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Following the French election, European equity markets
are breathing a sigh of relief. Some structural challenges
remain. However, strong fundamentals point towards
continued support for European equities, triggered by
reduced political tail risks.

What’s triggering European equities
momentum?
1. Reduced political risks
With 2017 dubbed a super election year for Europe, the
lag of conviction was first and foremost tied to one factor:
As long as political risks loomed large, investors feared to
invest their money into European equities. Political risks
receding were therefore a precondition for the deeply
entrenched scepticism on European equities to wane.
2. Strong economic momentum
Growth indicators are still going strong in Europe. We
expect them to continue to do so, especially relative to
other major regions. In 2016, GDP in the Euro Area grew
at 1.8 %, outpacing the US growing at 1.6 %. This is unseen since 2008. In other words, the growth differential
between Europe and the US has narrowed substantially
over the recent years. This has not been reflected in the
performance of European equities relative to the US (see
graph). The catch-up potential is tangible.
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3. Relatively easy central bank policy
Although the ECB is tightening on an absolute basis
through reduced asset purchases, monetary conditions
are still much easier in the Euro Area relatively speaking. While policy rates are rising in China and the US,
the ECB is staying put on rates, only making minor
adjustments to its macroeconomic risk assessment. This
leaves the Euro Area with the most dovish central bank
out of the three biggest economic regions.
4. Attractive valuation
Based on classic valuation metrics like price to book
values (P/B), European stocks look cheap. Europe is
currently 3 % cheaper than its long term median P/B,
whereas the US is 10 % more expensive. When looking
through cyclical swings in earnings relative to prices
(Shiller P/E), European companies trade 5 % below their
average, becoming historically cheap relative to their US
peers trading 38 % above their average.
So far, so good?
All this being said, simply piling into European stock
indices might not do the trick. First there is significant
divergence in valuation, revenue exposure etc. between
European countries and sectors. Second, we are at the
late stage of the global business cycle, pointing towards
higher dispersion. While generally a good environment
for European equities, late cycle dynamics also result in
higher macro uncertainty as such, potentially increasing
the divergence between sectors as well as countries.
As political risks are reduced, it’s now time to get back
to the basics: Going forward, European performance
should be driven by robust and improving fundamentals in a context of favourable valuation, and active
management should play a central part.

–4
–5
1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2017
European/US equities (rebased to 100)

–6

GDP growth differential: EU - US, rhs

Source: Nordea Asset Management and Macrobond. Date: 31.03.2017

From a fundamental perspective, companies’ earnings
confirm that Europe is turning the corner. Earnings surprises are set up for the best season in a decade. So far,
earnings in the first quarter are on track to grow 23%
compared to Q1 last year, much better than expected.
* Investing for their own account – according to MiFID definition

Playing the European recovery theme with our
unique value approach
With one of the longest track records in European
Equities, Tom Stubbe Olsen, portfolio manager of the
Nordea 1 – European Value Fund since 1998 and founder
of Mensarius in January 2008, has developed a modern
approach to value investing. For Mensarius, value
investing does not simply mean investing in less expensive companies (e.g. low price earnings ratios (P/E) and
high dividend yields (D/P)) or more mature companies
with lower growth potential.

Instead, the investment team invests with the mindset of
buying the whole company. Understanding the underlying fundamentals is the key to assess the real risk and
opportunities in the investments and avoids stepping
into a pure value trap.
The team’s value approach means buying something
which is worth more than its current price, in other
words the assessment of a company is based on the
value of its current and future earnings.
In a thorough due diligence analysis, the intrinsic value
of the company is determined. This can be broken down
into three elements:
• The reproduction value of the assets
• The value of the earning power
• The value of growth
The most attractive investment opportunities stem from
companies with sustainable returns above the cost of
capital. This ability is expressed in the valuation, when
the intrinsic value of the company is higher than the
value of the assets, resulting in an identified earning
power value. A company with a significant earning
power may even be valued with a growth component,
adding the value of growth to the assessment.
Determining the intrinsic value
Intrinsic Value (IV)

VG

Nordea 1 – European Value Fund does not fit into the
traditional clusters of value funds. Whereas Morningstar, among other data providers, sees and categorizes
value funds through their investments in stocks with
low P/E and low growth, the companies Mensarius
invests in may show e.g. a high P/E ratio and significant
growth, as long as the earning power and margin of
safety justify this investment. This is one of the reasons,
along with the fund’s mid-cap tilt (≈ 30 - 40 % of the portfolio), why the fund is not part of the EEA Fund Europe
Large-Cap Value Equity peer group, where clients would
typically look for it. On the contrary, the fund belongs
to the EEA Fund Europe Flex-Cap Equity peer group,
which is more flexible in terms of investment style and
stock universe.

