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The Gradual Normalisation of the Energy Shock Allows
European Equities to Reconnect with Their Fundamentals

The second quarter of 2026 marked an important turning point for European equities.

Anthony Bailly Following the correction at the end of March, driven by concerns over a prolonged energy
Head of European Equity shock, markets gradually regained visibility as geopolitical tensions in the Middle East
eased and energy prices declined. Brent crude ended the quarter at USD 72.9 per barrel,
broadly in line with pre-conflict levels. This easing enabled investors to refocus on the
medium-term supportive factors underpinning European markets: still reasonable
valuations, resilient earnings momentum, a gradual improvement in economic activity
and the progressive emergence of fiscal support, particularly in Germany and the defence

sector.

The quarter was not without volatility, however. Markets first rebounded sharply from
their late-March lows before entering a more mixed environment characterised by
persistent inflationary pressures, cautious central banks and significant sector rotation. In
the United States, resilient economic activity and a robust labour market reinforced
expectations of a Federal Reserve that remains highly attentive to inflation risks. In
Europe, growth remains fragile, but leading indicators have shown signs of stabilisation.
Against this backdrop, European equities benefited from a decline in the energy risk
premium, a less adverse growth outlook and investor positioning that remains relatively
underweight the region.
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A Resilient Global Economy, Yet Central Banks Remain
Constrained

The US economy continued to demonstrate resilience during the second quarter.
Consumer spending remained broadly robust, while the labour market, although slowing,
did not experience a sharp deterioration. This resilience came at a cost, however: inflation
remains above the Federal Reserve’s target, limiting its ability to ease monetary policy
rapidly. The US environment continues to be characterised by elevated inflation, with CPI
reaching 4.2% in May, while the first Federal Reserve meeting chaired by K. Warsh was
interpreted as more hawkish than expected, with policymakers reiterating their
commitment to price stability.

In the euro area, conditions remain more fragile, although several developments point
towards stabilisation. First-quarter GDP was revised down to -0.2%, but business surveys
improved towards the end of the quarter. The composite PMI rose back to 50 in June,
while the manufacturing PMI remained above the expansion threshold at 51.4 despite a
modest decline. Services activity, although still contracting, also improved, with the index
rising from 47.7 to 49.4. While gradual, this improvement suggests that the energy and
geopolitical shock has not, at this stage, derailed Europe's recovery trajectory.

European monetary policy nevertheless remains a key area of focus. The ECB raised
interest rates by 25 basis points in June while maintaining a restrictive stance in response
to the risk of broader inflation pass-through. Christine Lagarde’s tone softened somewhat
towards the end of the month following the announcement of the Memorandum of
Understanding (MoU) between the United States and Iran, which contributed to easing
energy prices. This combination of still-fragile growth, inflation dynamics that are less
challenging than in the United States, and a central bank that remains cautious supports a
scenario of gradual normalisation rather than an abrupt acceleration in economic activity.

Over the medium term, we continue to believe that Europe offers a more favourable
macroeconomic entry point than it has in recent years. German fiscal support, rising
defence spending and infrastructure investment could gradually create a more virtuous
cycle: a recovery in investment, improved capacity utilisation, renewed business
confidence and, ultimately, stronger consumer spending. This thesis was already at the
heart of our 2026 outlook, which highlighted the scale of Germany's investment
programme, increasing defence expenditure, the potential improvement in productivity
and the possibility that European households may begin to spend part of their
accumulated savings. In our view, these positive effects have been delayed by the conflict
involving Iran but remain firmly intact.
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Furopean Markets Supported by Easing Energy Prices and
Improved Market Dynamics

Equity markets experienced a strong rebound during the second quarter following the
stress observed in early March, accompanied by substantial sector rotation. European
indices benefited from lower energy prices and a reduction in the geopolitical risk
premium. The STOXX Europe index gained 11.4% during the quarter, benefiting more than
global indices from declining energy prices and improving macroeconomic visibility.
Sector performance differed significantly. Technology stocks continued to benefit from
enthusiasm surrounding artificial intelligence, with semiconductor companies delivering
particularly strong gains. Supported by the semiconductor segment, the European
technology sector rose by 33.9%. By contrast, the energy sector declined by 10.1% as
lower commodity prices weighed on performance. Telecommunications were also under
pressure, falling by 2%, amid growing competitive concerns linked to satellite operators
following SpaceX's initial public offering.

This rotation highlights the market's sensitivity to two opposing forces: on the one hand,
the continuation of the Al theme and associated investment in digital infrastructure; on
the other, the normalisation of energy risk, which has reduced the relative appeal of
sectors that had benefited from higher oil prices during the first quarter. Investors are
nevertheless increasingly seeking to broaden their exposure beyond the direct
beneficiaries of artificial intelligence, amid elevated market concentration and heightened
volatility among stocks linked to Al-related capital expenditure. In this environment,
European banks continue to benefit from attractive valuations, robust earnings
momentum, an interest rate backdrop that remains supportive for net interest income,
and strong shareholder return prospects. These factors have enabled the sector to
rebound by almost 27.4% since the market low reached on 20 March™.

