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In the face of economic uncertainty, European equities offer opportunities 
for the selective quality growth investor. In 2024, we foresee inflation to  
be stickier and longer lasting with slower economic growth, particularly  
in the US and China. In Europe and the UK, we continue to forecast 
ongoing stagflation. Despite the muted growth outlook, the expected  
pivot by the European Central Bank (ECB), and other central banks, has 
the potential to be supportive for equity markets. European equities also 
offer more valuation support relative to history and other developed 
market equities. We see opportunities for long term investors in structural 
growth segments such as high-end consumer goods, energy transition  
and disruptive technology.

Inflation is likely to continue to ease in 2024, but there remains the risk of persistent inflationary pressures. The result of: (i) wage 
inflation, (ii) deglobalisation, (iii) technological and geopolitical fragmentation, and (iv) energy transition.

Wage inflation is the predominant contributor. Although easing in some geographies, it has the potential to persist as wages 
need to catch up with the elevated Consumer Price Index (CPI) levels. This sticky inflationary backdrop is likely to put more 
downward pressure on corporate margins. It is therefore, in our view, critical to focus on companies that have pricing power and 
are able to protect their margins effectively. 

Monetary policies have peaked or are close to peaking. We do not expect any cuts from the European Central Bank (or any 
western central bank) until the second half of 2024, neither do we think they will hit their inflation targets until 2025. Central 
banks have shifted towards being data dependent and reactionary in their policies. This can fuel further volatility, as the markets 
speculate on central bank policies each time new inflation data is released. Given such environment it is important for investors 
to look at the bigger picture. When the time comes and central banks do pivot towards rate cuts, we believe this will provide 
more support for long-duration equities, particularly quality growth stocks.

Zehrid Osmani
Head of Global Long Term 
Unconstrained
Senior Portfolio Manager

We see opportunities for 
long term investors in 
structural growth segments 
such as high-end consumer 
goods, energy transition and 
disruptive technology.
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Source: Martin Currie, FactSet and OECD. As at 31 October 2023.
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Against this backdrop we believe investors need to focus on companies with strong structural growth opportunities. Companies 
that can generate their own weather in an environment of low growth. In Europe, one such opportunity is high end consumption, 
which is gained through luxury stocks.

The magnitude of rates rises will likely bite the consumer in our view, with the impact likely to be more marked in mass-market 
consumption.  It is therefore important to be selective on consumer stocks. Our preference is for well-established luxury names 
and those mass-market brands with strong momentum, notably sports-apparel. These are more immune to some of the cyclical 
headwinds that we foresee in 2024. Downtrading and private labelling, the purchase of cheaper brands, and retailers using their 
labels on other manufacturers brands will be notable trends.

Although slowing Chinese growth is a headwind to European consumer stocks, any speculation of stimuli to the Chinese 
economy will be supportive to these companies. Therefore, focusing on structural growth becomes even more important. We put 
a probability of further stimuli in China at c.60-70% for 2024, given that the authorities will have to tackle structural headwinds, 
and slowing economic momentum. 

European stagflation to remain in 2024, with lacklustre corporate earnings growth 

In 2024, Europe’s leading indicators point to a backdrop of continuing stagflation. The region is more cyclically sensitive to both the 
global and Chinese economic cycles. These show signs of losing momentum, due to the impact of last year’s rapid interest rate rises, 
slowing US economic growth (with the potential risk of recession), and China’s post-lockdown reopening tailwind dwindling. The 
Inflation Reduction Act in the US could potentially have negative implications for European competitiveness, which could lead to 
further nationalistic tensions between blocs. 

Against this backdrop we believe investors need to focus on companies with strong  
structural growth opportunities. Companies that can generate their own weather in  
an environment of low growth. 
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Looking at wider structural growth opportunities, there is the ongoing focus on investing for a transitioning world towards net-zero 
and the seismic shift brought on by Artificial Intelligence. The rate of innovation is likely to continue to increase, and with it, 
disruption risk to traditional businesses is likely to continue to rise. We continue to focus on eight mid-term thematic opportunities, 
which sit within our three mega-trends of Demographic Changes, Future of Technology, and Resource Scarcity. 

Source: Martin Currie and FactSet as at 30 November 2023. Data presented is for the Martin Currie European Long-Term Unconstrained representative account.
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European stocks are attractively valued – but 
valuation discipline remains critical 

European equity valuations continue to provide an 
attractive opportunity, trading at discount to both their 
cyclically adjusted ten-year averages and to US equities. 
This can partly be explained by the outsize influence of the 
so called ‘Magnificent Seven’* technology stocks on the US 
index. Even adjusting for the prominence of technology 
stocks in the US index, European equities still have 
supportive valuations versus the US. It is in any case 
important to remain disciplined in terms of valuation 
approach, which we always assess on a stock specific basis. 

On European corporate earnings, with a background of 
stagflation, consensus estimates of +6% growth seem too 
high to us (we estimate +3%). This brings the risk of 
earnings downgrades, meaning it is important to focus on 
companies with resilient earnings. Companies that can 
resist downward revisions, or that can actually surprise 
positively, notably if helped by exposure to structural 
growth drivers.

