
Quarterly Strategy Q3 2025 –
European Equities

ADVERTISING COMMUNICATION

Anthony Bailly
Head of European Equity

Quarterly Strategy Q3 2025 – European Equities 1

European markets: attractive relative valuations ahead of
the start of a virtuous cycle

Unlike the US market, whose valuation has been inflated by optimism surrounding
artificial intelligence, the European market remains attractively valued ahead of the
rollout of upcoming recovery plans. So far, the limited impact of tariffs on US growth
and inflation has supported both market performance and valuations, with an
increasing concentration of gains around a handful of major stocks. In contrast, the
rise in European markets has been more evenly distributed, and valuations have yet
to factor in the potential positive effects of forthcoming stimulus measures. 

Tariff effects slow to materialise in the real economy

The third quarter of 2025 was marked by escalating trade tensions, driven in particular by
Donald Trump’s protectionist agenda. He managed to impose average tariffs of 17.9%1

generating a total of USD 118 billion in customs revenues since the beginning of the year2.
Paradoxically, the temporary suspension of reciprocal measures has allowed the global
economy to show resilience, prompting the IMF to raise its growth forecast to +3.2% for
the year3. In the United States, GDP growth rebounded strongly in the second quarter
(+3% annualized4), driven by the recovery in consumption and, above all, by net exports.
Inflation remains high, prompting the Federal Reserve to keep interest rates unchanged in
July despite internal divisions. In August, a moderation in the labor market and stable
inflation allowed Jerome Powell to consider a rate cut, which materialized in September
with a 25-basis-point reduction and the promise of further cuts to come. However,
political pressure from the White House on the Fed and the increasingly authoritarian
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tendencies of the U.S. president have reignited institutional concerns. In the Eurozone,
growth slowed (+0.1% in Q25), affected by trade tensions, particularly in Germany. The
ECB, after eight consecutive rate cuts, paused in July, while acknowledging an
exceptionally uncertain environment. The fixed income market has remained stable, with
inflation under control at around 2%5. Nonetheless, political uncertainty, particularly in
France, could influence the monetary policy trajectory. In financial markets, the second-
quarter earnings season was broadly positive, supporting U.S. equities. Productive
investment, fueled by expectations of gains linked to artificial intelligence, has become a
new growth driver, although risks related to the trade war and geopolitical tensions
persist.

Markets continue to rebound on both sides of the Atlantic,
but with pronounced valuation differences

American investors have, for now, seen their two main fears subside: the impact of tariffs
appears limited on inflation, and growth remains resilient. In this context, the start of the
U.S. rate-cutting cycle has boosted American indices, particularly the technology sector,
which continues to benefit from announcements of massive investment plans.

This allowed the US indices to continue their rebound with the S&P 500 up 8.2% over the
quarter in euros, driven by the technology segment, as evidenced by the 11.5% rise in the
Nasdaq over the period6 . The Eurostoxx also rose, but to a lesser extent at +4.1%. Since
the beginning of the year, however, its outperformance remains marked, with an increase
of 18.1% compared to 1.1% for the S&P 500, helped by a significant currency effect.

The outperformance of the value style7 was confirmed over the quarter with a
performance of 6.3% (compared to 3.2% for the growth style8), again driven by the
banking sector, which gained 16.8%. Other top-performing sectors included commodities
and industrial goods, which are gradually benefiting from the positive effects of the
upcoming infrastructure plan, as well as healthcare, which rebounded on encouraging
news from the United States. Conversely, media, financial services, and food & beverage
sectors continued to struggle.

The rebound in US markets has further widened the valuation gap on both sides of the
Atlantic. The US market is now valued at 23.0x in P/E, reaching all-time highs. This
valuation is mainly driven by technology "megacaps", leading to a phenomenon of
concentration that is reminiscent of the situation that prevailed during the dot-com
bubble. By contrast, with a much more reasonable valuation of 14.9x, market
concentration in Europe has fallen back to low levels: the ten largest capitalizations
represent only 15.5% of European indices, compared with 37.2% in the United States. This
confirms that the rise in European indices has been more broadly based.
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Europe : vers un cercle vertueux porté par l’investissement
public ?

While the growth of EPS9 in Europe will ultimately be zero in 2025, analysts expect growth
of 12.4% for 2026, driven in particular by the deployment of the German infrastructure
plan10.

