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EUROPEAN RESILIENCE 
EUROPEAN EQUITIES FEND OFF VIRUS TROUBLES 
March 22, 2021 

European equities have outperformed global markets this year, 

overcoming vaccine hiccups and re-imposed regional lockdowns. 

Why is Europe outperforming with these negative pandemic trends? 

Because there are larger forces at play. Tailwinds from cyclical 

exposure, global revenues, monetary policy support and political 

developments keep us positive on Europe. 

Delay does not equal disruption. Europe’s economic recovery has been delayed with 

more COVID-19 cases, increased hospitalization that spurred localized lockdowns, and a 

limited vaccine supply. Several European countries briefly halted the use of the 

AstraZeneca vaccine because of potential side effects. Meanwhile, in the U.S. new cases 

have trended down and vaccinations have ramped up. As a result, the U.S. economic 

recovery has outpaced Europe’s. However, it’s important to note we view Europe’s virus-

driven setbacks as temporary. Europe’s vaccine rollout should improve over the next few 

months and a robust economic recovery in the second half of the year is still our base 

case. Investors appear to agree. European equities are up 6.9% this year (4.9% in U.S. 

dollar terms) versus a 5.4% return in global equities (4.6% in U.S. dollar terms terms).              

Cyclical and global revenue exposure. European equities are benefitting from 

economically-sensitive cyclical stocks that have rallied this year on the back of the global 

recovery. Investors have rotated into cyclicals such as financials and energy and out of 

technology stocks and more defensive sectors. European equity markets are more 

heavily weighted to cyclical “winners” from this rotation. As Exhibit 1 shows, 44% of 

European equities reside in cyclical sectors versus 33% of global equities. Also important 

EXHIBIT 1: SECTOR COMPOSITION SUPPORT  

Europe’s heavier weighting toward outperforming cyclicals, and lower weight to technology, has aided performance.   

 

Source: Northern Trust Asset Management, Bloomberg. Europe equities are proxied by MSCI Europe Index, global equities are proxied by MSCI 

ACWI Index. Total returns in local currency. Data as of 3/18/2021. 
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is that Europe’s listed companies derive more than 50% of their revenues from outside the 

region, by far the highest percentage among the major regions. This makes investors 

more confident that the improving global outlook will directly benefit Europe.  

Supportive monetary policy, better behaved yields. Another tailwind for European 

equity markets has been the European Central Bank’s direct action against rising 

government bond yields with maturities longer than five years. As a result, Eurozone 

yields have risen about half as much as U.S. yields. Also, only 8% of the European equity 

market is in the more interest-rate sensitive technology sector versus 21% of global 

equities. The sector has returned an underwhelming 0.9% year-to-date (0.4% in USD 

terms), so Europe’s underweight to technology has helped relative performance.  

Firming political leadership. Despite Europe’s vaccine struggles and accompanying 

political fallout, we recently decided to upgrade Europe’s political leadership score. This 

decision was made on the back of Mario Draghi stepping into the prime minister role in 

Italy and the prospect of more steady leadership in Germany as Chancellor Angela 

Merkel’s Christian Democratic Union party chose a more moderate candidate to succeed 

her. Also, the surge in popularity of the Green Party bodes well for future fiscal stimulus in 

Germany. These longer-term improvements trump the short-term vaccine headwinds. 

Market implications: Don’t let temporary setbacks cloud your vision. It is important to 

not get too distracted by near-term virus and vaccine struggles. The pandemic will pass 

and the economic recovery will pick up the pace later this year. Even more, we expect 

Europe will continue to benefit from its cyclical orientation, global revenue exposure, easy 

monetary policy and firming political leadership. As such, we have a moderate tactical 

overweight to developed ex-U.S. equities in our global portfolio.  

What do you think of this commentary? Click one: Like it — Just okay — Don’t like it 
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