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STOCKS

Magnificent Seven vs. the ‘Granolas’: How Does
Europe’s Version Stack Up?

‘Granolas’ stocks are profitable, diversified, cheap—and posting big returns.
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The US stock market has its “Magnificent Seven.” Europe has the “Granolas.” First
identified by Goldman Sachs in 2020, these 11 stocks reflect a broader segment of the
European stock market than the technology-heavy Magnificent Seven does in the US.

Besides being among the continent’s most valuable stocks, these companies share

solid earnings growth, low volatility, high and stable margins, strong balance sheets,
and durable dividends. The 11 stocks of Granolas are:

o (SKGSK
e Roche RHHBY
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e ASMLASML

e Nestle NSRGY

e  Novartis NVS

e Novo Nordisk NVO

e |'Oreal LRLCY

e [VMH Moet Hennessy Louis Vuitton LYMUY

e AstraZeneca AZN

e SAP SAP

e  Sanofi SNY

In their April 2020 report, Goldman Sachs strategists wrote: “In the US, tech is still
likely to remain the long-term winner. In Europe, it's more likely to be a combination of
structurally strong and/or stable sectors: healthcare, consumer staples, and tech ...

They might not ALL do well, but they generally have some growth and/or stability in
earnings and [dividend yields] in the 2.0%-2.5% range.”

As is the case with the Magnificent Seven in the US, the Granolas have dominated
their market. Goldman's analysts noted on Feb. 12 that they accounted for 60% of all
gains in European stocks over the past year. In fact, “From a global point of view, the
Granolas have even outperformed the so-called Magnificent /7 over the past two years
... They are a large part of the reason European equities have performed well despite
lackluster domestic GDP.”

https://www.morningstar.com/stocks/europes-version-magnificent-seve...
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Morningstar Investor: Evaluate your portfolio
from every angle.

Starting from Goldman's research and going back to 2021, we looked at the most
valuable companies in the Morningstar Europe Index, along with valuation and
fundamentals data from other databases, to understand the underlying drivers of the
Granolas stocks' outperformance.

The Magnificent Seven vs. the Granolas

There are no companies with trillion-dollar market values on the list of the top
European stocks, while six of the Magnificent Seven are valued at that level: Nvidia
NVDA, Meta Platforms META, Apple AAPL, Amazon.com AMZN, Microsoft MSFT, and
Alphabet GOOGL/GOOG. The exception is Tesla TSLA, which is worth roughly $630

billion.

The most valuable company in Europe is Novo Nordisk, the Danish pharmaceutical firm
whose obesity drug Ozempic has helped propel its earnings to new highs. Novo is
valued at $555 billion. (For a comprehensive look at Europe's largest stocks, see the
table at the bottom of this story.)
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Morningstar Investor: Evaluate your portfolio
from every angle.

The second big difference between the Magnificent Seven and Granolas is their
diversity of sectors. The Magnificent Seven are all tech-driven, though Morningstar
classifies just three (Microsoft, Apple, and Nvidia) as tech stocks. Amazon and Tesla
are consumer cyclical stocks, while Alphabet and Meta are part of the communications
services sector.

The Granolas represent a much broader cross-section of the economy, with names from
the healthcare, consumer defensive, and consumer cyclical sectors. ASML, a global
supplier of semiconductor production equipment, is the only tech stock. Multiple
Granolas companies are global leaders in their respective fields— Nestle for food,
LVMH for luxury, L'Oreal for cosmetics, and Novo for diabetes. The list also has some of
the largest pharmaceutical companies in the world. Besides Novo, there's Roche,
Novartis, Sanofi, AstraZeneca, and GSK.

Granolas Performance

Since 2021, the Granolas’ average return has been very solid. On a total return basis in
euros, an equally weighted portfolio of the companies would have doubled in value,
with a cumulative total return of 103% as of Feb. 19, compared with a cumulative total
return of 128% for their US counterparts.
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Top US and European Stocks vs. the Stoxx 600 Index
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Data as of Feb 23, 2024. Source: Morningstar Direct, FactSet

We looked at historical returns on equity as a measure of profitability. This measure is
far from perfect, particularly for companies whose profitability is driven mostly by
intangible assets. Still, it gives an idea of how profitable the top stocks are in both
Europe and the US.

