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EUROPEAN EQUITIES OUTLOOK Q1 2025

Looking forward after a good
performance in 2024 amid o
difficult environment

In 2024, European equities posted a second consecutive year
of strong performance despite several significant headwinds.
Indeed, an unsteady political environment, a weaker than

expected recovery in China, and the ongoing interest rate Key outlook takeaways

rollercoaster all presented issues for European corporates. « Economy: business as usual, unfortunately. We
So how did we end up with a positive performance? Several expected low growth in most major European
factors lie behind this. First, undemanding valuations at economies, but corporates will benefit from

the start of the year allowed some room for rerating on the growth outside Europe.

back of easing concerns regarding recession and a possible « Undemanding valuations: any stronger

hard landing. Second, earnings growth has been resilient in economic recovery is, at these valuations, more
most sectors and disappointments quite isolated . And third, a “free option”.

dividend payouts have remained very attractive — around * Politicallenvironment: clear risks. but.also
3.5% in 2024 for MSCI Europe. opportunities. '

¢ Earnings: we expect growth again in 2025,
though from lower than anticipated levels, and
supported by a weak euro.

e Sectors: observing whether cyclicals keep
outperforming will be crucial, and maintaining
diversification to improve risk/reward key.
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So, given the context, European equities performed well

— with MSCI Europe posting a net return of 8.6% for year —
though less favorably than US markets where, for instance,
the S&P 500 returned around 25% in 2024.

Looking back

Looking back at 2024, we can make severable notable
observations regarding European equities. Once

again - for the fourth consecutive year — small caps
outperformed large caps, while “growth” underperformed
“value” due to a strong performance from financials and
telecommunications Higher longer term interest rates and
the underperformance of European tech also contributed
to growth underperformance.

Country specific factors also played an outsized role

in 2024 with, for example, French stocks suffering from
domestic political travails and instability — as well as the
luxury sector coming under pressure — while Spain and
Italy benefited form the ongoing recovery of the Southern
European banking sector. In Germany, we saw a strong
stock market performance, largely thanks to several

key corporates posting stellar returns — SAP was up 72%
for the year, alone making up 41% of the DAX's 2024
performance. Switzerland underperformed its European
peers somewhat — the index heavyweight Nestlé posting
disappointing organic growth, as well as two negative
earnings revisions, was a key contributor here.

Sector focus

As mentioned above, the luxury sector — often a standout
European performer — has come under pressure, driven

in large part by falling sales in China. Indeed, industry
bellwether LVMH recorded a 3% sales decline in Q3 2024.

This was its weakest quarter since the financial crisis
(excluding the pandemic), though there is some expectation
that we are now close to the bottom of the cycle.

Banks across Europe benefited from high interest margins,
better than expected loan losses, as well as efforts to
consolidate the sector, especially in Italy. Staying with
financials, insurance also posted strong profits, and

the longer-term prospects for the life segment are also
improving thanks to the changing interest rate environment.
This is also helpful for general insurers, who benefit from a
positive spread between declining claims inflation and price
increases due to previous inflationary trends.

Turning to industrials, weak economic growth in Europe
and weak demand from China combined to present
significant headwinds. However, irrespective of this
cyclicality, several European industrial champions

have continued to benefit from secular trends such

as electrification, data center proliferation, and the
digitalization of industrial value chains. Chemicals
delivered double-digit earnings growth — but only thanks
to very weak results in 2023 where earnings dropped
by around 40%. And European tech suffered an usual
year, with the positive expectations of one year ago
turning into negative earnings growth, mainly driven by
difficulties in the semiconductor/equipment space.

Overall, most European sectors posted earnings growth
in 2024. However, one clear negative outlier was
automotive with all major manufacturers issuing profit
warnings. Of course, this is a sector currently in a state
of flux due to the transition to electric vehicles and the
effect of strong new competition from Chinese players.

Chart 1: European sectors: 2024 EPS growth (yoy) versus last year’s expectations
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Outlook

Taking a broad view, the key European economies will
unfortunately continue to post lackluster growth in
2025, despite some corporates benefiting from better
fundamentals outside of Europe. Indeed, current
consensus points towards average eurozone GDP growth
of around 1%, but with even lower expectations for
the major economies and the risks being more to the
downside — recent manufacturing PMls remain weak
(German 42.5, France 41.9) and some patience will

be required before we can see improvements. While
potential tariffs also present a further risk factor, some
support should come from further ECB rate cuts.

Of course, the political environment — both within

Europe and outside — will weigh heavy on potential
outcomes in 2025. While possible tariffs have, so far,
dominated discussions around the effect of the second
Trump Presidency, the impact will go well beyond this.

For instance, many European corporates have sizeable

US businesses with local production and/or localized
services. These entities may benefit from lower corporate
taxes. Furthermore, European corporates might benefit

in a relative perspective if new US tariffs are focused on
Chinese imports. And the impact of various proposed
policies — such as tariffs and immigration — on inflation and
the US fiscal deficit is yet to be seen. In this respect, the
positive impact the election result had on US stock markets
may revert at some point during the coming months.

