
Economic  indicators  offered  a  complex  picture  throughout  the  week.  Retail  sales  data  disappointed,  showing  consumer  weakness  
attributed  to  tariff  uncertainty  and  a  weakening  labor  market.

Last  week  was  characterized  by  geopolitical  uncertainty,  policy  decisions  by  the  Federal  Reserve,  and  mixed  economic  signals  
that  created  episodic  volatility  without  dramatic  single-day  movements.  Overall,  the  markets  were  negative:  the  S&P  500  fell  -1.28%,  
the  Nasdaq  fell  -1.09%,  while  the  Dow  Jones  lost  -1.77%.

International  developments  added  complexity,  as  Brazil's  central  bank  raised  its  Selic  rate  to  15%,  highlighting  global  inflationary  
pressures.

For  Recipient  Use  Only  -  This  presentation  is  not  
for  use  or  distribution  to  the  general  public.

Wednesday's  Federal  Reserve  decision  dominated  market  attention,  with  the  central  bank  keeping  rates  between  4.25%  and  4.45%,  as  
widely  expected.  More  importantly,  the  Fed  revised  its  economic  outlook  downward,  cutting  its  2025  GDP  growth  forecast  from  
1.7%  to  1.4%,  while  raising  inflation  expectations  from  2.7%  to  3%.  The  unemployment  rate  is  projected  to  reach  4.5%  by  the  end  of  the  year,  
reflecting  growing  concerns  about  the  labor  market.

The  Federal  Reserve  is  expected  to  make  two  rate  cuts  in  2025,  which  could  bring  rates  closer  to  4.0%  by  the  end  of  the  year.

The  Energy  Information  Administration  reported  a  significant  11.5  million  barrel  drop  in  U.S.  crude  oil  inventories,  far  exceeding  
analysts'  expectations.

The  week  had  started  optimistically,  as  tensions  between  Israel  and  Iran  showed  signs  of  easing.  However,  tensions  escalated  
midweek,  causing  oil  prices  to  rise,  closing  the  week  at  four-month  highs  and  weighing  on  market  sentiment.  The  situation  worsened  
dramatically  over  the  weekend  when  the  United  States  carried  out  attacks  on  Iran's  nuclear  facilities,  prompting  immediate  market  
reactions.  This  military  action  sent  shockwaves  through  global  markets,  with  oil  prices  rising  to  nearly  $80  per  barrel,  while  stock  futures  
showed  weakness  amid  the  possibility  of  Iranian  retaliation.

Real  estate  data  continued  to  show  weakness,  with  new  construction  declining  and  existing  home  sales  remaining  depressed  due  to  high  
mortgage  rates.
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The  Federal  Reserve's  decision  on  Wednesday  was  pivotal,  as  it  kept  interest  rates  at  4.25%  to  4.45%  while  simultaneously  revising  its  

economic  outlook  downward.  GDP  growth  forecasts  were  lowered  from  1.7%  to  1.4%,  inflation  expectations  rose  to  3%,  and  unemployment  

forecasts  increased  to  4.5%  by  the  end  of  the  year,  indicating  growing  economic  hardship.

Tensions  between  Israel  and  Iran  triggered  a  surge  in  oil  prices,  which  reached  a  four-month  high,  up  31%  from  May  lows.  Diplomatic  

breakthroughs  on  Friday  led  to  significant  declines  as  President  Trump  remained  patient  in  negotiations  with  Iran.  Retail  sales  disappointed  

as  consumers  cut  spending  amid  tariff  uncertainty.  Weakness  in  the  housing  market  persisted,  with  construction  weakening  and  existing  

home  sales  remaining  depressed  by  high  mortgage  rates.
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Markets  were  cautiously  positioned  ahead  of  ongoing  geopolitical  events  and  potential  Fed  rate  cuts  later  on.
in  2025.
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Source:  Sentosa  &  Co,  Altitude  IS

If  we  take  into  account  the  currency  effect,  and  therefore  the  sharp  fall  of  the  dollar,  the  performance  is  even  more  impressive,  rising  from  +9%  to  +19%  (Chart  2).  This  is  the  fourth  time

The  rise  of  the  Magnificent  Seven,  flagships  of  technology  and  communications,  and  the  lethargy  of  value  companies,  the  European  stock  markets  give  the  impression  of  having  been
relegated  to  the  role  of  extras.  However,  since  the  beginning  of  the  year,  eurozone  stocks  have  managed  to  lose  some  ground.  The  Euro  Stoxx  index,  which  includes  the  293
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European  equities:  Will  the  outperformance  continue?

Chart  2:  Difference  in  profitability  between  the  Euro  Stoxx  and  the  S&P  500  (USD)

Chart  1:  Performance  difference  between  Euro  Stoxx  and  S&P  500  (in  

local  cents)

largest  companies  listed  in  EUR,  has  significantly  outperformed  the  US  S&P  500,  gaining  +10%  versus  +1%  (Chart  1).

