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Quarterly Equity Outlook: Rotation into value favors European stocks

Edward J. Perkin, CFA

■■

Investors are not positioned for positive surprises.

■■

Improving sentiment on the economy could lead to a violent rotation into cyclical value sectors.

■■

In a rotation into value stocks, Europe has the potential to do well.
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Notes

U.S. economy outperforming, but valuations more attractive elsewhere.

Europe



Valuations attractive. Cyclical economy can benefit from improving global trade.

Japan



Corporate governance improving: higher returns on invested capital (ROIC) and lower financial leverage. Valuations reasonable.



Emerging Markets (EM)
Sectors:
Consumer Discretionary
3 Most Favored
Financials

Sectors:
Consumer Staples
3 Least Favored

Quality companies with good returns, low financial leverage.



Yield curve seems likely to steepen.



Cheapest defensive sector, but comes with political risk. Pick your spots.
Anemic growth, balance sheets have taken on debt, and valuations high.



REITs
Utilities





Healthcare

China trade deal seemingly likely, valuations attractive.



Past performance is not a reliable indicator of future results.

Recent outperformance leaves sector vulnerable.
Recent ETF inflows into utility stocks have been high, a contrarian signal.
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Europe’s relative performance to US has closely tracked
value vs growth stocks

“Go to Europe for value”

Relative performance of MSCI Europe Value to MSCI Europe Growth
and MSCI Europe to MSCI USA (12/31/02 to 09/19/19)

U.S. travelers like to vacation in Europe
when the dollar is strong and local
prices offer good value for money. U.S.
investors should follow this same logic
by looking across the pond for good
values to pick up in the stock market.
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One of the most popular discussion
topics in the equity market is the
significant outperformance of growth
stocks over value stocks during the
past decade. Valuation disparities
between steady growth and cyclical
value are at historically wide levels.
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MSCI Europe Value vs. MSCI Europe Growth
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Against the Grain
A contrarian take on the market
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Source: FactSet, MSCI. Data as of 09/19/19. Indexed to 100 as of 12/31/02.

MSCI Europe Value Index captures large- and mid-cap securities exhibiting overall value style characteristics across the 15 developed
markets (DM) countries in Europe, with value investment style characteristics for index construction defined using three variables:
book value to price, 12-month forward earnings to price, and dividend yield.
MSCI Europe Growth Index captures large- and mid-cap securities exhibiting overall growth style characteristics across the 15 DM
countries in Europe, with growth investment style characteristics for index construction defined using five variables: long-term
forward EPS growth rate, short-term forward EPS growth rate, current internal growth rate, long-term historical EPS growth trend,
and long-term historical sales per share growth trend.
MSCI Europe Index captures large- and mid-cap representation across 15 DM countries in Europe, covering more than 400
constituents and approximately 85% of the free float-adjusted market capitalization across the European DM equity universe.
MSCI USA Index is designed to measure the performance of the large- and mid-cap segments of the U.S. market, covering more than
600 constituents and approximately 85% of the free float-adjusted market capitalization in the U.S.
It is not possible to directly invest in an index. Index returns do not reflect the effect of any management fees, transaction costs,
or expenses.

Past performance is not a reliable indicator of future results.

