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European Equities Revival - Wind of 
Change could be of Structural Nature  

 
For many years, European equities have been in the shadow of the US stock markets. 
A stronger pro-business culture, less regulation, a broader talent pool as well as more 
innovation fuelled by access to capital and higher investments has led to significantly 
better earnings growth for US companies and thereby fuelling better stock market 
gains. However, after years of lacklustre economic growth, political indecisiveness, and 
overregulation, we are under the impression that Europe has finally turned a corner for 
the better. While European stocks have done particularly well this year, we do not see 
this as a short term fluke but rather see this as the beginning of a prolonged attractive 
performance phase. 
 
The key takeaways are: 
 

1) Winds of Change are Evident – Corporate Confidence on Europe is Rising 
2) Cyclical Recovery Underway, but Structural Reforms Drive Mid-Term Growth 
3) Earnings Growth Expected to Accelerate and Broaden — A Positive for Our 

Holdings 
4) Valuations Remain Attractive, Particularly in Small Caps 
5) Flows Returning to Europe, with Significant Upside Potential 
6) Our European Strategies are Particularly Well Suited to Capture this European 

Renaissance 
 
 
1. Winds of Change are Evident – Corporate Confidence on Europe is Rising 

Nowhere has the newfound European optimism and genuine shift in mindset been more 
evident than in recent discussions with the management teams of some of Europe’s 
largest companies (Source: BNP Paribas CEO conference, June 3-5, 2025): 
 
Deutsche Boerse: “Six months ago there were no IPOs, no interest in Europe and its 
capital markets. Now this has changed and there is so much interest for these beauti-
ful businesses.” (Stephan Leithner, CEO) 
 
Ryanair: “Closing bookings are strong, closing pricing is strong... Forward bookings are 
strong, pricing is rising.” (Michael O’Leary, Group CEO) 
 
Heidelberg Materials: “The new German government is a clear positive for us in the 
region. Now we need to see that countries like France come back into play as cement 
volumes are at historically low levels.” (René Aldach, CFO) 
 
L’Oreal: “Europe - so far has been great. UK is a bit slower, S Europe is super dynamic, 
Eastern European pretty dynamic. Overall can still count on Europe. Still gaining share. 
Continue to see Europe as a growth driver.” (Nicolas Hieronimus, CEO) 
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“I am very excited by what I see in 
Europe overall. We see it in Ger-
many and in France. But when will 
be the positive impact on our com-
pany? 2026 or 2027. Companies 
now have more confidence to start 
investing.”  
 
(Olivier Blum, CEO, Schneider Elec-
tric, at BNP Paribas CEO confer-
ence, June 2025) 
 

  



Spotlight  •  01.07.2025 

2 / 14   Joh. Berenberg, Gossler & Co. KG 

Funds and Solutions 

2. Economy: Cyclical Recovery Underway, but Structural Reforms Drive Mid-Term 
Growth 

After several years of lacklustre growth and political indecisiveness, we think that Eu-
rope has taken a turn for the better and expect an improvement in economic growth 
over the coming years. Our view is supported by both near-term leading indicators and 
emerging structural reforms. We think this convergence of short-term cyclical indica-
tors combined with a higher investments as well as more institutional change in the 
medium term should help reduce the prevailing growth gap between the US and Eu-
rope in the years to come. 
 
2.a. Short-Term Momentum: Cyclical Recovery Gaining Traction - Rebound in Manu-
facturing Activity 

Forward-looking indicators point to a near-term recovery in the industrial sector. The 
ratio of new orders to inventories has moved back above 1—typically a lead indicator 
of manufacturing PMI by around three months. With services already expanding and 
inventory overhangs largely resolved, a broad-based PMI improvement appears likely. 
 
Fig. 1: PMI Improvement? New Orders/ Inventory back above 1 
Europe: New Orders/ Stock of Purchases 

 
Sources: BNP Paribas, Berenberg, 11.06.2025 

 
Fig. 2: Economic Surprises Turning Positive again in Europe 
Economic Surprises Globally, in Europe and the US 

 
Source: Berenberg, Bloomberg, 06.06.2025 
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2.b. Mid-Term Tailwinds: Policy Shifts and Institutional Reform  

 
1. Fiscal Expansion in Germany 

Germany, long criticized for fiscal indecisiveness, is now embracing public in-
vestment. This pivot is triggering a broader shift in sentiment and providing 
corporates with the confidence to re-engage in capital expenditure. Speaking 
to multiple companies over the last couple of weeks, there is a clear sentiment 
shift towards more optimism and higher willingness to invest. 
 
