EUROPEAN EQUITIES OUTLOOK Q4 2024

Resilience in the face of
geopolitical uncertainty

European markets have,

to some extent, decoupled
from a weak news

flow; despite mediocre
Purchasing Managers
Indexes (PMls) and political
uncertainties after the
French snap election and
ahead of the US election in
November, European equity
markets have delivered
double digit returns year to
date, with the MSCI Europe
NR up 11.6%.

Looking in more detail, several recent
events are of note. First, in the US,

the Fed'’s first rate cut decision was
expected, yet its scale took some by
surprise — without the market taking it
as an alarming signal. Indeed, recent
economic data have reinforced the
idea of a soft landing: the economic
surprise indicator is back on the

rise; manufacturing output may
continue to be weak (Institute for
Supply Management Index — ISM at
47.2), but industrial production is not
collapsing; the services ISM (54.9)
rebounded strongly in September;
and employment data are resilient,
with the unemployment rate receding
slightly and nonfarm payrolls
remaining strong, especially in the

cyclical segments. Overall, the Fed
now has less reason to again cut
rates aggressively: recent hard data
point towards GDP growth of around
2.5%; the price component of the ISM
is climbing again slightly; and core
Personal Consumption Expenditures
(PCE) inflation is stable at 2.7%.
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In China, the PBoC announced a monetary stimulus plan
that took the market by surprise: it cut its policy rate, the
RRR and the outstanding mortgage rate (-50 bps, lower
down-payment), and announced an CNY 800 billion
support for the stock market. This was followed two days
later by an unusual Politburo meeting which took a more
vocal approach on potential fiscal stimulus to maintain
social stability. All of this has amplified a massive short
covering by hedge funds. These announcements signal a
significant change in political direction, underlining China’s
economic problems. Indeed, the clear focus on growth and
deflation explains the positive market knee-jerk reaction
to these announcements. Indeed, this was very much a
reflection of glass half full sentiment, as it largely ignored
less supportive macro and social indicators such as PMI
data, youth unemployment rates, and PPl in negative
territory for two years in a row.

In Europe, September’s PMI indicators marked a return
to contraction territory. The manufacturing PMI was

once again very weak at 45.0 (and has been below the
50 threshold for last 27 months) and services PMls (still
expanding) are slowing down, driven by Germany and
France. We notice some positives like a consumer which
is holding up well, no sign of job market deterioration
(for the moment), and the ECB being more relaxed on
inflation.

Taking a more granular look at market segments,
large caps continue to outperform small caps and
value has outperformed growth year to date. From

a country perspective, Spanish and Italian equity
markets developed strongly — also helped by the good
performance of Southern European banks. German
equity slightly outperformed European markets, while
France not only suffered from the inconclusive snap
election, but also from weaker global demand for luxury
goods after many years of very strong performance of
this segment.

Performance from 30.12.23 to 30.09.24

Bloomberg 30.09.2024 30.12.2023 In local CCY In Euro
Europe - Region
ESTX 50 (EUR) NRt SX5T 11,873.33 10,499.89 13.08%
ESTX (EUR) NRt SXXT 1,155.36 1,037.51 11.36%
STXE 50 (EUR) NRt SX5R 11,682.97 10,483.75 11.44%
STXE 600 (EUR) NRt SXXR 1,270.17 1,136.87 1,136.87
Europe - Country
FTSE 100 TR GBP TUKXG 9,079.32 8,264.89 9.85% 14.39%
CAC40GR CACR 23,783.25 22,824.90 4.20%
IBEX 35 Net Return IBEXNR 3,3542.4 85789.15 20.80%
FTSE MIB EUR TR TFTMIBE 85,789.15 73,143.34 17.29%
SMI Gross Total Return SMIC 30,013.99 26,604.59 12.82% 11.29%
DAX Index DAX 19,324.93 16,751.64 15.36%
MDAX Perf Index MDAX 26,853.74 27,137.30 -1.04%
Europe - Style/Size
STXE TM Value (EUR) NRt STVR 4,192.30 3,692.24 13.54%
STXE TM Grwth (EUR) NRt STGR 5,282.30 4,831.98 9.32%
STXE Lrg 200 (EUR) NRt LCXR 1,353.91 1,204.18 12.43%
STXE Mid 200 (EUR) NRt MCXR 1,233.92 1,135.64 8.65%
STXE SmL 200 (EUR) NRt SCXR 752.55 692.80 8.62%

Source: Bloomberg/Consensus estimates, 31.09.2024.



