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After several years of relative underperformance, European equity markets appear to be entering a
new phase. The year 2025 marked a turning point, with renewed interest in European assets and a
more favorable market dynamic.

This goes beyond a cyclical recovery. In our view, it reflects profound structural shifts that are
gradually reshaping the continent’s economic landscape.

In several key sectors such as defense, energy, industry, and utilities, Europe is embarking
on a new investment cycle to gain greater autonomy and resilience. We believe this
momentum is likely to support the business activity and earnings of a number of companies over
the coming years. At the same time, the European financial sector has regained strong
momentum and, in our view, retains attractive upside potential thanks to its solid fundamentals.

In this context, we believe Europe could once again become an attractive destination for equity
investors.
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A New Investment Cycle in Europe

Over the past three decades, Europe has prioritized the service sector, moving much of its
manufacturing base abroad, particularly to Asia, and underinvesting in industrial sectors that are
deemed non-strategic.

However, several crises in recent years have highlighted the limitations and vulnerabilities of
this model. For example, during the Covid-19 crisis, the offshoring of production chains caused
supply chain disruptions. The war in Ukraine has exposed the European continent’s energy
dependencies and underinvestment in defense. Finally, the 2025 trade war and associated geopolitical
developments have raised awareness of the importance of maintaining a sovereign and
independent Europe.

This awareness is now opening up hew prospects for the continent.

The public sector has thus embarked on extensive investment programs, particularly in defense
(“ReArm Europe,” now “Readiness 2030”), infrastructure (the German recovery plan), and energy
(increased development of renewable energy, along with the French plan to reinvest in nuclear power).

At the microeconomic level, companies are initiating a strategic shift toward greater resilience by
simplifying their value chains and relocating their production. This shift requires a revival of investment
in tangible assets (increased Capex). It is noteworthy that these companies are relying heavily on
European partners to carry out this transformation, creating a true virtuous cycle for the continent’s
economy.

These investments in tangible assets are also driven by the development of new technologies
{such as the rapid expansion of data centers linked to the development of Alj.

The current period marks the end of many years of underinvestment in Europe, during which
companies primarily prioritized intangible assets. This new phase should benefit several industrial
sectors as major structural changes take shape: the need to strengthen the continent’s strategic
autonomy, the energy transition, and the rise of artificial intelligence.

Geopolitics
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Defense: A Strategic Shift in Europe

One of the sectors most affected by
this paradigm shift is defense. The
return of heightened global conflict,
combined with questions about the
evolution of the U.S. position toward
Europe and NATO, has led European
countries to reassess their priorities in
this area, opting for massive
reinvestment.

Many European countries have now
committed to raising their defense
spending to levels close to 3.5% of
their GDP over the coming years.
This effort will particularly benefit
European manufacturers of military
equipment, whether defense systems,
ammunition, or advanced
technologies. The new chapter
beginning today ends the era of the

“peace dividends” from  which
European countries benefited following
the end of the Cold War.

Expected Revenue Growth for
European Defense Groups (€bn)

180
160 GIOOPG?‘
140 S
120 R
o N R m
oo W N M m m =
-ainintll
11
N Vv > ™ (o) @ ) @
& F ¥ & G O
v v v v DA SRS G SN
m BAE Systems CSG group
m Dassault Aviation Leonardo
B Rheinmetall HThalés

Sources: company financial reports, Bloomberg, Lazard Freres Gestion. As of
December 31, 2025. Assumptions based on an increase in NATO’s budget
allocation for Europe. Data subject to change.

European defense manufacturers currently have historically high order backlogs, providing significant
visibility for investment. By extension, this momentum benefits a broad ecosystem of industrial,
technology, and service suppliers. Reinvestment in defense thus fuels many sectors of the economy.

Nature of defense spending in Europe
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Des secteurs d’activité variés
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Energy and Utilities:
Key to Europe’s Energy Independence

Another pillar of this new investment cycle concerns the energy sectors, which go hand in hand
with the utilities sector. The war in Iran and the blockade of the Strait of Hormuz have recently served
as a stark reminder of just how dependent Europe—which imports 55% of its energy—remains on
external countries for its energy supply. In 2022, the outbreak of the conflict in Ukraine had already
highlighted the risks associated with Europe’s external dependencies on hydrocarbons (oil and gas).