2. Regulatory Easing in Brussels and Berlin 

After years of growing regulatory pressure, a shift in tone is evident. Both EU 
and German authorities are scaling back bureaucratic hurdles—raising 
thresholds and simplifying compliance—thereby fostering a more business-
friendly environment. In one of several EU reforms, a new “small mid‑cap” cat-

egory exempts roughly 38,000 firms across the EU from select GDPR, MiFID II 
and prospectus obligations—unlocking an estimated EUR 400 million in po-
tential annual compliance savings. A further example is the European Saving & 
Investment Union, which ultimately aims to mobilise European savings towards 
more productive investments.  
 
3. Strategic Trade Realignment 

Geopolitical friction—especially the renewed threat of US trade protection-
ism—has prompted the EU to accelerate trade diversification. The long-
stalled Mercosur trade deal, for example, has a stronger chance of ratification, 
reflecting a broader push to deepen ties with non-US partners. 
 
4. Internal Cohesion Improving 

External pressure, notably from the Trump administration, has galvanized 
greater unity within Europe. From a coordinated stance on Ukraine to defence 
and trade cooperation, the bloc has shown renewed coherence. Re-cent UK-
EU agreements underscore this progress. 

 
 
A Narrowing GDP Growth Gap with the US 

We do not expect the Eurozone economy to outperform that of the US. However, the 
growth gap will likely narrow significantly. Driven mostly by the German turnaround, 
our economists project Eurozone growth to accelerate modestly from 0.8% in 2024 to 
1% this year, 1.4% in 2026 and 1.5% in 2027. This projection aligns closely with the IFO 
Institute’s updated forecast for Germany, which almost doubled its 2026 GDP growth 
outlook to around  1.5%. In the US, tariffs will likely remain significantly higher than they 
were before Trump returned to the White House, probably with an average extra tariff 
of c10% on most goods imports from most countries and a some-what higher base 
tariff on most deliveries from China, even if Trump strikes the deals we expect. Without 
falling into stagnation or worse, the US economy looks set to lose some momentum as 
a result. 
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3. Earnings Growth Expected to Accelerate and Broaden — A Positive for Our 
Holdings 

Before we look at the earnings outlook for the coming years, we should first analyse 
the reasons for the historic performance gap between the two continents. 
 
Long Term European Underperformance Driven by Weaker Earnings Growth 

Over the past five years, the MSCI USA has outperformed the MSCI Europe by nearly 
25% in local currency, largely due to stronger earnings growth. A sector-level break-
down reveals that the only notable exception to this trend is financials: European finan-
cials posted an impressive EPS CAGR of 9.3%, far ahead of the 3.6% seen in the U.S., 
and outperformed their U.S. counterparts by 60% in price terms. 
Outside of financials, however, the U.S. led or matched Europe in earnings growth 
across all other sectors. This was especially evident in information technology (32% of 
the U.S. index) and communication services (10%), where earnings growth, and the cor-
responding price performance, was markedly stronger. This trend is further supported 
by earnings revisions, which have consistently favored the U.S. over the past few years, 
reinforcing its dominant performance. 
 
Fig. 3: 5Y EPS CAGR & Performance Gap Delta per Sector in Europe vs US 
MSCI Europe vs MSCI USA 

  
Delta in 5Y 

cumulated Performance Delta in 5Y EPS CAGR 

Indices -26% -2.1% 

Financials 60% 5.7% 

Information Technology -68% -5.7% 

Healthcare -1% 0.5% 

Consumer Discretionary -29% -4.5% 

Consumer Staples -23% -3.6% 

Industrials 21% 1.7% 

Energy -11% -4.6% 

Utilities 20% 1.3% 

Materials 5% -12.1% 

Communication Services -34% -9.5% 

Source: Berenberg, Bloomberg, June 2025, based on MSCI Indices, all calculations in local currency. 

