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The first-quarter correction has restored the relative appeal
of European equities, whose valuations remain moderate.
Nevertheless, the duration of the conflict in the Middle East
and the resulting level of energy prices will be key factors in
determining whether European equity markets can resume
their upward trend.

The first quarter of 2026 was marked by a sharp resurgence of geopolitical tensions in the
Middle East, which reignited fears of an oil shock and a temporary resurgence of
inflationary pressures. This backdrop triggered a significant correction in European
markets from the end of February onwards. However, in our view, this period of volatility
does not, for the time being, call into question the fundamentals underpinning the
European outlook: a gradually recovering economy, inflation returning to levels more
compatible with monetary easing, and equity markets whose valuations remain
significantly lower than those seen in the United States.

A global economy that remains resilient, despite the
energy crisis

In the United States, the economy has continued to show remarkable resilience.
Household consumption remained broadly healthy and the labour market stopped
deteriorating, despite an environment that has become more uncertain. At the same time,
rising energy prices linked to tensions in the Middle East have helped to reignite inflation
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expectations and fuel the view that the Federal Reserve may remain cautious for longer
than anticipated. Growth forecasts for 2026 remain robust, however, illustrating a
persistent contrast between the resilience of economic activity and the resurgence of
inflationary risks. In the eurozone, the picture is more mixed, but the underlying
momentum remains encouraging. Leading indicators stabilised at the start of the year
before being disrupted by the energy shock. The composite PMI1, however, remained
above the 50-point threshold and the manufacturing sector continued to recover,
particularly in Germany. At the same time, growth forecasts for 2026 remain close to 1%
despite revisions following recent events2, suggesting not so much a relapse as a phase of
gradual slowdown in economic activity.

This trend reinforces the view that Europe could gradually be entering a more favourable
phase if these assumptions prove correct. The expected fiscal support, particularly in
Germany, along with increased defence spending, is likely to fuel a more virtuous cycle for
the European economy, through investment, improved utilisation of production capacity
and, ultimately, greater confidence among households and businesses. The record-low
unemployment rate in the eurozone and the recovery in new industria at tl orders in
Germany are encouraging signs for this narrative.

For this to materialise, the de-escalation currently underway at the time of writing will, of
course, need to be confirmed, thereby limiting the impact of rising energy costs to a
temporary one; otherwise, the macroeconomic impact could weigh on this scenario.

European markets are being weighed down by
geopolitical risks, but valuations have become more
attractive again

It is, in fact, on the European markets that the geopolitical shock has been most clearly
felt. Whilst the Eurostoxx was significantly outperforming the US markethe end of
February, the rise in energy prices – to which Europe is more exposed – has reversed this
trend. Ultimately, US and European indices posted comparable performances in euro with
dividends reinvested over the quarter (-2.5% for the Eurostoxx and -2.7% for the S&P 5003),
with the main European indices falling significantly in March, and a particularly sharp
correction in the sectors most exposed to the economic cycle and energy costs, such as
the automotive, consumer goods and property sectors. Conversely, energy-related
sectors, and to a lesser extent telecommunications and utilities, held up better. Against
this backdrop, in the eurozone, the value style4 (+2.1%) once again outperformed the
growth style5 (-5.9%), benefiting significantly from the performance of the energy sector
(+38.4%) over the period, which was buoyed by the rise in oil prices³. This rise also
reignited expectations of short-term inflation, particularly in the United States. In Europe,
the pressure observed on sovereign yields reflected a market that was more attuned to the
potential consequences of a prolonged energy shock on the monetary policy path. This
rise in interest rates has weighed more heavily on the segments most sensitive to
duration, thereby penalising growth stocks.

However, this correction has had the effect of reducing valuations in the European market.
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Indeed, the P/E6 ratio for European equities has fallen to 13.9x expected earnings,
compared with 20.5x for the US market³. The valuation gap between the two regions
therefore remains very significant. Whilst US equities continue to command a high
premium, particularly due to the focus on large-cap technology stocks and the artificial
intelligence theme, the European market now appears to be more reasonably valued.

The most encouraging factor at this stage is that the market correction has not been
accompanied by a significant downward revision of earnings forecasts. Earnings per share
growth expectations for 2026 in Europe remain broadly around 10%³, suggesting that the
first quarter was primarily marked by a de-rating rather than a fundamental reassessment
of the underlying scenario. Should the energy shock subside, earnings growth could
therefore quickly become a supportive factor for the markets once again.

In the fixed income markets, the rise in oil prices has reignited expectations of short-term
inflation, particularly in the United States. In Europe, the pressure observed on sovereign
yields reflected a market paying closer attention to the potential consequences of a
prolonged energy shock on the monetary policy path. This rise in yields weighed more
heavily on the segments most sensitive to duration.

