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"THE AUTOMOTIVE INDUSTRY AT THE END OF THE TUNNEL?" 

 What has been the impact of the pandemic on the sector? 

 Many challenges still to be overcome... 

 What does the crisis follow up looks like? 

 

 

 CHART OF THE WEEK: "Attractive valuation ratios" 

 

 

 

 

 

 

 

 

 

 

 

ANALYSIS OF FINANCIAL MARKETS 

The European automotive sector is up 23% (MSCI Europe Auto and Auto-components Index) since the 

beginning of the year, better than Asian (+11%) and American (7%) manufacturers (OEMs). The sector's 

valuation is even more attractive than before the crisis, with a discount on PE close to 60% compared to 

the PE of the MSCI World Index and an absolute PE of between 7x and 9x (see chart of the week). 
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 What is the impact of the pandemic on the sector? 

Strict lockdown measures taken by governments at the beginning of the Covid-19 crisis forced car 

manufacturers to stop or slow down their assembly lines. Logistical problems began to arise from all sides, 

creating delays in the delivery of electronic components and spare parts. One of the major problems the 

sector has experienced is the disruption in the supply of semiconductors. This alone has delayed the 

production of new cars and contributed to the inflation of used car prices. More than US$34 billion worth 

of automotive components are typically imported from China each year. With the early 2020 lockdown, 

the manufacture of parts has fallen behind and slowed down the entire car production chain. In 

addition, restrictions on the movement of non-vital goods have further delayed the delivery of electronic 

components used in the automotive industry. Inventories of semiconductors in the second quarter were 

down almost 13% (see Fig. 2). 

 

Fig. 2 - Change in seasonally adjusted semiconductor stocks in 2019-1Q21  

 

 

The entire automotive industry is affected by this shortage of chips and other electronic components. This 

mainly concerns microcontrollers, which enable power steering, braking and engine management. The 

foundry and lithography of microprocessors are outsourced to two major Asian players: Samsung of 

South Korea and TSMC of Taiwan. They are the only ones capable of manufacturing semiconductors 

with an etch smaller than 7 nanometres.  The Americans, Chinese and Europeans are heavily dependent 

on these two foundries. Even when chips are designed in the US or Europe, they are manufactured in 

Taiwan or Seoul, sometimes in mainland China.  
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One of the few chipmakers not dependent on Asia, the Franco-Italian STMicroelectronics, melts and burns 

its own chips in Europe. It has not been affected by the shortage and saw its revenues grow by 39% in the 

first six months of the year, driven by strong demand from the automotive industry.  

TSMC alone supplies 70% of the miniaturised circuits used in automobiles. In 2020, at the start of the 

Covid-19 pandemic, manufacturers cut back on semiconductor production and orders. At the same time, 

demand for phones, tablets and games consoles grew strongly. As a result, foundries have shifted their 

capacity to these more sophisticated chips with higher margins. At TSMC, automotive accounts for just 

3% of sales. When the market turned around and OEMs wanted to replenish their stocks, foundries found 

themselves unable to respond quickly to the demand. 

The crisis has highlighted weaknesses in the automotive production chain and in particular the sector's 

heavy reliance on electronic component subcontractors. New strategies are being developed to remedy 

these operational risks, but the relocation of the semiconductor industry to Europe or the US will take 

many years and can only be achieved with governments subsidies. This strategy could put pressure on 

companies’ margins with products that are local but more expensive in terms of labour and capex.  

Finally, the rise in raw material prices is also weighing on the finances of automotive suppliers affected 

by the tensions on steel and plastic prices (see Fig. 3). They hope to pass on these costs to customers. 

Not to be forgotten is the race for lithium... Car manufacturers, including Tesla, Volkswagen Group, BMW, 

General Motors, Geely, Ford and many others, are investing billions of dollars to secure lithium supplies, 

diversify subcontractors and develop the production of lithium-ion batteries and battery packs in giga 

factories. 

 

Fig. 3 - The effect of raw material prices on construction costs per vehicle  

 

 

 

 

 

 

 

 

 

 

 

 

Source: Datastream, Exane BNP Paribas estimates, Atlantic Financial Group 
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 Many challenges still to overcome  

The automotive industry has existed for over a century and has always been able to respond to consumer 

demand by taking advantage of innovations. Even today, the many challenges could contribute to the 

emergence of new leaders and the disappearance of the less agile manufacturers.  

The major changes that the industry must take into account are the following: 

 The Millennial generation 

 Sustainability / circular economy 

 New connected technologies 

 Autonomous cars 

 The sharing economy 

 An imbalance of supply and demand 

 Retention of qualified employees 

 Pollution standards 

 The advent of the electric car 
 

The demand for hybrid and electric cars is accelerating 

(see Fig. 4) while the sharing economy is gaining 

momentum. Companies such as Uber have started to offer 

car-sharing services and are working on developing self-

driving cars. The use of car-sharing platforms could grow 

exponentially in the coming years, especially with the 

Millennial generation, and reduce the demand for 

passenger cars. 