Source: FactSet. Forward PE as at 30 November 2023.

Risks remain in 2024 

Even if we are entering a year where monetary policies will become more supportive for financial markets, risk remain. The most 
pertinent for European equities are:

the geopolitical risks related to China, given the sensitivity of Europe to the China and Global cycle

the European parliamentary elections, where the risk could be a shift towards the right, impeding EU policy initiatives 

energy independence, and the ongoing risk related to securing alternative energy sources. 

Even adjusting for the prominence of technology stocks in the US index, European equities  
still have supportive valuations versus the US. It is in any case important to remain disciplined 
in terms of valuation approach, which we always assess on a stock specific basis. 
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Source: FactSet as at 30 November 2023. Indexes are unmanaged and one  
cannot directly invest in them. They do not include fees, expenses or sales charges. 
Past performance is not an indicator or a guarantee of future results. 



WHAT ARE THE RISKS?

Past performance is no guarantee of future results.  Please note that an investor cannot invest directly in an index. Unmanaged index returns do 
not reflect any fees, expenses or sales charges.

Equity securities are subject to price fluctuation and possible loss of principal. Fixed-income securities involve interest rate, credit, inflation and 
reinvestment risks; and possible loss of principal. As interest rates rise, the value of fixed income securities falls. International investments are subject 
to special risks including currency fluctuations, social, economic and political uncertainties, which could increase volatility. These risks are magnified in 
emerging markets. Commodities and currencies contain heightened risk that include market, political, regulatory, and natural conditions and may not 
be suitable for all investors.

U.S. Treasuries are direct debt obligations issued and backed by the “full faith and credit” of the U.S. government. The U.S. government guarantees the 
principal and interest payments on U.S. Treasuries when the securities are held to maturity. Unlike U.S. Treasuries, debt securities issued by the federal 
agencies and instrumentalities and related investments may or may not be backed by the full faith and credit of the U.S. government. Even when the U.S. 
government guarantees principal and interest payments on securities, this guarantee does not apply to losses resulting from declines in the market value 
of these securities.

China may be subject to considerable degrees of economic, political and social instability. Investments in securities of Chinese issuers involve risks that 
are specific to China, including certain legal, regulatory, political and economic risks.

Definitions
The Inflation Reduction Act was signed into law by US President Joe Biden on August 16, 2022. The Act aims to curb inflation  
by reducing the deficit, lowering prescription drug prices, and investing into domestic energy production while promoting  
clean energy.
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IMPORTANT LEGAL INFORMATION
This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or 
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be 
reproduced, distributed or published without prior written permission from Franklin Templeton.
The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date 
and may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and 
may differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis 
of every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, 
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go 
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of 
future performance. All investments involve risks, including possible loss of principal.
Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in 
that connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material 
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from 
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete 
or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor 
be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if 
any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this 
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user. 
Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their 
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for 
further information on availability of products and services in your jurisdiction.

Issued in the U.S. by Franklin Distributors, LLC, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com–Franklin Distributors, LLC, member 
FINRA/SIPC, is the principal distributor of Franklin Templeton U.S. registered products, which are not FDIC insured; may lose value; and are not bank guaranteed and are available only in jurisdictions 
where an offer or solicitation of such products is permitted under applicable laws and regulation.
Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca.
Offshore Americas: In the U.S., this publication is made available only to financial intermediaries by Franklin Distributors, LLC, member FINRA/SIPC, 100 Fountain Parkway, St. Petersburg, Florida 
33716. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. Investments are not FDIC insured; may lose value; and are not bank guaranteed. Distribution 
outside the U.S. may be made by Franklin Templeton International Services, S.à r.l. (FTIS) or other sub-distributors, intermediaries, dealers or professional investors that have been engaged by  
FTIS to distribute shares of Franklin Templeton funds in certain jurisdictions. This is not an offer to sell or a solicitation of an offer to purchase securities in any jurisdiction where it would be illegal to 
do so.
Issued in Europe by: Franklin Templeton International Services S.à r.l.–Supervised by the Commission de Surveillance du Secteur Financier–8A, rue Albert Borschette, L-1246 Luxembourg. Tel: 
+352-46 66 67-1 Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. South Africa: Issued by Franklin Templeton Investments SA 
(PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 831 7400 Fax: +27 (21) 831 7422. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 
Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The 
Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100 Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management 
Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority. 
Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne, Victoria 3000. 
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 17/F, Chater House, 8 Connaught Road Central, Hong Kong. Japan: Issued by Franklin Templeton Japan Co., Ltd., Shin-
Marunouchi Building, 1-5-1 Marunouchi Chiyoda-ku, Tokyo 100-6536, registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance Bureau 
(Financial Instruments Business Operator), No. 417]. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd. 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, 
Seoul Korea 07241. Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed 
by Securities Commission Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec Tower One, 038987, Singapore.
Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.