Euro-listed  companies.  Will  this  recent  outperformance  continue?  Or  will  it  just  be  part  of  the  few  exceptional  years  we've  had  in  the  past?
In  18  years,  the  advantage  has  gone  to  Europe,  and  the  first  since  1993  that  is  so  substantial.  End  of  American  exceptionalism  or  not,  investors  are  once  again  interested  in  the

For  more  than  fifteen  years,  the  Eurozone  stock  markets  have  struggled  to  take  off.  Held  in  the  trough,  they  watched  Wall  Street  soar,  like  a  dream  slipping  away.
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widened,  reaching  -4  points.

•  It  was  from  2022  onward  and  the  war  in  Ukraine  that  the  industrial  recession  in  Europe  and  rising  energy  prices  literally  turned  the  valuation  gap  into  a  canyon.  It  reached  -13  points  in  2024.

•  From  2012  to  2015,  Mario  Draghi's  "whatever  it  takes"  policy  and  the  ECB's  expansionary  monetary  policy  crushed  sovereign  spreads,  weakened  the  euro,  and  boosted  corporate  profits.  The  valuation  gap  narrowed  

to  the  point  where  it  became  positive.

First,  let's  summarize  the  evolution  and  the  reasons  why  investors  gradually,  and  in  successive  waves,  abandoned  the  Eurozone  (Chart  3):

•  Since  2025  and  the  rise  of  Donald  Trump  to  a  second  presidential  term,  the  resurgence  of  tariffs,  tensions  over  Treasury  yields ,  and  the  depreciation  of  the  greenback  are  creating  a  cocktail  of  uncertainties.  American  
companies  will  suffer  more  than  their  European  counterparts.  The  valuation  gap  is  progressively  narrowing.

Since  January  1,  the  trend  has  definitely  reversed.  Europe's  relative  valuation  has  recovered  3  points.  However,  it  remains  well  below  its  historical  average.

Source:  Sentosa  &  Co,  Altitude  IS

The  reason  for  the  long-term  underperformance  of  the  European  market

THE  TOPIC  OF  THE  WEEK

•  By  the  end  of  2009,  the  subprime  mortgage  crisis  had  even  reduced  the  spread  to  within  a  hair's  breadth  of  neutrality.

•  Between  2010  and  2012,  the  European  sovereign  debt  crisis  and  the  resulting  lack  of  economic  dynamism  increased  the  risk  premium.  The  valuation  gap

valuation  tended  to  decrease..
•  Between  2002  and  2007,  European  listed  companies  had  regained  the  advantage  thanks  to  the  supercycle  of  raw  materials  and  the  rise  of  the  Euro.  The  difference  in

•  Between  2015  and  2018,  the  anticipation  and  passage  of  the  Tax  Cuts  and  Jobs  Act  boosted  S&P  500  margins  and  profit  growth  while  Europe  struggled  with  the  Italian  banking  
crisis.  The  gap  has  widened  to  -6  points.

•  From  2019  to  2021,  valuations  fluctuated  widely  but  in  parallel.  Despite  the  Covid  epidemic,  the  gap  has  remained  more  or  less  stable.
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Germany  is  proving  that  a  high  price  is  not  an  insurmountable  disadvantage.  The  DAX,  valued  at  16.5  times  earnings,  is  up  a  healthy  16.5%  and  is  one  of  the
The  continent's  best-performing  stocks  in  twelve  months  (+30%).  The  index  is  being  boosted  by  a  wave  of  investment  in  defense  and  artificial  intelligence.

12  times,  they  are  among  the  cheapest  indices  on  the  continent.  Unsurprisingly,  they  were  also  the  best  performers,  often  exceeding  20%.

lower  than  Wall  Street  and  a  dividend  yield  of  3.2%,  the  Euro  Stoxx  is  clearly  a  value  investment  (Chart  5).

Chart  3:  Valuation  difference  between  the  Euro  Stoxx  vs.  S&P  500  and  the  Euro  Stoxx  vs.  MSCI  World
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The  big  winners,  Spain  and  Italy,  benefited  from  a  combination  of  flourishing  banks,  energy  groups  boosted  by  rising  Brent  crude  prices  and
luxury  icons  that  benefit  from  their  pricing  power  in  the  face  of  a  strong  Euro.

industrial.  As  the  US  tech  premium  appears  saturated,  investors  are  rediscovering  that  old  Germany,  with  its  semiconductors  and  software

6

(Chart  4).  Eurozone  equities  are  so  cheap  that  they  offer  one  of  the  best  risk/return  ratios  in  the  global  stock  market.  With  a  PE  ratio  of  40%.

National  indices  with  the  lowest  valuation  multiples  top  the  list  (Chart  6).  Greece  and  much  of  Southern  Europe,  with  price/earnings  ratios  below

Within  the  Eurozone,  the  results  of  the  various  national  indices  are  mixed.  Investors  prefer  exposure  to  some  countries  over  others:

To  buy  the  US  market,  an  investor  currently  has  to  spend  25.4  years  of  earnings,  compared  to  only  15.3  times  to  buy  the  European  index.

business,  could  be  an  interesting  alternative.

