current day, and the policy response to the

COVID-19 crisis has been faster and larger than ever before.

Governments have been keen not to enact painful austerity
policies, instead focusing on implementing groundbreaking
funds to ease the COVID burden.

'Haver, Institute of International Finance, 2018

In 2020, in order to lower borrowing costs and increase
lending in the euro area, the European Central Bank (ECB)
announced massive amounts of asset purchasing alongside
relaxed capital requirements for banks. Rigid rules
surrounding country budget and inflation targeting
slackened, offering space for European economics to
recover from the economic shock of the crisis.

In short, Europe’s hangover from the latest crisis has been
far less severe this time around.
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THE CASE FOR EUROPE

WHY EUROPE NOW?

EUROPE IS ATTRACTIVELY VALUED

As it stands, Europe appears cheap. The valuation gap
between Europe and the US (measured by Shiller P/E as
shown in figure 2) is at an extreme, presenting what looks like
an attractive entry point for European equities. Coupled with
an accommodative ECB, the economic backdrop for
European equities is promising.

Figure 2: The valuation gap between
Europe and the US
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Source: Janus Henderson Investors, Refinitiv Datastream, from 1 February 1983 to
1 May 2021.

EUROPE IS A DIVERSE AND ROBUST
MARKET

Global asset allocators often refer to Europe as a value play
or an area to tactically allocate when more cyclicality is
required, especially given the underperformance versus the
US over the last decade and the region'’s relatively high
exposure to financials and industrials. What this view fails to
recognise is that Europe is home to a wide array of world-
leading companies that command a global market share —
see figure 3.

From fledgling markets such as energy-efficient lighting used
in vertical farming to dialysis care, luxury goods and
enivronmentally friendly animal feed, these companies offer
diverse products with sturdy fundamentals that have managed
to thrive in what has been a lacklustre macroeconomic
environment. This diversity allows European investors to
balance exposure between attractively priced cyclical
companies and those with dominant markets shares geared
into secular growth themes.

Figure 3: Europe is home to an array of battle-hardened, world-beating
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THE CASE FOR EUROPE

THE DECADE OF SUSTAINABILITY

The past decade can be defined by the pace of mega cap
technology, which has dominated the airwaves and shaped the
world we live in today. Tech giants have led markets for the past
decade, boosting the US indexes which they occupied, while
Europe’s lack of exposure has caused the region to tail behind.
However, while mega cap tech faces scrutiny over
anticompetitive behaviour, employment standards and

Figure 4: ESG - a theme in its infancy
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broadcasting of ‘fake news', environmental, social and
governance (ESG) factors have increased in importance.
Investors are holding companies to account for the way they
operate and the products/services they provide, poring over
companies’ ESG credentials. Around the world, sustainable
practices will play a pivotal role in defining the future of
companies. Could ESG be the next secular growth theme?
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Source: Janus Henderson Investors, as at 30 December 2020. Note: TMT (from Jan 1996) — Datastream World Telecom, IT and Media Index vs Datastream World Market
Index, BRICs (from Jan 2002) - MSCI BRIC Index vs MSCI World Index, US Tech Index (from Jan 2016) - MSCI USA Information Technology Index vs MSCI USA Index and
ESG (from Jan 2019) - MSCI Europe ESG Leaders Index vs MSCI Europe Index. Past performance does not predict future returns.

Europe is home to the market leaders in energy. In fact,
8 out of the top 10 renewable energy companies (ex-China)
are domiciled in Europe.

Figure 5. Europe dominates the
renewable energy space

Installed
Company Domicile capacity (GW)
Iberdrola Europe 22
NextEra us 17
Enel Europe 16
Berkshire Hathaway Energy us 12
EDP Europe 12
EDF Europe "
Orsted Europe 9
RWE Europe 9
Acciona Energia Europe 8
Engie Europe 7

Source: Janus Henderson Investors, Goldman Sachs Research, as at 31 December
2021. GW - Gigawatt. Numbers based on 2020 financial year.

Not only do these companies already have large installed
bases, but their growth plans are also impressive — see
figure 6. It is also noteworthy that many of the ‘oil’ majors
have large renewable energy growth plans.

Figure 6: Growth in renewable capacity
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Source: Janus Henderson Investors, Exane Research, as at 31 January 2022. Note:

Forecasts based on company guidance or Exane research estimates. Black bars
represent utility stocks, orange bars represent energy stocks.
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THE CASE FOR EUROPE

EUROPE HAS MADE CLIMATE CHANGE ONE OF ITS TOP PRIORITIES

B 2050
B 2045
B 2040
B 2035
B 2030

Source: Energy and Climate Intelligence Unit, Barclays Research.

A large element of ESG is sustainability. Europe is leading in
the crusade to ensure that sustainability and climate change
are at the top of the agenda. The European Green Deal aims
to make the 27-country bloc net zero carbon by 2050. In
December 2020, EU leaders proposed a new, more
aggressive target to cut greenhouse gas emissions by 55%
by 2030, compared to 1990 levels, positioning Europe as
one of the most ambitious regions in tackling the problems
associated with climate change.

