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Far from the post-U.S. election consensus, since the
beginning of the year, Europe appears to be taking its
revenge on Wall Street.

 

The strong outperformance of the European market accelerated following concerns over
the potential loss of U.S. military support. As often happens when faced with adversity,
Europe has tightened its bonds and responded with unity, demonstrating a will to break
free from U.S. defence oversight. The European Union has launched a vast plan to rearm
the region, and the new German Chancellor has proposed leveraging fiscal flexibility to
override budgetary constraints, implementing both a German infrastructure stimulus plan
and significant military expenditures.

This fiscal support, likely to boost European growth, has exceeded expectations and has
been well received by European markets. This is reflected in the 10.1% rise in the
Eurostoxx since the start of the year1. The STOXX Europe 600 index has also benefited,
albeit to a lesser extent, with a 7.8% increase1. The prospect of peace in Ukraine, though
its terms remain undefined, could further support this trend.

European bond markets have strongly reacted to this paradigm shift, notably with a
significant rise in Bund yields, marking the end of Germany’s austerity era. Meanwhile, the
ECB has continued normalising its key interest rate, leading to a steepening of the yield
curve.

Additionally, China’s ambitious economic targets, supported by greater fiscal flexibility
and a 5% growth objective for the year, have acted as another supportive factor for
Europe, which stands to benefit indirectly from these developments. The recent
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stabilisation of property market prices lends credibility to a crisis recovery scenario,
fuelling a rebound in Chinese markets.

At the same time, U.S. indices have turned red, with the S&P 500 down 4.3% year-to-date
in dollars terms and 8.6% in euros terms, as the U.S2. dollar and all "Trump trades"3 took a
hit. Investors are no longer solely concerned about tech sector valuations, which are being
challenged by China’s rising AI competition—though the Nasdaq has suffered more than
the S&P, with a 13.5% drop in euros2. Now, they question whether the new U.S. president
will simply break economic growth. His lack of clarity in decision-making has created
uncertainty, impacting U.S. consumer confidence. The market downturn also weighs on
the wealth effect, and concerns about the inflationary nature of import tariffs are
beginning to surface.

On a sectoral level, these developments have benefited European domestic industrial
sectors that had been largely overlooked, particularly construction, chemicals, and raw
materials. The industrial goods sector continued to perform well, driven by defence
stocks—major beneficiaries of the announced measures. The banking sector also profited
from its domestic exposure, the yield curve steepening, and the expected positive
macroeconomic impact of the stimulus plans. This dynamic has already led some
economists to significantly revise their eurozone growth forecasts upwards from 2026.
Conversely, sectors exposed to U.S. consumer spending have come under pressure,
particularly consumer goods. Investors are concerned about the health of the world’s
largest economy and early signs of declining consumer confidence, following President
Trump’s wavering stance on import tariffs.

For all these reasons, the early-year consensus favouring U.S. equities is being seriously
challenged. The strength of U.S. economic growth is now in question, while at the same
time, European cohesion around a major rearmament plan and Germany’s infrastructure
stimulus are driving European indices higher. The valuation gap is narrowing, with Europe
recovering some of its past underperformance. This shift has been sudden, as the
Eurostoxx has now caught up with the U.S. market since early 2023. Two key questions
now arise: Have we entered a new era of prolonged European outperformance? Can
European markets hold up if a downturn begins across the Atlantic?

Europe’s valuation discount still reflects the region’s structural deficiencies. However,
cyclical factors—such as excessive German austerity and significant private-sector
deleveraging, which have constrained investment and productivity—are beginning to
fade. Political shifts in Germany, greater European energy independence, and large-scale
investment plans will create long-term tailwinds. While the new Trump administration
poses immediate risks to Europe, it also forces the continent to react swiftly.

Investors are acknowledging this new reality and are starting to reallocate into European
markets, which are expected to play a more prominent role in portfolio allocations. The
eurozone, previously underweighted, should benefit from significant capital inflows that
could support indices. However, despite the recent rebound, fund flows remain modest
for now. The €10 billion of inflows into European equities since early 2025 represents only
3% of the outflows recorded since early 20224. If Europe’s portfolio weightings were to be
meaningfully rebalanced, the positive flow dynamics should logically continue.
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Furthermore, recent market movements have led to a narrowing of the valuation discount
between European and U.S. equities, from 43% at the end of 2024 to 33% as of 7 March5.
The gap remains significant, and while the performance catch-up between the U.S. and
Europe is already underway, European EPS6 growth prospects now appear more
favourable. This should lead to further gains in European valuations, which remain close
to their historical average of 14.2x, compared to 21.3x in the U.S., where valuations remain
elevated.
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[1] Source: Bloomberg, 06/03/2025. Performance calculated in euros, dividends reinvested.
[2] Source: Bloomberg, 06/03/2025. Performance calculated with dividends reinvested.
[3] Market movement in reaction to Donald Trump's policies.
[4] Source: Bank of America, March 2025.
[5] Source: Goldman Sachs Research, Weekly Kickstart, 10/03/2025.
Earnings Per Share.
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Los comentarios y análisis en este documento se proporcionan únicamente con fines informativos y no constituyen ninguna recomendación o consejo
de inversión. Rothschild & Co Asset Management no puede ser responsabilizado por ninguna decisión tomada sobre la base de los elementos
contenidos en este documento o inspirados por ellos (se prohíbe la reproducción total o parcial sin el acuerdo previo de Rothschild & Co Asset
Management). En la medida en que se utilicen datos externos para establecer los términos de este documento, estos datos provienen de fuentes
confiables, aunque no se garantiza su exactitud o integridad. Rothschild & Co Asset Management no ha verificado de manera independiente la
información contenida en este documento y no puede ser responsable de errores, omisiones o interpretaciones de la información contenida en este
documento. Este análisis es válido únicamente en el momento de la redacción de este informe.

Rothschild & Co Asset Management, constituida bajo las leyes de Francia, registrada en el Registro Mercantil de París RCS Paris 824 540 173. Es una
sociedad gestora autorizada por la Autorité des Marchés Financiers con el número GP 17000014, con sede en 29, avenue de Messine, 75008 París,
Francia.

Ninguna parte de este documento puede ser reproducida, total o parcialmente, sin el permiso previo por escrito de Rothschild & Co Asset Management,
bajo pena de acciones legales. .
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Acerca de la división de gestión de activos de
Rothschild & Co
La división especializada en gestión de activos del grupo Rothschild & Co ofrece servicios
personalizados de gestión a una amplia clientela de inversores institucionales,
intermediarios financieros y distribuidores. Articulamos nuestro desarrollo alrededor de
una gama de fondos abiertos aprovechando nuestras aptitudes y competencias de gran
recorrido en gestión activa y convicción, así como en gestión delegada. Con sede en París
y delegaciones en 10 países de Europa, gestionamos más de 50 mil millones de euros y
contamos con un equipo de 200 colaboradores(1).
Más información en: www.am.eu.rothschildandco.com

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