 
Fig. 4: Difference in 2Y Blended Forward Earnings Revisions Europe vs USA in % 
MSCI Europe vs MSCI USA 

 
Source: Berenberg, Bloomberg, June 2025, based on MSCI Indices. 
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Domestic Value Drives Europe’s YTD Outperformance, Despite Muted Earnings Mo-
mentum 

Year-to-date, European equities have outperformed the U.S. by 8% in local currency 
(18.5% in EUR terms). This comes despite slightly steeper earnings downgrades in Eu-
rope for 2025 (-6% vs. -4% in the U.S.). U.S. markets have been weighed down by tariff 
uncertainty and recession fears, while Europe has begun to reflect mid-term tailwinds 
from increased investment and supportive regulatory shifts. 
 
Beneath the headline figures, style and size dynamics diverge sharply between regions. 
The U.S. saw a rotation back to growth leadership post-"liberation day," whereas Euro-
pean value stocks—especially those with low tariff exposure—have shown relative re-
silience. Strong performance has come from domestically focused names, particularly 
in financials, utilities, communication services, as well as industrials and materials sup-
ported by better economic indicators and government investment in infrastructure 
and defense. 
 
European small caps have also outpaced large caps, thanks to their domestic tilt. In 
contrast, U.S. market leadership remains concentrated in IT, communication services, 
consumer discretionary, and industrials, with sectors like banks, utilities, and materi-
als—strong in Europe—underperforming. The U.S. has also seen a much narrower gap 
between small- and large-cap performance. 
 
Fig. 5: Europe is Ahead of the US in Terms of Performance YTD 
Equity Market Performance Europe vs. USA in EUR 

 
Source: Berenberg, Bloomberg, 10.06.2025 

 
 
Earnings Growth Gap to Decrease due to Better Top Line Growth as well as better 
Margin Improvement 

Going forward, we think the earnings growth gap between Europe and the US will de-
crease as is already evident in the current consensus forecasts for 2026 and 2027. 
While revisions for 2025 have been more negative in Europe than in the US, the actual 
earnings growth of the two continents has been quite similar over the last three quar-
ters. Something that was certainly not the case in the quarters before as seen in the 
below graph.  
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Fig. 6: EPS growth rates in Europe and the US are converging 
Median Earnings Growth in % 

 
Source: Berenberg,Bloomberg, June 2025 

 
The main reasons for the improved growth rates in the future will be the first real im-
pacts of the German spending plan, the overall higher business confidence leading to 
increased capital investment as well as the continuously improving order trends within 
the manufacturing space. This should lead to a broadening of organic sales growth 
rates in particular for our key investment areas of small cap stocks, industrials, IT and 
consumer discretionary. Besides better sales development we think that regulatory 
easing as well as solid operating leverage (as many European companies operate with 
high fixed costs) should support further margin expansion While absolute growth may 
remain moderate compared to the US or emerging markets, the delta—the change in 
earnings trajectory—is where opportunity lies. 
 
Fig. 7: The EPS Growth spread is narrowing  
EPS Growth outlook in % 
 
  
 
 
 
 
 
 
 
 
 
 
 
Source: Berenberg,Bloomberg, June 2025 

 
 
4. Valuations Remain Attractive, Particularly in Small Caps 

Let us first look at the main reasons for the historic valuation gap across the Atlantic: 

1. Lower Earnings Growth: Historically, European companies have exhibited 
lower earnings growth compared to their US counterparts, leading to lower 
valuations. US sectors like IT and Communication Services have demonstrated 
significantly stronger earnings growth, attracting higher valuations. 
 

2. Significantly lower ROEs in Europe: Comparing the European vs. the US stock 
market, there is an ROE gap of roughly 5% (12% in Europe vs 17% in the US), 
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which cannot simply be explained by higher ROE sectors having higher relative 
weights. Even when comparing sector for sector, the only two sector where 
Europe is leading over the US is healthcare and utilities. The difference is par-
ticularly staggering when looking at the gap in the IT sector where US compa-
nies are able to achieve an impressive 29% ROE vs. 11% in Europe. A similar 
picture is found in Consumer Discretionary as well as in staples with double 
digit ROE GAPs.  