These endeavours have been bolstered by the EU Recovery
Fund, which has put sustainability at the core of efforts to repair
the economic and social damage caused by the COVID-19
pandemic. A €1.8 trillion stimulus package has been agreed to
build a greener and more resilient Europe. Among the
European Commission’s priority areas are renewable energy,
green mobility, a renovation wave and hydrogen. These
priorities will act as a tailwind to many sectors in Europe.

The European Commission’s four priority areas

RENEWABLE ENERGY
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Source: Janus Henderson Investors, as at 12 May 2021.
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THE CASE FOR EUROPE

AT A GLANCE

/@

EUROPE IS A CYCLICAL MARKET

The region is home to many financial, energy, material and industrial companies, which tend to do
better than their defensive counterparts when emerging from a downturn. The cyclical rebound from
the COVID crisis is unlikely to have fully played out at this point.

INFLATION - STRONGER FOR LONGER

y While it is difficult to predict the pathway for inflation, abating supply chain issues, removal of excess
N liquidity and slowing global growth all suggest that inflation could begin to peak in Q2 2022. However,
—= we expect it to stay higher than the last cycle given the lasting effects of stimulus, increasing capital

expenditure (capex) and the ESG energy transition — all of which are inflationary.
NO RETURN TO AUSTERITY
P The European recovery is less likely to be thwarted by sudden withdrawal of central bank support,

which may not be true for the US. With core inflation less extreme in Europe than in the US, markets
have priced in far fewer rate hikes versus the US. This should provide stability to European markets.
Although central banks have been forced to pivot to a more hawkish stance, the ECB looks like it will
be less aggressive than the US Federal Reserve, given lower core inflation, and there seems to be
little appetite from governments to return to the austerity agenda.
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Important information

The views presented are as of the date published. They are for information purposes only and should not be used or construed as investment,
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or market sector. Nothing in this material shall be deemed to be a direct or indirect provision of investment management services specific to any
client requirements. Opinions and examples are meant as an illustration of broader themes, are not an indication of trading intent, are subject to
change and may not reflect the views of others in the organization. It is not intended to indicate or imply that any illustration/example mentioned
is now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the information supplied is complete or
timely, nor are there any warranties with regard to the results obtained from its use. Janus Henderson Investors is the source of data unless
otherwise indicated, and has reasonable belief to rely on information and data sourced from third parties. Past performance does not predict
future returns. Investing involves risk, including the possible loss of principal and fluctuation of value.

Not all products or services are available in all jurisdictions. This material or information contained in it may be restricted by law, may not be
reproduced or referred to without express written permission or used in any jurisdiction or circumstance in which its use would be unlawful.
Janus Henderson is not responsible for any unlawful distribution of this material to any third parties, in whole or in part. The contents of this
material have not been approved or endorsed by any regulatory agency.

Janus Henderson Investors is the name under which investment products and services are provided by the entities identified in the following jurisdictions: (a) Europe by Janus
Henderson Investors International Limited (reg no. 3594615), Janus Henderson Investors UK Limited (reg. no. 906355), Janus Henderson Fund Management UK Limited (reg.
no. 2678531), Henderson Equity Partners Limited (reg. no. 2606646), (each registered in England and Wales at 201 Bishopsgate, London EC2M 3AE and regulated by the
Financial Conduct Authority) and Henderson Management S.A. (reg no. B22848 at 2 Rue de Bitbourg, L-1273, Luxembourg and regulated by the Commission de Surveillance
du Secteur Financier); (b) the U.S. by SEC registered investment advisers that are subsidiaries of Janus Henderson Group plc; (c) Canada through Janus Henderson Investors
US LLC only to institutional investors in certain jurisdictions; (d) Singapore by Janus Henderson Investors (Singapore) Limited (Co. registration no. 199700782N). This
advertisement or publication has not been reviewed by Monetary Authority of Singapore; (e) Hong Kong by Janus Henderson Investors Hong Kong Limited. This material has
not been reviewed by the Securities and Futures Commission of Hong Kong; (f) Taiwan R.0.C by Janus Henderson Investors Taiwan Limited (independently operated), Suite
45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin Yi Road, Taipei (110). Tel: (02) 8101-1001. Approved SICE licence number 023, issued in 2018 by Financial Supervisory Commission;
(g) South Korea by Janus Henderson Investors (Singapore) Limited only to Qualified Professional Investors (as defined in the Financial Investment Services and Capital Market
Act and its sub-regulations); (h) Japan by Janus Henderson Investors (Japan) Limited, regulated by Financial Services Agency and registered as a Financial Instruments Firm
conducting Investment Management Business, Investment Advisory and Agency Business and Type Il Financial Instruments Business; (i) Australia and New Zealand by Janus
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record keeping purposes.

Outside of the U.S.: For use only by institutional, professional, qualified and sophisticated investors, qualified distributors, wholesale investors and wholesale clients as defined
by the applicable jurisdiction. Not for public viewing or distribution. Marketing Communication.

Janus Henderson, Knowledge Shared and Knowledge Labs are trademarks of Janus Henderson Group plc or one of its subsidiaries. © Janus Henderson Group plc.
CCAT_2944/0422