 

The ever-stricter environmental regulations are having a lasting effect on the industry. The Volkswagen 

fraudulent test scandal, among others, has led to increased scrutiny of manufacturers and higher taxes 

on CO2 and NOx emissions.  

New and connected technologies are differentiating factors. Artificial intelligence and automation are 

necessary investments for OEMs to maintain market share and reduce costs. Cars equipped with 

electronics collect a huge amount of data, which examine speed parameters, performance, component 

behaviour, etc. and provide real-time information to improve passenger comfort and safety. 

Among the changes in the automotive sector, the arrival of the electric motor is a highly disruptive factor. 

Its less complex manufacture has allowed the arrival of new entrants such as Tesla and a myriad of 

Chinese start-ups. It is thanks to the electric motor that not only China but also countries like India and 

Turkey can now have national manufacturers (see Fig. 4). Any change in the value chain opens up 

opportunities for new entrants, but as the electric vehicle market grows, these opportunities will diminish, 

and cost efficiency will once again become the key. Companies will start to integrate on key components, 
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which will become elements of differentiation. The electric car market is the fastest growing market at 

the expense of diesel and petrol cars. (See Fig. 5) 

 

Fig. 4 - Electricity market share (2021) Fig.5 - Global sales by fuel type 

  

 

 

 

 

 

 

 

 

 

 How will the industry emerge from the crisis? 

The automotive industry is showing a strong rebound after an almost complete halt in 2020. The 

expected global economic growth of around 6% should sustain a good sales pace. On average, automotive 

suppliers expect sales growth of around 10%. However, vigilance is required, as well as monitoring the 

supply situation for semiconductors and the evolution of prices in the raw materials markets. Some 

geographical areas may slow down earlier than expected, such as China, and the demand recovery in 

Europe may take longer to materialise with the arrival of new variants. 

The market is attaching less and less value to the profits generated by combustion engine vehicles and 

more to new hybrid and electric models. However, thanks to an extraordinarily strong automotive 

environment, demand is outstripping supply, and allowing manufacturers to adjust their prices upwards.  

The crisis has forced OEMs to rethink their sales model. Indeed, with the closure of car dealerships during 

the downturn, many customers have been shopping online. This often results in a better customer 

experience and better margins for manufacturers. Some of which, such as Volkswagen and Daimler, have 

already started to implement specific plans in some regions and for certain products, which have resulted 

in a net price increase for the manufacturers.  

New entrants such as Tesla, NIO and Canoo have responded to the changing market by offering innovative 

vehicles at affordable prices. But more importantly, their transformation of the customer journey to buy 

a car into a simple and convenient experience poses a huge challenge to OEMs. 

 

 

Source: EV-Volume.com, Morgan Stanley, Atlantic Financial Group Source: BNEF, Atlantic Financial Group 
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Conclusion: 

The automotive sector is a constantly evolving sector, and its future is electric. Despite high barriers to 

entry, it is highly competitive and therefore sensitive to consumer preferences. It has always been able to 

sell people dreams by offering new, and sometimes futuristic, products. Today, it needs to reinvent itself 

while keeping its costs under control. The sector offers an attractive valuation compared to the market and 

could surprise by its reactivity in adversity.  
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RETURN ON FINANCIAL ASSETS 

 

Markets Performances

(local currencies)

Last 

Price

Momentum 

Indicator (RSI)
1-Week (%) 1-Month (%)

2021

Year-to-Date (%)
2020 (%) 2019 (%)

Equities
World (MSCI) 731.2         58.44 1.0% 1.2% 14.5% 16.9% 27.3%
USA (S&P 500) 4 437          62.15 1.0% 2.2% 19.1% 18.4% 31.5%
USA (Dow Jones) 35 209       57.56 0.8% 1.9% 16.2% 9.7% 25.3%
USA (Nasdaq) 14 836       60.30 1.1% 1.2% 15.6% 45.1% 36.7%
Euro Area (DJ EuroStoxx) 467.9         64.01 2.1% 3.4% 20.1% 0.8% 27.3%
UK (FTSE 100) 7 123          56.23 1.4% 0.5% 12.5% -11.4% 17.2%
Switzerland (SMI) 12 176       60.77 0.5% 1.8% 16.9% 4.3% 30.2%
Japan (Nikkei) 27 820       46.54 2.0% -2.9% 2.2% 18.3% 20.7%