European earnings are, overall, quite resilient but there the most negative revisions in automotive (-9% for 2024

are some caveats to this statement. European car and -7% for 2025), but also negative earnings revisions
producers face challenges — most suppliers and OEMs in the consumer sector driven by disappointing demand
have had to reduce profit guidance. Weak demand for for luxury goods, especially from China. We also observe
electric vehicles in Europe, weak demand from China in negative revisions for basic materials and energy as a
general, and increased competition — especially in the function of weaker commodity prices. On a positive note,
mass segments — has resulted in pronounced guidance we have seen upgrades in banks, financial services, real

cuts. If we look at a three-month perspective, we observe estate, and utilities.

P/E EPS Growth
Dividend Current Earnings  Earnings
yield 15y @ 12m revisions  revisions
12m 12m 12m fwd.vs 3mEPS 3mEPS
10/04/2024 fwd. fwd. fwd. 15y @ 2023 2024 2025 FY1 FY2
STOXX (EUR) 3.5% 135 134 1% 2% 4% 10% -1.3% -1.8%
STOXX Automobiles & Parts (EUR) 57% 6.1 8.5 -28% 1% -11% 11% -8.8% -7.0%
STOXX Banks (EUR) 7.0% 6.9 9.4 -27% 27% 5% 3% 2.4% 1.1%
STOXX Basic Resources (EUR) 4.1% 11.7 111 6% -0.4% -11% 15% -j
STOXX Chemicals (EUR) 3.0% 19.6 16.3 20% -44% 16% 19% -2.2% -3.6%
STOXX Construction & Materials (EUR) 3.1% 14.6 149 -2% 8% 4% 12% -0.9% 0.0%
DJ STOXX Consumer Products and Services (EUR) 2.1% 23.2 18.5 25% -3% 2% 16% -6.5% -6.1%
DJ STOXX Energy (EUR) 5.1% 8.4 109 -23% -33% -5% 4% -7.2% -
STOXX Financial Services (EUR) 29% 13.8 14.3 -3% -18% 29% 15% -0.5% -2.1%
DJ STOXX Food, Beverage & Tobacco (EUR) 3.9% 14.6 18.1 -19% 1% 0% 7% -1.6% -3.8%
STOXX Health Care (EUR) 2.3% 17.2 15.7 9% 1% 7% 15% 0.7% 0.5%
STOXX Industrial Goods & Services (EUR) 2.4% 18.4 16.2 14% 4% 6% 12% 0.2% -0.7%
STOXX Insurance (EUR) 5.6% 10.5 9.6 9% 18% 12% 10% -1.0% 0.3%
STOXX Media (EUR) 2.4% 19.2 15.5 24% 11% 6% 9% -0.6% -1.1%
(Dijr j;?ig(t E:’;:E’:UC’R(;O Personal Care, Drug & 3.5% 159 NA NA 3% 6% 9% 1.8% 1.6%
DJ STOXX Europe 600 Real Estate (EUR) 4.0% 16.5 NA NA 0% 7% 4% 2.2% 0.2%
STOXX Retail (EUR) 3.3% 17.6 16.4 8% 9% 8% 13% -1.6% -0.6%
STOXX Technology (EUR) 1.2% 24.1 20.0 21% 30% -6% 31% -1.8% -3.0%
STOXX Telecommunications (EUR) 4.5% 13.7 13.6 1% -14% 12% 10% -0.3% -0.7%
STOXX Travel & Leisure (EUR) 3.1% 11.4 259 -56% 86% -4% 18% -
STOXX Utilities (EUR) 4.9% 12.7 13.3 -4% 4% 2% -1% 2.7% 1.8%
Number of sectors with upgrades 6 7
Number of sectors with downgrades 14 13

Source: Bloomberg/Consensus estimates, 31.09.2024.



