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Share prices in Europe have fallen markedly since the second quarter
of 2018.

We seek to determine the appropriate level of stock market indices in
the euro zone, and therefore the current degree of equity market
undervaluation. We will therefore analyse:

= The outlook for earnings per share, given the trend in corporate
profitability and the economic cycle;

= The outlook for the PER (or the risk premium on equities), given
the outlook for interest rates and long-term growth.

We then believe that the level of the euro zone’s stock market index is
currently 25% too low compared with its normal level.
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Marked decline in the euro-zone equity market in 2018

Charts 1A and B show the marked decline in the euro-zone equity market from the second

quarter of 2018.
Chart1A Chart1B
Euro Stoxx stock marketindex (2002:1 =100) Euro Stoxx stock marketindex (2014:1=100)
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This decline seems very excessive: companies’ profitability continues to improve (Chart 2A)
and so do their ratings (Chart 2B).
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At the end of 2018, the PER was very low and the equity risk premium was very high
(Charts 3A and B).
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We therefore seek to determine the appropriate level of the euro-zone equity market in
early 2019.



A NATIXIS

BEYOND BANKING

Outlook for earnings per share
Corporate profitability in the euro zone (Chart 2A above) is bolstered by:

- The limited acceleration in unit labour costs despite the fall in unemployment (Chart 4);

Chart 4
Euro zone: Unit labour costs and unemployment
rate
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- The low level of interest payments on debt (Chart 5) thanks to low interest rates.

Chart 5
Euro zone: Interest paid by companies
(as % of nominal GDP)
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Table 1 shows the consensus forecasts for earnings per share.

Table 1: Earnings per share (consensus, as % per year)

Year Euro Stoxx
2017 15.6
2018 6.5
2019 8.3
2020 8.5

Sources: Datastream, Natixis

Given the outlook for growth and profitability, our econometric estimations lead to a forecast
of earnings per share growth of around +6% per year in 2019 and 2020, a little lower than
the consensus.
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Outlook for the PER

The ECB will probably hardly raise its interest rates from the end of 2019.

Chart 6A shows that financial markets do not expect any hike in short-term interest rates, Chart
6B that they expect a limited rise in long-term interest rates.

Chart 6A
3-monthEuribor contracts

Dec. 2018 maturity
Dec. 2019 maturity
089 e Dec. 2020 maturity

Sources: Datastream, Natixis

0,8

Chart 6B

Germany: Interestrate on 10-year government

bonds (as %)

e 10-year interest rate

10-year interest rate in 1 year
--------- 10-year interest rate in 2 years

Sources: Datastream, Natixis
T

-04

Jan-17  Jul-<17  Jan-18 Jul-18 Jan-19  Jul-19

-0, 0,0 +

,Jan-17

Jul-<17  Jan-18  Jul-18  Jan-19  Jul-19

r14
F1.2
10
- 08
- 06
- 04
- 0,2

0,0

Chart 7 shows nominal potential growth in the euro zone, calculated as the sum of the trend
in productivity gains, labour force growth and growth in the GDP deflator.

Chart7
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We compare the PER on the Euro Stoxx to the gap between 10-year interest rates in
Germany and nominal potential growth (Chart 8).

Chart 8
Euro zone: Euro Stoxx forward PER and gap
between interest rate on 10-year government bonds
and potential growth
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We see that at the current level of the gap between the 10-year interest rate in Germany
and nominal potential growth in the euro zone (-210 basis points), the PER should be far
higher, around 15.5 and not 12, which corresponds to a 30% undervaluation.

Conclusion: What would be a "reasonable” level of the Euro
Stoxx in early 20197

We have seen that:

We should expect earnings per share growth for the Euro Stoxx of around 6% per year
in 2019-2020. The consensus forecasts of earnings per share growth are therefore 2.5
percentage points per year too high;

The PER on the Euro Stoxx that corresponds to the long-term interest rate and
nominal potential growth is around 15.5 and not 12.

All things considered, this indicates that the euro zone’s stock market index is currently
25% too low.
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for any internal and/or external advice that you consider necessary or desirable to obtain, including from any financial, legal, tax or accounting adviser, or any other specialist, in order to verify in particular that the transaction described in this
document complies with your objectives and constraints and to obtain an independent valuation of the transaction, its risk factors and rewards.

Natixis is supervised by the European Central bank (ECB).

