Allianz () g

Global Investors -

EUROPEAN EQUITIES OUTLOOK Q3 2024

Goldilocks scenarios,
election results, and new

realities

The first half of the year closes on a positive
note, with both the MSCI Global and MSCI
Europe indices experiencing double-digit
gains. The underlying trends feel familiar
and mirror previous patterns: these gains
are backed by strong performances among
blue-chip companies and, in the US, a
notable surge in technology stocks.
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Interest rate discussions are starting to sound familiar,
too. While the European Central Bank (ECB) has
indicated that no further rapid changes are expected
(following the 25bps cut in June), the Federal Reserve
(Fed) remains cautious, with our House View indicating a
likely rate cut in September.

The decline in inflation has been primarily driven by
lower energy and raw material costs, and the easing of
bottlenecks in supply chains. However, food prices, unit
labour costs and inefficiencies stemming from the slowing
globalization of goods production continue to negatively
impact inflation. Wage costs are a lagging factor in a
high-inflation phase and are therefore likely to remain

a drag for some time to come. An ageing population, a
shortage of skilled workers, and a lack of immigration
are putting a strain on labour markets and driving up
wage costs. Overall, the dovish stance of central banks is
understandable given these conditions.
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Exhibit 1: Total Return year-to-date /January - June in % across different assets
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Equity markets are currently exhibiting momentum markets by surprise. These snap elections, held on 30.
influenced by both broad geopolitical and local political  June and 7. July, resulted in a close to three-way split
events. Politically driven equity markets tend to react between the main party groupings, heralding a time of
over the short term. However, the recent accumulation further volatility in French politics.
of such events has had a sustained impact. There have
been no significant changes in relations with Russia The consequences of the European election results
and China; Ukraine and the South China Sea remain in Germany were less substantial, and the German
global flashpoints, posing substantial risks to the global government’s reaction was less dramatic. However, the
economy; and while Ukraine is the most immediate results highlighted its weak support domestically.
concern for Europe, a stand-off over the South China
Sea holds the potential for even greater disruption. In the UK, the general election held on 4th July 2024
resulted in a victory for Labour, a widely anticipated
On a more regional level, the recent European result that did not perturb markets.
Parliament elections proceeded without major surprises.
A further shift to the right had been expected, and this The most significant political event in the coming
was reflected in the results, but there was no major months will likely be the U.S. presidential election in
change in the balance of power. This status quo was November, which is expected to lead to substantial
confirmed when, on 27 June 2024, EU member states changes - and to thus introduce both opportunities and
nominated European Commission President Ursula von uncertainties in the market. Increased volatility should
der Leyen for a second term. therefore be expected.
On a local level, however, some of the results were Due to these political uncertainties, and in particular
more surprising. The relative success of the National of the unexpected French elections, European
Rally (RN) in France led to President Emmanuel Macron  equities have been particularly weak, continuing to
calling a snap legislative election — a move that took underperform relative to their US peers.
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Exhibit 2: European equities versus US equities; Reaction to France!
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The global economy has remained resilient, and for potential rate cuts. A key positive factor remains
the first two quarters of 2024 show stable economic the stability of the labour market across nearly all
development. The US remains the driving force, but regions, supporting high consumption and economic
other regions are also performing well. To keep the stability. However, increasing tensions between
Goldilocks scenario and interest rate cut fantasies Ching, the U.S., and Europe could pose challenges,
alive, some weaker economic data is needed to provide  as seen recently in the electric vehicle sector. Indeed,
central banks with the justification to lower rates. increasing protectionism will be detrimental and

As mentioned, inflation is declining, creating room counterproductive.
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Exhibit 3: Upgrades to GDP Growth figure in different regions
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Corporate earnings continue to be a stabilising factor.
Most companies expect their results to improve soon,
leading analysts to raise their earnings estimates. The
chart on the left shows a clear stabilization in earnings

per share (EPS), outside of the energy sector, which
is declining. The chart on the right breaks down the
earnings stabilization for 2024 by sectors.
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Exhibit 4: Earnings per share (EPS) 2024 estimated for MSCI Europe
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The financial sector remains the most important
component of Europe’s profit growth, with insurance
companies and banks leading the increases in EPS.
Banks continue to benefit from the positive interest

margin and insurers from price increases necessitated
by the sharp rise in in claims costs. Conversely, the
energy sector struggles due to low oil prices, while the IT
sector also faces challenges.