Emerging (MSCI) 1 293          43.28 1.2% -3.7% 1.5% 18.8% 18.8%
Brasil (IBOVESPA) 122 810     43.04 0.8% -1.8% 3.2% 2.9% 31.6%
Russia (MOEX) 3 805          52.18 0.9% -0.8% 20.4% 14.8% 38.4%
India (SENSEX) 54 324       67.15 3.2% 2.9% 14.6% 17.2% 15.7%
China (CSI) 4 985          43.33 2.3% -2.6% -4.2% 29.9% 39.2%

Communication Serv. (MSCI World) 115.21       49.91 0.1% -0.6% 15.3% 24.2% 25.1%
Consumer Discret. (MSCI World) 402.4         46.93 0.6% -2.1% 6.7% 37.0% 28.2%
Consumer Staples (MSCI World) 277.8         46.95 -0.2% 0.5% 5.3% 8.8% 22.4%
Energy (MSCI World) 172.9         47.06 0.9% -4.3% 22.8% -27.7% 13.9%
Financials (MSCI World) 147.5         62.69 2.8% 2.8% 21.3% -3.1% 24.1%
Health Care (MSCI World) 359.2         63.09 0.6% 2.8% 14.1% 15.4% 23.3%
Industrials (MSCI World) 327.7         55.06 0.7% 0.9% 14.4% 11.8% 27.2%
Info. Tech. (MSCI World) 530.6         65.15 1.5% 2.8% 17.5% 46.2% 47.5%
Materials (MSCI World) 373.3         54.37 -0.4% 2.6% 15.7% 21.6% 20.8%
Real Estate (MSCI World) 226.4         52.26 0.5% 0.8% 17.6% -5.7% 24.0%
Utilities (MSCI World) 155.7         59.54 1.5% 3.0% 5.0% 4.8% 22.3%

Bonds (FTSE)
USA (7-10 Yr) 1.30% 52.39 -0.3% 0.8% -1.7% 9.3% 7.4%
Euro Area (7-10 Yr) -0.14% 66.71 0.1% 1.3% -0.3% 4.5% 6.7%
Germany (7-10 Yr) -0.46% 64.97 0.0% 1.5% -0.9% 3.0% 3.0%
UK (7-10 Yr) 0.61% 47.92 -0.4% 0.0% -3.1% 5.4% 4.8%
Switzerland (7-10 Yr) -0.39% 61.89 0.1% 1.0% -0.1% 0.4% 2.0%
Japan (5-10 Yr) 0.02% 57.07 0.0% 0.2% 0.3% -0.1% 0.0%
Emerging (5-10 Yr) 4.35% 54.17 -0.2% 0.4% -0.9% 5.2% 13.3%

USA (IG Corp.) 2.01% 47.68 -1.0% 0.2% -0.6% 9.9% 14.5%
Euro Area (IG Corp.) 0.17% 68.50 -0.1% 0.8% 0.7% 2.8% 6.2%
Emerging (IG Corp.) 4.26% 40.23 0.0% -0.6% 0.1% 8.1% 13.1%

USA (HY Corp.) 4.02% 53.24 -0.2% -0.2% 3.8% 7.1% 14.3%
Euro Area (HY Corp.) 2.90% 85.99 0.2% 0.6% 3.8% 2.3% 11.3%
Emerging (HY Corp.) 6.50% 40.76 0.0% -0.4% 0.3% 4.3% 11.5%

World (Convertibles) 449.3         53.68 0.4% -0.5% 4.9% 38.8% 17.3%
USA (Convertibles) 607.9         54.52 0.5% -0.6% 5.7% 54.5% 22.8%
Euro Area (Convertibles) 4 205          56.81 0.6% 0.3% 2.2% 6.1% 7.6%
Switzerland (Convertibles) 187.6         65.92 0.0% 0.4% 0.5% 0.5% 2.4%
Japan (Convertibles) 198.2         50.99 0.4% -0.4% 2.0% 2.8% 2.6%

Hedge Funds (Crédit Suisse)
Hedge Funds Indus. 711.4         75.63 -0.7% 0.4% 6.0% 2.5% 9.3%
Distressed #N/A N/A 76.89 0.7% 2.2% 10.4% 1.5% 1.4%
Event Driven #N/A N/A 77.33 0.6% 1.7% 10.2% 3.1% 8.2%
Fixed Income #N/A N/A 77.07 -0.1% 0.4% 3.8% 2.2% 6.1%
Global Macro #N/A N/A 70.91 -2.8% -0.2% 6.2% 2.0% 10.4%
Long/Short #N/A N/A 70.70 n.a. -0.6% 5.3% 3.6% 12.2%
CTA's #N/A N/A 61.65 -0.6% 1.2% 6.2% -3.2% 9.0%
Market Neutral #N/A N/A 61.35 -1.0% -0.3% 3.0% -0.1% 1.6%
Multi-Strategy #N/A N/A 73.91 -0.9% 0.1% 4.4% 1.4% 7.3%