Natixis is authorized in France by the Autorité de Contréle Prudentiel et de Régulation (ACPR) as a Bank -Investment Services Provider and subject to its supervision.

Natixis is regulated by the Autorité des Marchés Financiers in respect of its investment services activities.

Natixis is authorized by the ACPR in France and regulated by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority in the United Kingdom. Details on the extent of regulation by the FCA and the Prudential Regulation
Authority are available from Natixis’ branch in London upon request.

In Germany, NATIXIS is authorized by the ACPR as a bank — investment services provider and is subject to its supervision. NATIXIS Zweigniederlassung Deutschland is subject to a limited form of regulation by the Bundesanstalt fiir
Finanzdienstleistungsaufsicht (BaFin) with regards to the conduct of its business in Germany under the right of establishment there. The transfer / distribution of this document in Germany is performed by / under the responsibility of NATIXIS
Zweigniederlassung Deutschland.

Natixis is authorized by the ACPR and regulated by Bank of Spain and the CNMV (Comisién Nacional del Mercado de Valores) for the conduct of its business under the right of establishment in Spain.
Natixis is authorized by the ACPR and regulated by Bank of Italy and the CONSOB (Commissione Nazionale per le Societa e la Borsa) for the conduct of its business under the right of establishment in ltaly.

Natixis is authorized by the ACPR and regulated by the Dubai Financial Services Authority (DFSA) for the conduct of its business in and from the Dubai International Financial Centre (DIFC). The document is being made available to the recipient
with the understanding that it meets the DFSA definition of a Professional Client; the recipient is otherwise required to inform Natixis if this is not the case and return the document. The recipient also acknowledges and understands that neither the
document nor its contents have been approved, licensed by or registered with any regulatory body or governmental agency in the GCC or Lebanon.

All of the views expressed in this report accurately reflect the author’s personal views regarding any and all of the subject securities or issuers. No part of author compensation was, is or will be, directly or indirectly related to the specific
recommendations or views expressed in this report.

I(WE), AUTHOR(S), WHO WROTE THIS REPORT HEREBY CERTIFY THAT THE VIEWS EXPRESSED IN THIS REPORT ACCURATELY REFLECT OUR(MY) PERSONAL VIEWS ABOUT THE SUBJECT COMPANY OR COMPANIES AND ITS
OR THEIR SECURITIES, AND THAT NO PART OF OUR COMPENSATION WAS, IS OR WILL BE, DIRECTLY OR INDIRECTLY, RELATED TO THE SPECIFIC RECOMMENDATIONS OR VIEWS EXPRESSED IN THIS REPORT.

The personal views of authors may differ from one another. Natixis, its subsidiaries and affiliates may have issued or may issue reports that are inconsistent with, and/or reach different conclusions from, the information presented herein.

Natixis, a foreign bank and broker-dealer, makes this report available solely for distribution in the United States to major U.S. institutional investors as defined in Rule 15a-6 under the U.S. securities Exchange Act of 1934. This document shall not
be distributed to any other persons in the United States. All major U.S. institutional investors receiving this document shall not distribute the original nor a copy thereof to any other person in the United States. Natixis Securities Americas LLC, a U.S.
registered broker-dealer and member of FINRA, is a subsidiary of Natixis. Natixis Securities Americas LLC did not participate in the preparation of this report and as such assumes no responsibility for its content. This report has been prepared and
reviewed by authors employed by Natixis, who are not associated persons of Natixis Securities Americas LLC and are not registered or qualified as research analysts with FINRA, and are not subject to the rules of the FINRA. In order to receive any
additional information about or to effect a transaction in any security or financial instrument mentioned herein, please contact your usual registered representative at Natixis Securities Americas LLC, by email or by mail at 1251 Avenue of the
Americas, New York, NY 10020.

The stocks mentioned might be subject to specific disclaimers. Please click on the following link to consult them:
https://www.research.natixis.com/GlobalResearchWeb/main/globalresearch/DisclaimersSpecifiques

\ Natixis - 47, quai d'Austerlitz 75013 Paris - France ANDROID APP ON Available on the
GROUPE BPCE @PatrickArt > Google
G Tel.: +33 158 32 30 00 - www.natixis.com L4 R v Google play D App Store



https://www.research.natixis.com/GlobalResearchWeb/main/globalresearch/DisclaimersSpecifiques