The unique value approach makes
the difference
We at Nordea believe that our approach of value
investing gives us greater flexibility in our investment
process to offer a unique value proposition to our
clients. This enhanced flexibility pays off, as the below
chart illustrates. Since inception on 30th October 1998,
the Nordea 1 – European Value Fund outperformed
its benchmark (the MSCI Europe – NR Index) by
more than 165 %, leading to an annualized outperformance of 3.09 % and demonstrating the need for
active management.
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Margin of safety
In addition to focussing on the company’s earnings
power, Mensarius also makes sure the company is
traded at a healthy margin of safety. An investment
will only be made when a company can be bought at a
minimum discount of 40 % to the intrinsic value. This
helps protecting investors in falling markets: the team’s
conception of value investing could also be seen as a
more risk-averse way of equity investing.

The flipside of the coin: not fitting into clusters
As a side effect of this established investment process,
not solely relying on some fundamental financial measures, but also built on a rigorous company analysis, the
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Source: Nordea Investment Funds S.A.. Period under consideration: 31.10.1998 – 28.04.2017. The
performance represented is historical; past performance is not a reliable indicator of future results and investors may not recover the full amount invested. The value of shares
can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. If the base currency of the respective sub-fund differs from the currency of the country where
the investor resides the represented performance might vary due to currency fluctuations.