Source:  Sentosa  &  Co,  Altitude  IS
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Chart  6:  Total  profitability  of  European  countries  (left  axis)  and  PER  ratio  (right  axis)
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Chart  4:  Current  P/E:  Euro  Stoxx  (15.3x);  S&P  500  (25.4x) Chart  5:  Dividend  yield:  Euro  Stoxx  (3.2%);  S&P  500  (1.3%)
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For  the  excellent  momentum  seen  in  early  2025  to  continue,  European  companies  will  need  three  safeguards:  the  ECB  must  maintain  an  accommodative  monetary  policy  to  preserve  
credit  dynamics;  the  trade  war  must  be  eased  to  avoid  stifling  exports;  and  inflation  must  rise  more  slowly  than  wages  to  confirm  the  recovery  in  household  purchasing  power.  If  these  
conditions  are  met,  the  Euro  Stoxx  should  continue  to  attract  investors  and  reduce  some  of  its  historical  discount.
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Chart  7:  S&P  500  vs.  MSCI  World

We  feel  comfortable  with  our  constructive,  neutral  view  of  Europe.

CONCLUSION  
European  companies  have  begun  to  catch  up  with  US  companies.  This  is  more  a  case  of  US  equities  underperforming  than  European  companies  outperforming.  This  
trend  is  not  over,  but  it  will  occur  in  successive  waves,  not  in  a  long,  straight  line.  Intuitively,  a  much  higher  valuation  of  US  equities,  with  negative  sentiment  toward  
the  dollar  and  a  certain  lack  of  confidence  in  Trump's  geopolitical  performance,  will  undoubtedly  continue  to  put  the  US  market  at  a  disadvantage  compared  
to  the  European  and  other  international  markets  (Chart  7).  As  for  Europe,  we  are  currently  in  a  constructive  relative  background  process  that  needs  
confirmation  (Chart  8).
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for  any  other  purpose.  It  is  not  intended  for  distribution  to,  or  use  by,  individuals  or  legal  entities  that  are  nationals  of  any  country,  or  is  subject  to  the  jurisdiction  of  any  jurisdiction  whose  

laws  or  regulations  prohibit  such  distribution  or  use.  While  In  On  Capital  will  endeavor  to  obtain  information  from  sources  that

warranty.  The  data  mentioned  is  accurate,  complete,  or  reliable.  Therefore,  In  On  Capital  assumes  no  liability  for  any  loss  resulting  from  the  use  of

In  On  Capital,  its  directors,  representatives,  employees,  agents  or  shareholders  do  not  assume  any  responsibility  for  this  content  and  do  not  offer  any

Qualified,  authorized,  eligible,  and/or  professional  investor.  This  content  is  for  the  exclusive  use  of  the  recipient  and  may  not  be  communicated,  printed,  downloaded,  used,  or  reproduced.

Information,  notices,  or  securities  and  investment  products  mentioned.  Historical  performance  data  for  securities  and  investment  products  or  underlying  assets  is  not  an  organizational  

unit  responsible  for  financial  research.  In  On  Capital  is  subject  to  separate  regulatory  requirements,  and  certain  services,  securities,  and/or  investment  products

may  not  be  available  in  all  jurisdictions  or  to  all  recipients.  Recipients  must  comply  with  all  applicable  laws  and  regulations.  This  document  is  not  intended  to  provide  services,  securities  

and/or  investment  products  in  countries  or  jurisdictions  where  such  an  offer  would  be  unlawful  under  the  laws  and  regulations.

independently  (with  their  professional  advisors)  the  specific  risks  and  legal,  tax  and  accounting  consequences  and  eligibility  conditions  for  any  purchase,  holding  or  sale  of  securities  

or  investment  products  mentioned  in  the  content.  In  On  Capital,  its  directors,  representatives,  employees,  agents  or  shareholders  may  have

interests  in  the  investments  described  herein  and/or  be  bound  by  subscription  commitments  to  such  investments.  In  On  Capital  does  not  guarantee  the  suitability  of  the

applicable  local  regulations.  In  On  Capital,  SA  is  an  entity  regulated  and  supervised  by  the  Panamanian  Securities  Market  Superintendency  (SMV)  296/2014.
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This  content.  The  ongoing  information,  reviews,  and  evaluations  in  this  document  apply  at  the  time  of  publication  and  may  be  revoked  or  modified  without  notice.

prior  notice.  This  content  is  intended  only  for  recipients  who  understand  the  risks  involved  and  can  assume  them.  Before  entering  into  any  transaction,  recipients  should  determine  

whether  the  product  or  investment  product  mentioned  in  the  content  is  appropriate  for  their  particular  circumstances  and  should  ensure  they  evaluate

acquire  or  sell  rights  to  securities  or  investment  products  or  be  part  of  any  transaction  of  any  kind,  in  particular  with  any  recipient  other  than  a

In  On  Capital,  SA  makes  this  content  available  for  informational  purposes  only  and  without  the  intention  of  constituting  a  solicitation  or  offer,  recommendation  or  advice  for

Legal  Notice
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