For those of us who believe in value
investing, the natural question is when
value will come back into vogue. If and
when value stocks do have a
resurgence, the benefit is likely to be
felt most strongly beyond our shores.
Europe (and Japan, too, for that
matter) offers cheaper prices and more
upside from improving sentiment
around trade tensions and global
economic growth than the U.S. market.
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Important Additional Information and Disclosures
This material is presented for informational and illustrative purposes only. This material should not be construed as investment advice, a recommendation to purchase or sell specific securities, or to adopt
any particular investment strategy; it has been prepared on the basis of publicly available information, internally developed data and other third-party sources believed to be reliable. However, no
assurances are provided regarding the reliability of such information and Eaton Vance has not sought to independently verify information taken from public and third-party sources. Investment views,
opinions, and/or analysis expressed constitute judgments as of the date of this material and are subject to change at any time without notice. Different views may be expressed based on different
investment styles, objectives, opinions or philosophies. This material may contain statements that are not historical facts, referred to as forward-looking statements. Future results may differ significantly
from those stated in forward-looking statements, depending on factors such as changes in securities or financial markets or general economic conditions.
This material is for the benefit of persons whom Eaton Vance reasonably believes it is permitted to communicate to and should not be forwarded to any other person without the consent of Eaton Vance.
It is not addressed to any other person and may not be used by them for any purpose whatsoever. It expresses no views as to the suitability of the investments described herein to the individual
circumstances of any recipient or otherwise. It is the responsibility of every person reading this document to satisfy himself as to the full observance of the laws of any relevant country, including obtaining
any governmental or other consent which may be required or observing any other formality which needs to be observed in that country. Unless otherwise stated, returns and market values contained herein
are presented in US Dollars.
In the United Kingdom, this material is issued by Eaton Vance Management (International) Limited (“EVMI”), 125 Old Broad Street, London, EC2N 1AR, UK, and is authorised and regulated by the Financial
Conduct Authority. EVMI markets the services of the following strategic affiliates: Parametric Portfolio Associates® LLC (“PPA”), an investment advisor registered with the SEC. Hexavest Inc. (“Hexavest”)
is an investment advisor based in Montreal, Canada and registered with the SEC in the United States, and has a strategic partnership with Eaton Vance, and Calvert Research and Management (“CRM”) is
an investment advisor registered with the SEC. This material is issued by EVMI and is for Professional Clients/Accredited Investors only.
This material does not constitute an offer to sell or the solicitation of an offer to buy any services referred to expressly or impliedly in the material in the People's Republic of China (excluding Hong Kong,
Macau and Taiwan, the "PRC") to any person to whom it is unlawful to make the offer or solicitation in the PRC.
The material may not be provided, sold, distributed or delivered, or provided or sold or distributed or delivered to any person for forwarding or resale or redelivery, in any such case directly or indirectly,
in the People's Republic of China (the PRC, excluding Hong Kong, Macau and Taiwan) in contravention of any applicable laws.
Eaton Vance Asia Pacific Ltd. is a company incorporated in the Cayman Islands with its Japan branch registered as a financial instruments business operator in Japan (Registration Number: Director General
of the Kanto Local Finance Bureau (Kinsho) No. 3068) and conducting the Investment Advisory and Agency Business as defined in Article 28(3) of the Financial Instruments and Exchange Act (as
amended) (“FIEA”). Eaton Vance Asia Pacific Ltd. is acting as an intermediary to promote asset management capabilities of Eaton Vance Management (International) Limited and other Eaton Vance group
affiliates to registered financial instruments business operators conducting the Investment Management Business, as defined in the FIEA. Eaton Vance Asia Pacific Ltd. is a member of JIAA Japan with
registration number 01202838.
In Singapore, Eaton Vance Management International (Asia) Pte. Ltd. (“EVMIA”) holds a Capital Markets Licence under the Securities and Futures Act of Singapore (“SFA”) to conduct, among others, fund
management, is an exempt Financial Adviser pursuant to the Financial Adviser Act Section 23(1)(d) and is regulated by the Monetary Authority of Singapore (“MAS”). Eaton Vance Management, Eaton
Vance Management (International) Limited and Parametric Portfolio Associates® LLC holds an exemption under Paragraph 9, 3rd Schedule to the SFA in Singapore to conduct fund management activities
under an arrangement with EVMIA and subject to certain conditions. None of the other Eaton Vance group entities or affiliates holds any licences, approvals or authorisations in Singapore to conduct any
regulated or licensable activities and nothing in this material shall constitute or be construed as these entities or affiliates holding themselves out to be licensed, approved, authorised or regulated in
Singapore, or offering or marketing their services or products.
In Australia, EVMI is exempt from the requirement to hold an Australian financial services license under the Corporations Act in respect of the provision of financial services to wholesale clients as defined
in the Corporations Act 2001 (Cth) and as per the ASIC Corporations (Repeal and Transitional) Instrument 2016/396.
EVMI is registered as a Discretionary Investment Manager in South Korea pursuant to Article 18 of Financial Investment Services and Capital Markets Act of South Korea.
EVMI utilises a third-party organisation in the Middle East, Wise Capital (Middle East) Limited ("Wise Capital"), to promote the investment capabilities of Eaton Vance to institutional investors. For these
services, Wise Capital is paid a fee based upon the assets that Eaton Vance provides investment advice to following these introductions.
In Germany, Eaton Vance Management (International) Limited, Deutschland (“EVMID”) is a branch office of EVMI. EVMID has been approved as a branch of EVMI by BaFin.
Mutual Funds are distributed by Eaton Vance Distributors, Inc. (“EVD”). Two International Place, Boston, MA 02110, (800) 225-6265. Member FINRA/ SIPC.
Eaton Vance Investment Counsel. Two International Place, Boston, MA 02110. Eaton Vance Investment Counsel is a wholly-owned subsidiary of EVC and is registered with the SEC as an investment adviser
under the Advisers Act.
Investing entails risks and there can be no assurance that Eaton Vance, or its affiliates, will achieve profits or avoid incurring losses. It is not possible to invest directly in an index. Past performance is
not a reliable indicator of future results.

Past performance is not a reliable indicator of future results.
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About Risk
Investments in equity securities are sensitive to stock market volatility. Equity investing involves risk, including possible loss of principal. Investments in non-US instruments or currencies can involve
greater risk and volatility because of adverse market, economic, political, regulatory, geopolitical or other conditions. In emerging countries, these risks may be more significant.

About Eaton Vance
Eaton Vance provides advanced investment strategies and wealth management solutions to forward-thinking investors around the world. Through principal investment affiliates Eaton Vance Management,
Parametric, Atlanta Capital, Hexavest and Calvert, the Company offers a diversity of investment approaches, encompassing bottom-up and top-down fundamental active management, responsible
investing, systematic investing and customized implementation of client-specified portfolio exposures. Exemplary service, timely innovation and attractive returns across market cycles have been hallmarks
of Eaton Vance since 1924.

For further information, please contact:
Eaton Vance Management
Two International Place, Boston, MA 02110
800.836.2414 or 617.482.8260 | eatonvance.com

©2019 Eaton Vance Management

Eaton Vance Management (International) Limited
125 Old Broad Street, London, EC2N 1AR, United Kingdom
+44 (0)203.207.1900 | global.eatonvance.com

4036 | 9.30.19