IF_EVF_eng_0617_INT

Source (unless otherwise stated): Nordea Investment Funds S.A. Period under consideration (unless otherwise stated): 31.10.1998 to 28.04.2017. Performance calculated NAV to NAV (net of fees and Luxembourg
taxes) gross income and dividends reinvested, in the base currency of the respective sub-fund, excluding initial and exit charges as per 28.04.2017. Initial and exit charges could affect the value of the performance.
The performance represented is historical; past performance is not a reliable indicator of future results and investors may not recover the full amount invested. The value of shares can
greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. If the base currency of the respective sub-fund differs from the currency of the country where the investor resides
the represented performance might vary due to currency fluctuations. The sub-funds mentioned are part of Nordea 1, SICAV, an open-ended Luxembourg-based investment company (Société d’Investissement à
Capital Variable), validly formed and existing in accordance with the laws of Luxembourg and with European Council Directive 2009/65/EC of 13 July 2009. This document is advertising material and does not
disclose all relevant information concerning the presented sub-funds. Any investment decision in the sub-funds should be made on the basis of the current prospectus and the Key Investor Information Document,
which are available, along with the current annual and semi-annual reports, electronically in English and in the local language of the market where the mentioned SICAV is authorised for distribution, without charge
upon request from Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, from the local representatives or information agents, or from our distributors. Investments in derivative and
foreign exchange transactions may be subject to significant fluctuations which may affect the value of an investment. Investments in Emerging Markets involve a higher element of risk. The value of shares
can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. For further details of investment risks associated with these sub-funds, please refer to the
relevant Key Investor Information Document, available as described above. Nordea Investment Funds S.A. only publishes product-related information and does not make any investment recommendations.
Published by Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, which is authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Further information
can be obtained from your financial advisor. He/she can advise you independently of Nordea Investment Funds S.A. Additional information for investors in Switzerland: The Swiss Representative and Paying
Agent is Nordea Bank S.A. Luxemburg, Zweigniederlassung Zürich, Mainaustrasse 21-23, CH-8008 Zürich. Telephone (+41) 44 421 42 42, Fax (+41) 44 421 42 82. Additional information for investors in
Germany: The Information Agent in Germany is Société Générale S.A. Frankfurt Branch, Neue Mainzer Straße 46-50, D-60311 Frankfurt am Main. A hard copy of the above-mentioned fund documentation is also
available from here. Additional information for investors in Austria: Sub-paying Agent and Representative in Austria is Erste Bank der Österreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna. Additional information for investors in the Netherlands: Nordea 1, SICAV is a Luxembourg Undertaking for Collective Investment in Transferable Securities (UCITS) registered in the Netherlands in the register
kept by the AFM, and as such is allowed to offer its shares in the Netherlands. The AFM register can be consulted via www.afm.nl/register. Additional information for investors in France: With the authorisation
of the AMF the shares of the sub-funds of Nordea 1, SICAV may be distributed in France. Centralising Correspondent in France is CACEIS Bank, located at 1-3, place Valhubert, 75013 Paris. Investors are advised
to conduct thorough research before making any investment decision. Additional information for investors in Belgium: The Representative Agent in Belgium is BNP Paribas Securities Services S.C.A., Brussels
branch, 25 Rue de Loxum, Brussels, B-1000-Belgium. A hard copy of the above-mentioned fund documentation is available upon demand free of charge. Additional information for investors in Spain: Nordea
1, SICAV is duly registered in the CNMV official registry of foreign collective investment institutions (entry no. 340) as authorised to be marketed to the public in Spain. The Depositary of the SICAV’s assets is, J.P.
Morgan Bank Luxembourg S.A.. In Spain, any investment must be made through the authorised distributors and on the basis of the information contained in the mandatory documentation that must be received from
the SICAV’s authorised distributor prior to any subscription. A complete list of the authorised distributors is available in the CNMV’s webpage (www.cnmv.es). Additional information for investors in Portugal:
The Management Company of the SICAV, Nordea Investment Funds, S.A., and the Depositary of the SICAV’s assets, J.P. Morgan Bank Luxembourg S.A., are validly formed and existing in accordance with the laws of
Luxembourg and authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Our distributor in Portugal is BEST - Banco Electrónico de Serviço Total, S.A., duly incorporated under the laws
of Portugal and registered with the CMVM as a financial intermediary. Additional information for investors in Italy: Fund documentation as listed above is also available in Italy from the distributors and on the
website www.nordea.it. The updated list of distribution agents in Italy, grouped by homogenous category, is available from the distributors themselves, at State Street Bank S.p.A. branches (located in the main towns
of each region), BNP Paribas Securities Services, Banca Sella Holding S.p.A, Banca Monte dei Paschi di Siena, Allfunds Bank S.A. Sucursal de Milan, Société Générale Securities Services Sp.A. and on the website
www.nordea.it. Any requests for additional information should be sent to the distributors. Before investing, please read the prospectus carefully. We recommend that you read the most recent annual financial
statement in order to be better informed about the fund’s investment policy. The prospectus and KIID for the sub-funds have been published with Consob. Additional information for investors in the
United Kingdom: Approved by Nordea Bank AB, 5 Aldermanbury Square, London EC2V 7AZ, which is regulated by the FCA in the United Kingdom. Additional information for investors in Sweden: The
Paying Agent is Nordea Bank AB (publ), Smålandsgatan 17, Stockholm SE-105 71. The Representative Agent is Nordea Funds Ltd, Swedish Branch, Mäster Samuelsgatan 21, Stockholm, SE-105 71. Additional
information for investors in Denmark: The Information and Paying Agent is Nordea Danmark, filial af Nordea Bank AB (publ), Sverige, Strandgade 3, Christiansbro, DK-1401 Copenhagen K. A hard copy of the
above-mentioned fund documentation is available here. Additional information for investors in Norway: The Paying Agent is Nordea Bank AB (publ), Filial i Norge, Essendrops gate 7, Postboks 1166 Sentrum,
NO-0107 Oslo. The Representative Agent is Nordea Fonds Ltd., Norwegian Branch, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. Additional information for investors in Finland: The Paying
Agent is Nordea Bank AB (publ), Finnish Branch, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. The Representative Agent is Nordea Funds Ltd, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. Additional
information for investors in Latvia: The Representative and Paying Agent is Nordea Bank AB Latvijas branch, K. Valdemara St. 62, Riga, LV-1013. Additional information for investors in Estonia: The
Representative and Paying Agent in Estonia is Nordea Bank AB Estonia Branch, Liivalaia 45 10145 Tallinn. Additional information for investors in Lithuania: The Representative and Paying Agent in Lithuania
is Nordea Bank AB, Lithuania Branch, Didzioji str. 18/2, LT-01128 Vilnius. Shareholders must evaluate possible investment risks and take this into consideration when making investment decisions. Information for
investors in Brazil: Nordea 1, SICAV have not been, and will not be, registered with the CVM and may not be offered or sold in Brazil except in circumstances which do not constitute a public offering or distribution
under Brazilian laws and regulations. Investors within Brazil should consult with their own counsel as to the applicability of these laws and regulations or any exemption there from. This material aims to provide information only and does not constitute and should not be construed as an offer to buy or sell or solicitation of an offer to buy or sell any security or financial instrument. Unless otherwise stated, all views expressed are
those of Nordea Investment Funds S.A. This document may not be reproduced or circulated without prior permission and must not be passed to private investors. This document contains information only intended for
professional investors and independent financial advisers and is not intended for general publication. Reference to companies or other investments mentioned within this document should not be construed as a
recommendation to the investor to buy or sell the same, but is included for the purpose of illustration.