Fig. 8: Return on Equity Europe vs the US 
 

 
 
Source: Berenberg, Bloomberg, June 2025 
 
 

3. Sectoral Composition: The US market is heavily weighted towards high-
growth sectors like technology, which command higher multiples. In contrast, 
European markets have a larger proportion of slower-growth sectors or sec-
tors perceived as riskier. However, even adjusting for sector neutrality, there 
is still a significant potential to catch up. 
 

Fig. 9: MSCI Europe vs US. Premium/Discount on NTM P/E 

Source. Berenberg, Bloomberg, June 2025 

4. Risk Perception: Europe has often been perceived as riskier due to political 
instability, regulatory burdens, and economic fragility. The Eurozone crisis 
and Brexit have contributed to this perception, leading to a discount in valu-
ations. 
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While we do not expect the valuation gap to close completely, we see several reasons 
for it to narrow: 

1. Improved Earnings Growth and better ROEs: As discussed beforehand, we 
expect the earnings gap to narrow. With stronger earnings growth and im-
proving return on equity (ROE) in Europe, higher valuations are increasingly 
justified. 

2. Policy and Regulatory Changes: Fiscal expansion in Germany and regulatory 
easing in Brussels and Berlin are creating a more business-friendly environ-
ment, which could boost investor confidence and valuations. 

3. Return of Capital Investment: Increased business confidence is leading to 
higher capital investment in Europe, which should drive economic growth 
and improve earnings. 

4. Fund Flows: After years of outflows, assets are returning to Europe. As inter-
national investors continue to rebalance away from U.S. markets to Europe, 
this should act as a strong support for valuations. 

We therefore conclude that, while a certain valuation gap will most likely continue to 
exist across the Atlantic due to a better sector composition towards high ROE sectors, 
overall higher levels of ROE (expected to improve from the current 12% towards 14% in 
2027) and better total earnings growth, we see ample reasons to expect a narrowing 
from the current, historically cheap levels. This is particularly the case for European 
Small caps who have been hit overproportionally by the weaker economic climate as 
well as higher outflows and now trade at levels that have hardly been seen since the 
Euro Crisis. 
 
 
5. Flows Returning to Europe with additional mid-term upside by the proposed 
European Savings & Investment Union (ESIU) 

From the beginning of 2022 until the end of 2024, European equity funds have seen 
outflows of roughly 16% of AUM. Particularly the European Small Cap space has been 
hurt by these withdrawals. However, since the start of the year, there has been a sig-
nificant reversal with net inflows into Europe of roughly 2.5% of AUM - driven by the 
previously described more positive structural outlook on Europe, particularly in com-
parison to the US.  
 
Fig. 10: Flows in Europe and Especially in Germany are Improving 
Cumulative Flows since Jan 22 (%AUM) 

 
Source: Berenberg, BNP Paribas, June 2025 
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Fig. 11: Flows in Europe and especially in Germany are improving 
Europe Equity Large Cap - Fund Flows 

 
Source: Berenberg, BNP Paribas, June 2025 

 
While this might already seem substantial, we think that these flows might mark just the 
beginning of a broader reallocation trend. Consider the following:  
 
Over the past 5 years, international ownership of US equities has increased by 5 per-
centage points from 25% to 30%. Assuming that over the next 5 years, international 
investors will reduce their US ownership by just 3 percentage points and seeing 2/3 of 
these flows going to Europe, this would imply €1.2trn of additional inflows into European 
stocks, which would be 6% of the total European market cap. It is needless to say, that 
if such a move were to happen, even if it were to happen in parts, this would be sub-
stantially positive. 
 
Besides the potential for further flows coming back to Europe, we are very optimistic 
on the current development regarding the proposed Initiative of the European Saving 
& Investment Union (ESIU). Initiated by the European Union, it aims to address structural 
shortcomings in the European Union’s capital markets by mobilizing private savings and 
channelling them more efficiently into productive investments. While in the past there 
has been a lot of talk without any substantial results coming off it, the most recent, 
market-friendly proposal of the European Securitisation framework by the European 
Commission is testament that the regulating bodies are serious about mobilising more 
private capital to be invested across the continent. 
 
