European equities offer a magical trinity of opportunity, says AllianzGI’s Neil Dwane
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Current monetary policy and inflation have driven bond yields down to a level such that investors are receiving a negative real return.  In the UK, 10-year gilts yield 2.3%, inflation is hovering somewhere around 4% and even 50-year bond yields 3.2%.  So UK savers are struggling to get a real return on their investments. Against this backdrop Neil Dwane, CIO Europe at Allianz Global Investors, comments on the investment opportunities that can be found amongst unloved European companies. 

Neil Dwane says: “The hunt for income by both private and institutional investors is on.  Many investors have now begun to look at equities as a route to boosting the income from their investments rather than the more traditional bonds or credit.

“It is a consensus to say from an investment perspective everyone hates Europe.  Investors are worried about the euro and what’s happening in the EU. This has led European equities to look very cheap, very under-owned and very unloved.  In our view this makes for a magical trinity of opportunity for investors prepared to take a medium to long-term investment horizon.  We believe that Europe still looks very attractive both on price/ earnings and dividend yield valuations, and Europe looks particularly cheap compared to the US.

“European companies are not only less leveraged than American companies but they are also likely to pay out more of their dividends to shareholders, a theme that has been emerging over the last seven to ten years. When we look not only at how we can protect investors’ wealth in these challenging circumstances, but also how we can enhance it, the case for equities and investing in dividend yielding companies is that you are investing in a ‘living’ economic organism with the ability to adjust and adapt to the economic and financial conditions in which it operates.

“Obviously, valuations are crucial.  We find that on current earnings assessments that many equity markets around the world look very attractive.  It is fair to say on medium and longer term valuations like the Graham & Dodd PEs, that the US equity markets looks expensive and Europe and Japan look more attractive.  

“We look for companies that become more highly valued because they have strong business models and are open to the economic growth and prospects around the world.  We may also find that emerging markets which offer growth become more highly valued than developed markets.  Also, and perhaps more importantly, we will find that investors continue to seek real income growth that will allow them to protect the real value of their investments and the real purchasing power of their savings.  We think that dividends will be a crucial part of this solution.”
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