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Outlook on Europe
Recently, Europe has been at the center of growing unease about the state of the global economy. While corporate management is not see-
ing signs of a significant slowdown, many investors are now concerned that the current uncertainty will feed into the real economy, which 
could curtail growth and exacerbate the sovereign debt crisis. The European market has fallen to 2008 levels, following the Lehman bank-
ruptcy, and we find valuations across a range of companies increasingly compelling. In the near term, we believe equity markets are likely to 
remain driven by sentiment, with political news and economic data being the most significant swing factors.

News headlines have been dominated by discussions of a Eurozone rescue package among the 17 governments. In coming months, markets 
are likely to continue to force the hand of European governments on a decision. This is likely to exacerbate the current event-driven nature 
of the market and make indices increasingly opaque.

Regardless of whether European politicians can come to an agreement on a solution to the Greek debt crisis, Europe’s economy is entering 
a slower period. This soft patch may be worsened by the escalating uncertainty about economic growth, which we believe will sap consumer 
and business confidence. Although growth indicators worldwide have weakened, they have not slowed as much as predicted, which leaves 
some room for optimism. It is also worth noting that summer is a traditionally slower period for companies in Europe, which has created a 
degree of uncertainty about the extent of the effects of the debt crisis on European businesses.

While earnings prospects have dimmed, we do not anticipate a significant decrease in corporate profits. Although many companies are 
reining in their earnings outlooks, most firms are not expecting the profit declines witnessed in 2008 and 2009. In our view, the majority of 
European businesses are much healthier today than they were in the wake of the financial crisis, as stronger cash flows, balance sheets, and 
business models have acted as a buffer against economic headwinds. 

We believe that Eurozone economies should benefit from low borrowing costs now and for the foreseeable future. The possibility that the 
European Central Bank will reverse this year’s interest rate hike should also benefit European businesses and consumers. We have con-
cluded that, at worst, interest rates are likely to be frozen well into next year. 

High stock correlations have offered good opportunities for stock pickers. Many quality companies with strong profit margins and cash flows 
have suffered, as the recent market sell-off has been relatively indiscriminate. In addition, in our view, equities offer attractive yields com-
pared to other financial instruments. We believe the current weakness in equity markets should allow us to improve the risk/return profile 
of our European strategies as we seek to improve the quality of companies in our strategies at attractive prices.

In our view, it is clear that geopolitical risks are on the rise. Financial market volatility is likely to remain elevated as well, at least until 
European sovereign debt issues are resolved. We find the risk of economic contraction to be an area of concern as that would add more pres-
sure on sovereign debt issues. On the other hand, current market conditions in Europe have resulted in attractive valuations, in our opinion, 
and we continue to find significant opportunities. 
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Published on October 7, 2011.

Past performance is not a reliable indicator of future results.

The securities mentioned are not necessarily held by Lazard for all client portfolios, and their mention should not be considered a recommendation or solicitation to purchase or sell 
these securities. It should not be assumed that any investment in these securities was, or will prove to be profitable, or that the investment decisions we make in the future will be 
profitable or equal to the investment performance of securities referenced herein.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, and this may result in a loss. Securities in certain non-domestic countries may be less liquid, 
more volatile, and less subject to governmental supervision than in one’s home market. The values of these securities may be affected by changes in currency rates, application of a 
country’s specific tax laws, changes in government administration, and economic and monetary policy.

This report is being provided for informational purposes only. It is not intended to be, and does not constitute, an offer to enter into any contract or investment agreement in respect 
of any product offered by Lazard Asset Management, and should not be considered as an offer or solicitation with respect to any product, security, or service in any jurisdiction or in 
any circumstances in which such offer or solicitation is unlawful or unauthorized or otherwise restricted or prohibited. The information and opinions presented in this report have 
been obtained from sources believed by Lazard Asset Management to be reliable. Lazard Asset Management makes no representation as to their accuracy or completeness. All opin-
ions and estimates expressed herein are as of the published date, and are subject to change.
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