 
6. Our European Strategies are Particularly Well Suited to Capture this European 
Renaissance 

 
Our performance analysis confirms that sustained earnings growth is the key to long-
term outperformance. As short-term market euphoria fades, we expect a clear diver-
gence between companies that can deliver on their growth promises and those that 
cannot. 
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Fig. 12: Improvement in Earnings Momentum Has Not Yet Been Rewarded 
Berenberg European Focus Fund Revisions vs. Benchmark (last 12M) 

 
Source: Berenberg, Bloomberg, based on Revisions of the Portfolio at 16.06.2025 
 
Our bottom-up approach—focused on quality, growth, and long-term potential—po-
sitions us well to benefit from Europe’s industrial resurgence. As the chart above illus-
trates, earnings revisions for our holdings have outpaced those of the broader Euro-
pean market on a relative basis while still being negative in absolute terms. However, 
this has not yet been reflected sufficiently in positive, relative performance year to date 
as we have not invested in the two sectors with the best earnings revisions, banks (due 
to our growth focus) as well as Aerospace and Defense. Besides the strong earnings 
growth in these two sub-sectors, they were additionally able to attract the majority of 
inflows into Europe as well, fuelling the performance of these two stock categories even 
more. Excluding Financials and Industrials (defence) and the STOXX 600's return this 
year drops from 8.5% to 2%. This extremely narrow market has been particularly chal-
lenging for active managers with only 17% of them outperforming year to date. 
 
Once we see a broadening of the positive organic sales growth rates due to the de-
scribed short-term tailwinds as well as the long-term structural reforms, our fund 
should be well positioned to capitalise on it. Our strong exposure to small and mid-cap 
stocks (which comprise almost 50% of our portfolio and are typically more domestically 
focused), the significant weight of industrials that are benefiting from Europe´s trans-
formation as well as our exposure to the recovering consumer, semi and healthcare 
sectors allow us to look confidently into the future. These areas, which are significant 
parts of our portfolios should pivot from a stagnant to a positive earnings momentum 
trajectory.  
 
Fig. 13: Nearly 50% of the Portfolio is invested in Small and Mid Caps 
Berenberg European Focus Fund Market Cap Exposure over Time 

 
Source: Berenberg, Bloomberg, 16.06.2025 
 
The arguments described also apply for our European Small Cap Fund, as underlying 
drivers and sector exposures are very much aligned. You can find relevant portfolio 
metrics on the funds on the following pages. 
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Information Berenberg European Focus Fund 
 
Key Figures: Quality and Structural Growth 

 
Source: Berenberg, Bloomberg, June 2025 
 
Top 10 Holdings 

 
Largest Positions by Weight - Valuation Date: 30/05/2025 
 
Fund Information  

 
*The flat fee includes the management fee, the custodian fee and the management company fee. For detailed information on the costs of this 
fund, please refer to the sales prospectus. 
**Calculation based on actual costs incurred for the 2024 financial year. 
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Information Berenberg European Small Cap 

Key Figures: Quality and Structural Growth 

 
Source: Berenberg, Bloomberg, ‘BF 24M’ refers to 24 months of blended forward data as of the end of March 2025. 
 
Top 10 Holdings 

Largest Positions by Weight - Valuation Date: 30/05/2025 
 
Fund Information  

 
*The flat fee includes the management fee, the custodian fee and the management company fee. For detailed information on the costs of this 
fund, please refer to the sales prospectus. 
**Calculation based on actual costs incurred for the 2024 financial year. 
More information on the Small and Micro Cap Funds can be found at www.berenberg.de/fonds/ 
 
 



Spotlight  •  01.07.2025 

13 / 14   Joh. Berenberg, Gossler & Co. KG 

Funds and Solutions 

Opportunities & Risks 

 
 