This major issue, with its significant economic consequences (particularly regarding inflation), has once
again demonstrated that Europe must become more energy-independent. This strategic focus
aligns with European sustainable development goals, notably involving the establishment of new
local, carbon-free energy production capacities.

For Europe, this strategic shift is not new, but it will need to accelerate. Demand for electricity will
be sustained in the coming years by the electrification of transportation, the development of connected
devices, and the drive to limit reliance on imported natural gas.

Such a dynamic requires significant investments in generation capacity (wind, solar, nuclear), as
well as in the infrastructure needed to transmit this energy. In Europe, electricity transmission and
distribution networks are sometimes outdated and will need to be modernized and strengthened to
meet these demands. Companies active in these sectors (“utilities”) will therefore play a central role in
the coming years.

Current breakdown Global electricity demand
of electricity consumption In trillions of kWh
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Sources: Statistical Review of World Energy, Morgan Stanley Research estimates. As of March 31, 2026.
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Financial Sector:
The New Star of the European Market

Alongside these industrial and technological trends, the European financial sector has also been
making a comeback over the past two years.

After a long period marked by very low interest rates and a constantly evolving regulatory framework,
banks and insurers are now benefiting from a significantly more favorable environment.

The rise in interest rates since 2022 and the return of an upward sloping yield curve since 2025 (long-
term rates higher than short-term rates) have made lending and investment activities significantly
more profitable for these institutions. The stabilization of the regulatory framework, meanwhile,
offers greater visibility for the coming years. As a result, the European financial sector can now fully
benefit from the efforts made over the past 15 years to build up high levels of equity capital and
maintain sound balance sheets.

European banks have seen a notable increase in profits in recent years, and this trend is
expected to continue in the coming years. Loan volumes and customer deposits are growing in

several European countries. This trend is particularly benefiting institutions in Southern Europe, which
were hardest hit by the economic crisis of the 2010s and are now regaining momentum.

Growth in cumulative profits of European banks (€bn)
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Conclusion: A Changing Europe

The convergence of political priorities and industrial challenges points to a Europe undergoing a
profound transformation. The cycle of reinvestment in defense, infrastructure, and energy is directly
contributing to the reindustrialization and modernization of the continent and could be one of the major
drivers of European growth in the coming years.

This shift is not yet fully reflected in aggregate corporate earnings, which have grown only
moderately in recent years. However, we believe the conditions are now in place for a gradual
acceleration that could increasingly be reflected in equity markets.

European stock valuations also remain below those of other major developed markets,
particularly the United States. While this gap has persisted for many years, it could begin to narrow,
as seen in Japan, where equities have undergone a significant re-rating after a long period of
depressed valuations.

Against this backdrop, we believe European equities offer a compelling opportunity for
long-term investors.

Identifying the companies best positioned to benefit from these trends requires a thorough analysis of
financial fundamentals as well as qualitative factors such as governance quality, barriers to entry and
competitive dynamics. This disciplined selection process is at the core of the approach
implemented by the Equity team at Lazard Fréres Gestion.
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indicative of future results.
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About the Lazard Group:

Founded in 1848, Lazard is one of the world’s leading financial
advisory and asset management firms, with operations in North
and South America, Europe, the Middle East, Asia, and Australia.
Lazard provides advice on mergers and acquisitions, capital
markets, restructuring/liability management, geopolitics, and
other strategic issues, as well as asset management and
investment solutions to institutions, corporations, governments,
partnerships, family offices, and high-net-worth individuals. For
more information, please visit www.lazard.com.

Lazard Freres Gestion is the Lazard Group’s asset
management firm in France, specializing in investments in
publicly traded securities. To support its clients, it benefits from
the full range of expertise of a leading asset management firm
backed by a powerful international group. For more information,
please visit www.lazardfreresgestion.fr.
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