Return on Equity for Top US and European Stocks
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Both groups have seen their returns on equity improve over the last few years. And
despite being more volatile, the Magnificent Seven have been significantly more
profitable than Granolas.

FUND AND ETF RESEARCH

Explore Asset
Management
Companies

Discover funds and ETFs

by asset management company and see how
parent companies stack up with the
Morningstar Parent Rating.

( Learn More
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European Stocks at a Discount

We also looked at traditional valuation ratios using consensus data to assess whether
the higher profitability of the Magnificent Seven is justified and if they trade at a
premium to their European counterparts. The chart below shows that thanks to
increasing returns on equity, valuation ratios have been declining over the last few
years. Despite this, both sets of stocks trade at significant premiums to their respective
markets.

The Granolas stocks currently trade at 31 times their expected earnings for the next 12
months. In comparison, the European market trades at 13-14 times its forecast
earnings. In the US, the Magnificent Seven currently trades at 34 times their earnings
(at a premium to the US market, which trades at about 20 times earnings).

The historical premium of the Magnificent Seven to their European counterparts makes
sense, considering their higher return on equity. The European list, which is equally
weighted, is influenced by the very high valuations of specific companies, especially
ASML and Hermes International, which trade at price/earnings multiples of about 43
and 49 times, respectively.

Looking at the Granolas’ valuations compared with their Morningstar fair value
estimates, five are undervalued. US-listed shares of GSK, Nestle, AstraZeneca, Sanofi,
and Roche are rated 4 stars, while Roche is significantly undervalued as a 5-star stock.
LVMH and Novartis are deemed fairly valued as 3-star stocks.

Among the Magnificent Seven, only Alphabet is considered undervalued, with a 4-star
rating. Microsoft, Nvidia, Amazon, and Tesla are fairly valued.

Price/Earnings Ratios for Top European and US Stocks
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Overall, Granolas stocks have provided solid returns to investors, not far from their US
counterparts. The subset is on average smaller but more diversified than the
Magnificent Seven. Their high profitability justifies their valuation premiums to the rest
of the market, but the fact that the US cohort is even more profitable explains why the
European version trades at a discount to it.

Europe's Largest Stocks
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Company Name

Novo Nordisk ADR

Lvmh Moet Hennessy
Louis Vuitton ADR*

Nestle ADR

ASML Holding ADR
L'Oreal ADR*
Roche ADR

Hermes International ADR*

Shell ADR
AstraZeneca ADR
Novartis ADR

SAP ADR
TotalEnergies ADR
HSBC ADR

Siemens ADR

Industria De Diseno
Textil ADR*

Anheuser-Busch InBev ADR

Sanofi ADR
Airbus ADR
Unilever ADR
Rio Tinto ADR

Deutsche Telekom ADR

Schneider Flectric ADR*

Ticker

NVO
LVMUY

NSRGY
ASML
LRLCY
RHHBY
HESAY
SHEL
AZN
NVS
SAP
TTE
HSBC
SIEGY

IDEXY

BUD
SNY
EADSY
UL

RIO

DTEGY

SBGSY
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Healthcare
Consumer Cyclical

Consumer Defensive
Technology
Consumer Defensive
Healthcare
Consumer Cyclical
Energy

Healthcare
Healthcare
Technology

Energy

Financial Services

Industrials
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Basic Materials

Communication
Services

Industrials
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After Earnings, Is
Salesforce Stock a
Buy, a Sell, or Fairly
Valued?

With continued positive performance

think of Salesforce stock. P
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3 Warren Buffett Stocks to Own Forever
Berkshire Hathaway's chairman expects to hold these stocks indefinitely.

Susan Dziubinski
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Why This Top Tech Fund Manager Doesn’t Own Nvidia Stock

Fidelity International’s HyunHo Sohn believes Al has great long-term potential, but that there are @D
more attractively priced ways to play the trend.

Jocelyn Jovene NVIDIA

Macy's: Raised Offer Should Be Considered
The new offer is close to our fair value estimate of Macy's stock.

David Swartz

13 Undervalued Stocks That Just Raised Dividends
DuPont, NextEra Energy, and Quest Diagnostics are among the cheap stocks with big dividend increases in February.
Tom Lauricella
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