We share this view that this plan, coupled with increased defence spending, could indeed
initiate a virtuous circle in Europe. Increased investment (via order books) should lead to
higher production capacity utilisation, which, in a context of persistently low
unemployment, could translate into improved productivity. This increase in growth and
productivity could then restore confidence among households, which, in line with
Ricardian reflexes, have continued to save heavily until now. Consumption of part of these
savings would help to support growth, thus completing the virtuous circle.which, by
Ricardian reflex, have so far continued to save massively. The consumption of part of
these savings would help to support growth, thus closing this virtuous circle.

While analysts seem to believe in the beneficial effects of this plan, this is not the case for
economists who continue to bet on stable growth for the Eurozone in 2026 at around
1.1%11, despite the scale of the German plans, which should represent, on paper, nearly
2% of additional growth per year for Germany. However, the rise in anticipated indicators
such as manufacturing PMIs12, which have returned to levels close to 50, seems to validate
this trend. In any case, it does not seem to us to be reflected in the valuation of the
European markets, which, at 14.9x P/E, is certainly above their historical average but is the
lowest of the major geographical areas.

Although political risk is returning to Europe, with renewed political instability in France,
we do not believe this will jeopardise the deficit trajectory in the coming years. In our view,
the real challenge remains the 2027 presidential election, even if this instability could lead
to some volatility in the markets (particularly the CAC 40) between now and then. This
situation should be viewed in the context of the situation in the United States, where the
Trump administration's interventionism in the appointment of key positions also
constitutes a significant risk.

Check this document on our website

https://am.eu.rothschildandco.com/en/news/2510-quarterly-strategy-q3-2025-european-equities/
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[1] Source :The Budget Lab, Yale University, 26/09/2025.
[2] source: CBO (Congretional Budget Office), octobre 2025.
[3] Source : World Economic Outlook Update, FMI, Juillet 2025
[4] source: Bureau of Economic Analysis, octobre 2025.
[5] Eurostat, octobre 2025
[6]Source : Bloomberg, 30/09/2025.
[7] A "value" strategy is when the investor is looking for companies that are undervalued by the market
at a given time, i.e. whose market valuation is lower than it should be in relation to the company's
results and the value of the company's assets. Value investors select stocks with low price-to-book ratios
or high dividend yields.
[8] The "growth" style investor focuses mainly on the growth potential of corporate earnings in the hope
that the growth in sales and earnings will be higher than that of his sector or the market average.
[9] Earning per share ; Bénéfices par action
[10] Source : Factset, Goldman Sachs, 10/10/2025.
[11] Macroeconomic projections, ECB, September 2025.
[12] Purchasing Managers' Index, an indicator reflecting the confidence of purchasing managers in a
sector of activity. Above 50 it expresses an expansion of activity, below 50, a contraction.
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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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Visit our internet site Follow us on LinkedIn

About the Asset Management’s division of
Rothschild & Co
As the specialised asset management division of the Rothschild & Co group, we offer
personalised asset management services to a broad client base of institutional investors,
financial intermediaries and distributors. Our development is focused on a range of open-
ended funds, marketed under five strong brands: Conviction, Valor, Thematic, 4Change
and OPAL, leveraging our long-term expertise in active management with conviction as
well as in delegated management. Based in Paris and established in 9 European countries,
we manage more than 40billion euros and employ nearly 180 people.
More information at: www.am.eu.rothschildandco.com

 

France

29, Avenue de Messine
75008 Paris
+33 1 40 74 40 74

Belgium – Netherlands –
Luxembourg

Rue de la Régence 52
1000 Bruxelles
+32 2 627 77 30

Switzerland

Rothschild & Co Bank AG
Rue de la Corraterie 6
1204 Genève
+41 22 818 59 00

Italy

Passaggio Centrale 3
20 123 Milano
+39 02 7244 31

Germany - Austria

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

Spain

Paseo de la Castellana 40 bis
28046 Madrid
+39 02 7244 31

https://am.eu.rothschildandco.com/
https://linkedin.com/showcase/rothschild-&-co---asset-management-europe/
https://am.eu.rothschildandco.com/
https://linkedin.com/showcase/rothschild-&-co---asset-management-europe/