What can we expect for the second half of 2024?

We are currently in an economic recovery phase,
which could be stimulated by interest rate cuts. Yet,
although the conditions for rate cuts are already

in place, they remain somewhat fragile. Inflation

is declining, albeit more slowly than anticipated.
Corporate results and stock market valuations,
especially in Europe, suggest a promising second
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half of the year. However, potential obstacles

loom. Elections currently pose the biggest threat to
European stock markets. Historically, elections cause
volatility, but rarely lead to major distortions, and
become irrelevant to markets over time. Nevertheless,
the cumulative effect of these events should be taken
into account.
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Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal
invested. Past performance is not indicative of future performance. This is a marketing communication. It is for informational
purposes only. This document does not constitute investment advice or a recommendation to buy, sell or hold any security and shall
not be deemed an offer to sell or a solicitation of an offer to buy any security.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated
companies at the time of publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or
completeness of the data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their use.
The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not permitted.

This material has not been reviewed by any regulatory authorities. In mainland Chinag, it is for Qualified Domestic Institutional
Investors scheme pursuant to applicable rules and regulations and is for information purpose only. This document does not
constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic and General Resolution No. 622/2013 of the NSC.
This communication’s sole purpose is to inform and does not under any circumstance constitute promotion or publicity of Allianz
Global Investors products and/or services in Colombia or to Colombian residents pursuant to part 4 of Decree 2555 of 2010. This
communication does not in any way aim to directly or indirectly initiate the purchase of a product or the provision of a service offered
by Allianz Global Investors. Via reception of this document, each resident in Colombia acknowledges and accepts to have contacted
Allianz Global Investors via their own initiative and that the communication under no circumstances does not arise from any promo-
tional or marketing activities carried out by Allianz Global Investors. Colombian residents accept that accessing any type of social
network page of Allianz Global Investors is done under their own responsibility and initiative and are aware that they may access
specific information on the products and services of Allianz Global Investors. This communication is strictly private and confidential
and may not be reproduced, except for the case of explicit permission by Allianz Global Investors. This communication does not
constitute a public offer of securities in Colombia pursuant to the public offer regulation set forth in Decree 2555 of 2010. This
communication and the information provided herein should not be considered a solicitation or an offer by Allianz Global Investors or
its affiliates to provide any financial products in Brazil, Panama, Peru, and Uruguay. In Australia, this material is presented by Allianz
Global Investors Asia Pacific Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional
/professional investors only, and is not directed to the public or individual retail investors. AllianzGl AP is not licensed to provide
financial services to retail clients in Australia. AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial
Service License under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of
financial services to wholesale clients only. AllianzGl AP is licensed and regulated by Hong Kong Securities and Futures Commission
under Hong Kong laws, which differ from Australian laws.

This document is being distributed by the following Allianz Global Investors companies: Allianz Global Investors GmbH, an
investment company in Germany, authorized by the German Bundesanstalt flr Finanzdienstleistungsaufsicht (BaFin); Allianz Global
Investors (Schweiz) AG; Allianz Global Investors UK Limited, authorized and regulated by the Financial Conduct Authority; in HK,

by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong Kong Securities and Futures Commission; in Singapore, by Allianz
Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore [Company Registration No. 199907169Z]; in
Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments Business Operator [Registered

No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of Japan Investment
Advisers Association, the Investment Trust Association, Japan and Type Il Financial Instruments Firms Association; in Taiwan, by
Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global
Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK).
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