The ceasefire in Iran significantly alters the outlook for the
quarter

Since the end of the quarter, the situation has improved somewhat following the
announcement of a ceasefire in Iran. The subsequent fall in oil prices, along with the
immediate rebound in European indices, illustrates how quickly markets reduce the
energy risk premium once the prospect of extreme escalation recedes. In our view, this
easing of tensions is a key factor for the coming months. Should this détente be
confirmed, the main factor behind the quarter’s correction could quickly lose momentum.

In this scenario, Europe would more clearly regain the factors underpinning its trajectory:
better-controlled inflation than across the Atlantic, a monetary policy potentially more
favourable to credit, a manufacturing sector on the mend, and structural fiscal support
linked to new investment plans. In this context, earnings growth of around 10% in 2026
still seems possible to us, particularly due to favourable base effects³, even if the energy
sector will contribute more significantly, whilst current valuation levels suggest potential
for a catch-up if geopolitical risk continues to ease.

 

Conclusion

Ultimately, the first quarter of 2026 appears to be more a period of external stress than a
challenge to the European investment case. At this stage, rising oil and gas prices and
pressure on interest rates have triggered a correction, but they have also made valuations
somewhat more attractive. If the recent easing of tensions in the Middle East is confirmed,
European markets could quickly refocus on their fundamentals: a more attractive
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valuation starting point, sustained earnings momentum and a gradual improvement in the
macroeconomic environment.

 

Sehen Sie sich dieses Dokument auf unserer Website an

[1]If the figure is above 50, it indicates expansion in activity; if it is below 50, it indicates contraction.
[2] Source: IMF, April 2026.
[3]Source: Bloomberg, 31 March 2026.
[4] The term ‘value’ strategy refers to an approach where investors seek out companies that are
undervalued by the market at a given point in time; in other words, companies whose market
capitalisation is lower than it should be given their earnings and the value of their assets. Value investors
select stocks with low price-to-book ratios or high dividend yields.
[5] Investors who favour a ‘growth’ style focus primarily on a company’s earnings growth potential,
hoping that its revenue and profit growth will outpace that of its sector or the market average.
[6]Price / Earnings : Ratio cours sur bénéfices.
[7] Depreciation.

https://am.eu.rothschildandco.com/de/nachrichten/quarterly-strategy-q1-2026-european-equities/
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Disclaimer

Advertising Communication. The information, comments, and analyses contained in this document are provided for informational purposes only and
should not be considered as investment advice, tax advice, a recommendation, or investment counsel by Rothschild & Co Asset Management.
The information/opinions/data mentioned in this document, deemed legitimate and accurate on the date of publication in accordance with the
prevailing economic and financial environment at that time, are subject to change at any time. While this document has been prepared with the utmost
care using sources considered reliable by Rothschild & Co Asset Management, no guarantee is provided as to the accuracy or completeness of the
information and evaluations it contains. These are indicative in nature and may be modified without notice. Rothschild & Co Asset Management has not
independently verified the information contained in this document and therefore cannot be held responsible for any errors or omissions, nor for the
interpretation of the information contained herein. All data has been established based on accounting or market information. Not all accounting data
has been audited by a statutory auditor. Please note that past performance is not a reliable indicator of future performance and is not consistent over
time.
Additionally, given the subjective nature of certain analyses, it should be emphasized that any information, projections, estimates, anticipations,
assumptions, and/or opinions mentioned are not necessarily implemented by the portfolio management teams of Rothschild & Co Asset Management
or its affiliates, who act based on their own convictions. Certain forward-looking statements are prepared based on specific assumptions, which may
partially or entirely differ from actual outcomes. Any hypothetical estimate is inherently speculative, and it is possible that some or all of the
assumptions underlying these hypothetical illustrations may not materialize or may significantly diverge from current determinations. This analysis is
only valid at the time of drafting this report.
Published by Rothschild & Co Asset Management, a portfolio management company with capital of €1,818,181.89, located at 29 Avenue de Messine –
75008 Paris, AMF license No. GP 17000014, Paris Trade and Companies Register No. 824 540 173.
Any partial or total reproduction of this document is prohibited without the prior authorization of Rothschild & Co Asset Management and is subject to
legal action.
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Über den Geschäftsbereich Asset Management
von Rothschild & Co
Rothschild & Co Asset Management, eine Tochter der Rothschild & Co Gruppe, ist ein
unabhängiger Asset Manager, der institutionellen und semi-institutionellen Investoren
Investmentlösungen im UCITs Fondsmantel sowie in Spezialmandaten anbietet. Neben
einem aktiv gemanagten High-Conviction Ansatz bieten wir unseren Kunden Zugang zu
selektiv ausgewählten Investmentlösungen über unsere OpenArchitecture Plattform.
Unser Hauptsitz liegt in Paris mit Büros in 10 weiteren europäischen Ländern. Rothschild &
Co Asset Management verfügt über ca 200 Mitarbeiter und mehr als 50 Mrd. Euro
verwaltetem Vermögen(1).
Für weitere Informationen: www.am.eu.rothschildandco.com

(1) Quelle: Rothschild & Co Asset Management, 31/07/2026.
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