Detailed information on the opportunities and risks of these funds can be found in the sales 
prospectus.  The sales documents can be requested free of charge in German from 
Universal-Investment-Gesell- schaft mbH and Joh. Berenberg, Gossler & Co KG (Berenberg), Neuer 
Jungfernstieg 20, 20354 Ham-burg, and are available on the Internet at www.berenberg.de/fonds/.  
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This information is a marketing communication. This information and references to  the product information document. The fund is subject to increased volatility as a 
issuers, financial instruments or financial products do not constitute an investment  result of its composition/the techniques used by Fund management; therefore, unit 
strategy  recommendation  pursuant  to  Article  3  (1)  No.  34  Regulation  (EU)  No  prices may increase or decrease significantly within short periods of time. All the 
596/2014 on market abuse (market abuse regulation) nor an investment recommen- aforementioned documents can be obtained from Joh. Berenberg, Gossler & Co. 
KG dations pursuant to Article 3 (1) No. 35 Regulation (EU) No 596/2014, both provisions  (Berenberg), Neuer Jungfernstieg 20, 20354 Hamburg, Germany, free of 
charge.  in connection with section 85 (1) of the German Securities Trading Act (WpHG). As a  The fund sales documents and the product information sheets for other 
securities marketing communication this document does not meet all legal requirements to  are available via a download portal using the password »berenberg« at the 
Internet  warrant the objectivity of investment recommendations and investment strategy  address https://docman.vwd.com/portal/berenberg/index.html.  The  sales  
docu- recommendations and is not subject to the ban on trading prior to the publication  ments of the funds can also be requested from the respective investment 
manage-of investment recommendations and investment strategy recommendations. This  ment company. We will be pleased to provide you with the specific address 
details  document is intended to give you an opportunity to form your own view of an in- upon request. A summary of your investor rights in English can be found at 
Investor- vestment. However, it does not replace a legal, tax or individual financial advice.  rights 
(https://www.universal-investment.com/en/Corporate/Compliance/investor- Your investment objectives and your personal and financial circumstances were not  
rights/),  (https://www.universal-investment.com/en/Corporate/Compliance/inves-taken into account. We therefore expressly point out that this information does not  
tor-rights-UII/). In addition, we would like to point out that Universal-Investment  constitute individual investment advice. Any products or securities described may  may, 
in the case of funds for which it has made arrangements as management com-not be available for purchase in all countries or only in certain investor categories.  pany 
for the distribution of fund units in other EU member states, decide to cancel This information may only be distributed within the framework of applicable law and  these 
arrangements in accordance with Article 93a of Directive 2009/65/EC and in particular not to citizens of the USA or persons resident in the USA. The state- Article 32a 
of Directive 2011/61/EU, i.e. in particular by making a blanket offer to ments made herein have not been audited by any external party, particularly not by  repurchase  or  
redeem  all  corresponding  units  held  by  investors  in  the  relevant an independent auditing firm. Any future returns on fund investments may be sub- member state. A 
fund investment involves the purchase of shares in an investment ject to taxation, which depends on the personal situation of the investor and may  fund, but not a 
specific underlying asset (e.g. shares in a company) held by that fund. change in the future. Returns on investments in foreign currencies may increase or  The  
statements  contained  in  this  document  are  based  either  on  own  company  decrease due to currency fluctuations. The purchase, holding, conversion or sale of  
sources or on publicly accessible third-party sources, and reflect the status of in- a financial instrument, as well as the use or termination of an investment service,  
formation as of the date of preparation of the presentation stated below. Subse-may give rise to costs that affect the expected income. In the case of investment  quent 
changes cannot be taken into account in this document. The information  funds, you should always make an investment decision on the basis of the sales doc- given can 
become incorrect due to the passage of time and/or as a result of legal, uments (key information document, presentation of past performance, sales pro- political, 
economic or other changes. We do not assume responsibility to indicate  spectus, current annual, if applicable, semi- annual report), which contain detailed  such 
changes and/or to publish an updated document. For important disclosures  information on the opportunities and risks of the relevant fund. An investment de- and 
information on index- and market data, see https://www.berenberg.de/en/le-cision should be based on all characteristics of the fund and not just on the sustain- 
gal-notice/license-notice/. Past performance, simulations and forecasts are not a ability-related  aspects.  Sustainability  related  disclosures  can  be  found  
reliable  indicator  of  future  performance.  Please  refer  to  the  online  glossary  at www.berenberg.de/en/esg-investments. In the case of securities for which a se- 
at https://www.berenberg.de/en/glossary for  definitions  of  the  technical  terms  curities prospectus is available, investment decisions should always be made on the  
used in this document. The images used in this document are for illustrative pur- basis of the securities prospectus, which contains detailed information on the op- 
poses only. They do not refer to specific products, services, persons or actual situ- portunities and risks of this financial instrument, otherwise at least on the basis of  
ations and should not be used as a basis for decisions or actions. Date 01.07.2025  
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