Volatility
VIX 16.15         44.16 -11.5% -1.8% -29.0% 65.1% -45.8%
VSTOXX 17.89         45.81 -14.6% -1.3% -23.5% 67.5% -41.5%

Commodities
Commodities (CRB) 560.3         n.a. -0.3% 1.5% 26.2% 10.5% -1.9%
Gold (Troy Ounce) 1 746          28.33 -3.7% -3.5% -8.0% 24.9% 18.3%
Oil (WTI, Barrel) 68.28         40.89 -4.2% -6.9% 40.7% -20.5% 34.5%
Oil (Brent, Barrel) 68.79         36.74 -6.8% -7.0% 37.4% -23.0% 24.9%

Currencies (vs USD)
USD (Dollar Index) 92.794       59.43 0.8% 0.7% 3.2% -6.7% 0.2%
EUR 1.1756       35.80 -1.0% -1.0% -3.8% 9.7% -2.2%
JPY 110.22       46.88 -0.8% -0.1% -6.3% 5.3% 0.9%
GBP 1.3877       50.76 0.0% -0.2% 1.5% 2.8% 3.9%
AUD 0.7355       40.93 -0.1% -1.8% -4.4% 9.5% -0.4%
CAD 1.2549       45.17 -0.3% -0.8% 1.4% 1.8% 5.0%
CHF 0.9159       45.11 -1.1% -0.1% -3.4% 9.8% 1.4%
CNY 6.4776       47.13 -0.2% 0.0% 0.8% 6.7% -1.2%
MXN 20.030       47.13 -0.6% -0.8% -0.6% -4.9% 3.8%
EM (Emerging Index) 1 729.7      49.70 0.0% -0.1% 0.6% 3.3% 3.1%

Source: Bloomberg, Atlantic Financial Group Total Return by asset class (Negative \ Positive Performance)
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DISCLAIMER 

This document is issued by Atlantic Financial Group (hereinafter “Atlantic”). It is not intended for distribution, publication, or use in any jurisdiction where 

such distribution, publication, or use would be unlawful, nor is it aimed at any person or entity to whom it would be unlawful to address such a document. 

This document is provided for information purposes only. It does not constitute an offer or a recommendation to subscribe to, purchase, sell or hold any 

security or financial instrument. It contains the opinions of Atlantic, as at the date of issue. These opinions and the information herein contained do not take 

into account an individual’s specific circumstances, objectives, or needs. No representation is made that any investment or strategy is suitable or appropriate 

to individual circumstances or that any investment or strategy constitutes a personal recommendation to any investor. Each investor must make his/her own 

independent decisions regarding any securities or financial instruments mentioned herein. Tax treatment depends on t he individual circumstances of each 

client and may be subject to change in the future. Atlantic does not provide tax advice. Therefore, you must verify the above and all other information provided 

in the document or otherwise review it with your external tax advisors. 

Investment are subject to a variety of risks. Before entering into any transaction, an investor should consult his/her investment advisor and, where necessary, 

obtain independent professional advice in respect of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. The information and 

analysis contained herein are based on sources considered to be reliable. However, Atlantic does not guarantee the timeliness , accuracy, or completeness of 

the information contained in this document, nor does it accept any liability for any loss or damage resulting from its use. All information and opinions as well 

as the prices, market valuations and calculations indicated herein may change without notice. Past performance is no guarantee of current or future returns, 

and the investor may receive back less than he invested. The investments mentioned in this document may carry risks that are difficult to quantify and integrate 

into an investment assessment. In general, products such as equities, bonds, securities lending, forex, or money market instruments bear risks, which are 

higher in the case of derivative, structured, and private equity products; these are aimed solely at investors who are able to understand their nature and 

characteristics and to and bear their associated risks. On request, Atlantic will be pleased to provide investors with more detailed information concerning risks 

associated with given instruments. 

The value of any investment in a currency other than the base currency of a portfolio is subject to the foreign exchange rates. These rates may fluctuate and 

adversely affect the value of the investment when it is realized and converted back into the investor’s base currency. The liquidity of an investment is subject 

to supply and demand. Some products may not have a well-established secondary market or in extreme market conditions may be difficult to value, resulting 

in price volatility and making it difficult to obtain a price to dispose of the asset. If opinions from financial analysts are contained herein, such analysts attest 

that all of the opinions expressed accurately reflect their personal views about any given instruments. In order to ensure their independence, financial analysts 

are expressly prohibited from owning any securities that belong to the research universe they cover. Atlantic may hold positions in securities as referred to in 

this document for and on behalf of its clients and/or such securities may be included in the portfolios of investment funds as managed by Atlantic. 

 