Meanwhile, more domestically oriented and cyclical segments—including construction,
materials, infrastructure, selected industrial companies and stocks exposed to defence
spending—continue to offer catch-up potential should the gradual recovery scenario
materialise.

European Valuations Remain Supportive, but Markets
Now Need Earnings Confirmation

The European market’s main support continues to be its relative valuation. European
equities were trading at around 14.9x forward earnings’, a level that is admittedly above
the historical median but remains below that of other major markets, particularly the
United States. Expected earnings-per-share growth in Europe of around 15% for 2026" also
provides reassurance for investors. Unlike the US market, where performance remains
heavily concentrated around artificial intelligence and large-cap technology stocks,
European equities offer more diversified exposure, with more balanced valuations and
recovery potential across several sectors that remain out of favour. They also provide an
alternative investment opportunity that is notably less dependent on the trajectory of the
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US dollar. That said, valuations alone are not sufficient. Following the second-quarter
rebound, further market gains will depend increasingly on companies’ ability to deliver on
earnings expectations. In this regard, the second-quarter earnings season will be
particularly important. Bond markets also remain a key area of focus. Lower oil prices
have eased short-term inflationary pressures, but central banks cannot yet declare victory.
In Europe, the ECB remains vigilant regarding the risk of broader price pressures spreading
throughout the economy. In the United States, weaker employment data released in early
July temporarily reduced the likelihood of further interest rate increases, but also
reignited questions about the appropriate balance between growth, inflation and
monetary policy.

De-escalation in the Middle East Has Significantly
Changed the Narrative

The most significant development of the quarter was arguably the geopolitical de-
escalation that took place in June. The announcement of a Memorandum of
Understanding (MoU) between the United States and Iran, signed in Switzerland on 20
June, initiated a 60-day period intended to pave the way towards a final agreement. While
many uncertainties remain, particularly regarding nuclear issues, markets interpreted this
initiative as a signal that global oil flows could gradually normalise and that energy-
related inflationary pressures may continue to ease. Nevertheless, this improvement still
requires confirmation. The MoU does not yet constitute a final agreement, and the
geopolitical backdrop remains fragile. European gas inventories also remain below their
long-term averages, warranting continued vigilance regarding energy prices ahead of the
winter season.

In our central scenario, however, the continued easing of energy prices would allow
investors to focus more closely on European fundamentals. Lower energy costs support
corporate margins, alleviate pressure on households, improve consumption prospects
and provide greater flexibility for the ECB. As such, they represent a key catalyst for the
European investment case.

Normalisation After the Shock

Ultimately, European markets recovered as the energy risk premium declined, without
undermining the region’s fundamental investment case. Growth remains fragile, but
leading indicators are stabilising; inflation remains a concern, but lower energy prices
reduce the risk of a prolonged shock; and while central banks remain cautious, the
prospect of a sustained period of more aggressive monetary tightening becomes less likely
if disinflation continues.

Against this backdrop, we believe European equities retain several compelling strengths.
They trade at more attractive valuations than US equities, offer exposure to sectors likely
to benefit from European investment programmes, provide recovery potential across
value and cyclical segments, and offer diversification away from the extreme
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concentration of the US market around artificial intelligence. Earnings expectations for
2026 remain demanding, but achievable if energy costs continue to normalise and
European fiscal support begins to materialise.

Nevertheless, the quarter serves as a reminder that the region remains exposed to several
key factors: confirmation of de-escalation in the Middle East, stabilisation of energy prices,
the ECB’s ability to support the recovery without reigniting inflationary pressures, and the
delivery of earnings expectations during upcoming reporting seasons. Should these
conditions be met, European markets could continue to benefit from a powerful double
tailwind: earnings growth and a gradual re-rating of valuations.

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.
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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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Uber den Geschiiftsbereich Asset Management
von Rothschild & Co

Rothschild & Co Asset Management, eine Tochter der Rothschild & Co Gruppe, ist ein
unabhangiger Asset Manager, der institutionellen und semi-institutionellen Investoren
Investmentlésungen im UCITs Fondsmantel sowie in Spezialmandaten anbietet. Neben
einem aktiv gemanagten High-Conviction Ansatz bieten wir unseren Kunden Zugang zu
selektiv ausgewahlten Investmentlosungen liber unsere OpenArchitecture Plattform.
Unser Hauptsitz liegt in Paris mit Buiros in 10 weiteren europaischen Landern. Rothschild &
Co Asset Management verfiigt liber ca 200 Mitarbeiter und mehr als 50 Mrd. Euro
verwaltetem Vermt')gen<l>.

Fur weitere Informationen: www.am.eu.rothschildandco.com

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

France Belgien - Niederlande - Luxemburg

29, Avenue de Messine
75008 Paris
+33140744074

Schweiz

Rothschild & Co Bank AG
Rue de la Corraterie 6
1204 Genéve

+4122 818 59 00

Deutschland - Osterreich

BorsenstraRe 2 - 4
Frankfurt am Main 60313
+49 69 299 8840

Rue de la Régence 52
1000 Bruxelles
+32262777 30

Italien

Passaggio Centrale 3
20 123 Milano
+3902 7244 31

Spanien

Paseo de la Castellana 40 bis
28046 Madrid
+3902 7244 31
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