Closer to home, we are still seeing some fallout from the
recent political turbulence in France — French government
spreads remain elevated compared to Germany at around
80bps on 10-year debt. While, from the perspective of

Chart 2: MSCI Europe earnings per share

equity markets, current spread levels are manageable,
the elevated debt position combined with the expected
fiscal deficit will remain something to be aware of. In
Germany, the situation is different — the economy remains
very well positioned from the perspective of “balance
sheet capacity”, with around 63% debt-to-GDP ratio at
end of 2024, but still lacks growth and some key sectors
such as automotive face structural challenges.

Yet European political events also present opportunities,
as well as risks. Current polls suggest the upcoming
German election will probably lead to a more business-
friendly coalition - led by the conservative CDU and
with Friedrich Merz as the new chancellor. However, it is
far less clear which party or parties will join a potential
coalition, and even whether the liberal FDP will remain
in parliament at all. Key here will be looking to ease

the strict German policy on fiscal deficits in a way that
fosters innovation, supports education and training, and
improves infrastructure.

In terms of earnings, we expect a return to growth,
though from lower than anticipated levels due to
negative revisions in Q4 2024, while also being
supported by a weak euro. Indeed, while earnings
growth in 2024 was lackluster — especially compared to
the US - profits have stabilized at healthy levels. And
given sizable businesses outside the eurozone for many
key players, a weaker euro should also contribute to
earnings growth.

Having risen in the first half of 2024, but fallen in the
second half, we note a recent, albeit still modest pick-up
in 12-month forward earnings.
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While earnings growth in Europe in 2025 is likely to be
relatively broad-based, there are several sectors that may
be poised to deliver above average results. For instance,
we expect the tech sector to return to double digit growth
after a lackluster 2024 as Al-related capital expenditure
continues and demand for non-Al semiconductors
continues to recover. Industrial goods will continue to
benefit from structural trends such as electrification, while
we expect European pharmaceuticals to benefit from both
highly successful drugs and a stronger USD.

In consumer-related sectors, more caution regarding a
return to strong growth is required as, the substantial
prices increases of recent years continue to be digested
and, further afield, a meaningful improvement in
consumer sentiment in China is awaited — something that
is key to the European luxury sector. Meanwhile, earnings
growth for European banks will be more subdued after a
healthy few years driven by net interest margins.

The strong outperformance of cyclicals we have seen

in the clear risk-on environment since September

may continue in the near term, but we expect a more
balanced performance for the rest of the year as new
policy announcements from the incoming administration
may lead to greater volatility. However, any significant

loosening of fiscal policy in Germany or progress towards
peace and reconstruction in Ukraine my lead to continue
strength in cyclicals.

Conclusion

After a strong 2024 for global and European equity
markets, we also expect positive returns for 2025. Indeed,
while we should not ignore the risk factors discussed
above, there is also potential key upside risks for
European equities. For instance, Chinese stimulus could
be bolder than expected, a worst-case scenario of high
and broad-based US Tariffs might be avoided, and an
end to the war in Ukraine may be on the horizon. And the
outcome of the German elections may result in and fiscal
stimulus leading to re-ignited economic growth.

Overall, European equity markets remain well diversified
and, at current valuation levels, offer an attractive
balance of risk and reward, as well as a diversification
benefit compared to more concentrated US stock
markets. Indeed, European valuations continue to look
undemanding, and the discount to the US has further
increased — while this is clearly influenced by sector
composition, we are also observing strong European
companies trading at significant valuation discounts
compared to similar US peers.

Chart 3a: Valuation Europe vs. US and Chart 3b: Relative Valuation

Valuation Europe vs. US
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Forecasts do not predict future returns.

Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal
invested. Past performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only.
This document does not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an
offer to sell or a solicitation of an offer to buy any security.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at
the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the
data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication,
extraction or transmission of the contents, irrespective of the form, is not permitted. This material has not been reviewed by any regulatory
authorities. In mainland Ching, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and
is for information purpose only. This document does not constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic
and General Resolution No. 622/2013 of the NSC. This communication’s sole purpose is to inform and does not under any circumstance
constitute promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian residents pursuant to
part 4 of Decree 2555 of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a product or the
provision of a service offered by Allianz Global Investors. Via reception of this document, each resident in Colombia acknowledges and
accepts to have contacted Allianz Global Investors via their own initiative and that the communication under no circumstances does not
arise from any promotional or marketing activities carried out by Allianz Global Investors. Colombian residents accept that accessing any
type of social network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may
access specific information on the products and services of Allianz Global Investors. This communication is strictly private and confidential
and may not be reproduced, except for the case of explicit permission by Allianz Global Investors. This communication does not constitute
a public offer of securities in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010. This communication and
the information provided herein should not be considered a solicitation or an offer by Allianz Global Investors or its affiliates to provide
any financial products in Brazil, Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz Global Investors Asia Pacific
Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional /professional investors only, and is

not directed to the public or individual retail investors. AllianzGI AP is not licensed to provide financial services to retail clients in Australia.
AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001
(Cth) pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGI AP is
licensed and regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws.

This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors GmbH, an investment
company in Germany, authorized by the German Bundesanstalt fr Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors
(Schweiz) AG; Allianz Global Investors UK Limited, authorized and regulated by the Financial Conduct Authority; in HK, by Allianz Global
Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors
Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in Japan, by Allianz Global
Investors Japan Co., Ltd,, registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local
Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment Advisers Association, the Investment
Trust Association, Japan and Type Il Financial Instruments Firms Association; in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by
Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global Investors Asset Management Indonesia licensed by
Indonesia Financial Services Authority (OJK).
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