So the overall earnings outlook has slightly deteriorated
- and, year-to-date, revisions for the MSCI Europe
remain in negative territory (-3% for 2024 EPS). This is
not a general concern and follows the usual pattern that
earnings are slightly overestimated at the beginning

of the year. MSCI Europe’s expected EPS growth is
projected by market analysts at 3% for 2024 and, from

a slightly lower base, at 10% for 2025. The S&P 500 is
expected to see EPS growth of 10% in 2024 and 15% in
2025 according to consensus estimates.

We continue to believe that we need a macro
improvement in 2025 in order to achieve 10% earnings
growth. We assume that we will see improved earnings

Key hypotheses:

* For 2025, the earnings growth differential between
US and Europe will narrow (S&P 15% growth vs.
Europe 10% growth based on current consensus
estimates, see chart 1) — in this context the valuation
gap could narrow or at least stop widening further
(see Chart 2A/2B).

* We continue to believe that we need some
macro improvement in 2025 to achieve 10%
earnings growth but, on the other hand, we see
“manageable” downside risks for 2025 earnings
estimates due to potential trade conflicts and a
weakish economic outlook, not least given the
benefits to the economy from the rate cut cycle
which has just begun and will support with a
certain lag.

» Despite some sector and country specific challenges,
European earnings are overall quite resilient.
The earnings outlook has slightly deteriorated.
Year-to-date revisions for the MSCI Europe remain
in negative territory (-3% for 2024), but this is not a
general concern and follows the usual pattern and
behavior that earnings are slightly overestimated at
the beginning of the year (see chart 3).

in the chemical sector due to a very low base that was
also influenced by a prolonged destocking cycle. We
also see some areas of growth that are less sensitive
to the economic outlook - for instance, in sectors like
healthcare, due to positive contributions from heavy
weights such as Novo Nordisk. In the software sector,
most corporates are now well advanced with SaaS/
Cloud transformation and are now benefiting from
both an improved growth profile and higher margins.
Other sectors will find opportunities for earnings
growth in structural trends such as digitalization and
decarbonization, while low inflation and rising real
wages may lead to a recovery in consumer spending.

 Equity market returns will follow earnings growth,
with negative revisions overcompensated by the “roll
effect” for 12 months forward earnings to higher
2025 earnings (see chart 4).

 This translates into highly attractive valuations.
Attractive valuation alone is not a reason for a
strong conviction call on European Equities, but
we point to the combination of attractive mid-term
earnings growth — as demonstrated by the steady
rise of 12 months forward earnings for the MSCI
Europe, a narrowing of the growth differential
between Europe and US, and the pronounced
valuation discount versus the US.

 Risk factors include higher corporate taxes in
France and potentially also in Italy, the high costs
for corporates to comply with EU and local and
regulatory frameworks, the rise of populist political
parties, and a competitive disadvantage for energy
intensive industries. The coming weeks will be
dominated by US election headlines, meaning a
heightened risk of disruptive announcements.



Chart 1: EPS growth (local currencies)
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Chart 2A: Valuation Europe vs. US (12m forward P/E)
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Chart 3: Consensus EPS change YTD (local currencies)
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Chart 4: Earnings trends Europe (MSCI Europe consensus EPS)
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RESILIENCE IN THE FACE OF GEOPOLITICAL UNCERTAINTY

The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with,
any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document. The
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy,
investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to
adequacy, accuracy, reliability or completeness of such information. The information is given on the understanding that any person who acts upon it or
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There is no guarantee that
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction,
projection or forecast is not indicative of future performance. Investors should not make any assumptions on the future on the basis of performance
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate,
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect
to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with
respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally
expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.
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