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At the start of June, the market spotlight turned to Europe
facing European Union (EU) elections in June, UK elections
in July, and the summer Olympics in France. A rate cut
early in the month from the European Central Bank (ECB)
highlighted the potential for divergence from the US and
increased hopes for a sentiment change for European
stock markets relative to those across the pond.

Follow the Earnings, Elections, and election shocks may capture a lot of the headlines as we start the summer in the

Not the Economy Northern Hemisphere, but our experience teaches us that these one-off events are hard to call,
and the market’s reaction to them even harder to predict. We look for tangible evidence at the
stock level to inform our investment decisions, and that starts with the economic backdrop.

Economic forecasters are expecting European growth to continue to underperform the US,
extending a trend that established prior to the COVID dislocations. Exceptional growth from
the US has become an established narrative, certainly compared to other developed markets.
While this narrative has undoubtedly weighed on European stock markets, we also caution that
the tie between economic growth and company earnings growth is loose over anything other
than very long horizons, particularly for large multi-national corporations.
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Source: State Street Global Advisors, MSCI, FactSet, as of May 31, 2024.
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It may, however, still be surprising that in the post-COVID period since the end of 2020
European equity markets have performed broadly in-line with the US and rest of the developed
world in local currency total returns. Strength in the US dollar, however, has led to relative
underperformance for Europe when measured in a common currency.
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Source: State Street Global Advisors, MSCI, FactSet, as of May 31,2024.

At an aggregate level earnings expectations for Europe have also kept pace with the developed
world, but slightly lagging the US since COVID. There are signs, however, that earnings growth in
Europe may have recently stagnated, or even slipped, while the US powers ahead turbo-charged
by technology-related names and artificial intelligence hype. A significant lack of high-earning
technology stocks compared to the US has held back the European market with only 8% by
market capitalization in the Information Technology sector versus 30% in the US, for example.

Earnings growth in Europe has, however, been driven to a greater extent by Energy and Financial
names where sector weights are higher than in the US. Within our investment processes we rely
more heavily on stock selection than on large bets on country or sectors. Within Europe, though,
our most preferred sectors are the Energy and Financial stocks where we find significant value
and higher quality names on average than elsewhere in the world.

Despite almost matching the returns and earnings growth, European shares still trade at a
significant discount to the rest of the developed world, trading at just 14 times next-twelve-
months forecast earnings compared to 15x in the Pacific region and 21x in the US.
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Source: State Street Global Advisors, MSCI, FactSet, as of May 31,2024.

Short Interest

On these measures, it seems that market sentiment, rather than fundamentals in terms of
earnings, seems to be holding Europe back from closing the valuation gap with the US. Market
participants demonstrate a more bearish view on Europe as measured by the average level
of short interest for European stocks relative to North American names. Short interest in
North America has stayed stubbornly low and is currently significantly below the average
level of the last 10 years. In Europe, a recent spike has brought bearish bets back up to their
longer-term averages.

While we believe there is information in short interest at individual stock levels, this is not
necessarily a warning sign for the overall market. Rather, this trend demonstrates that investors
still prefer North America on the short as well as the long side.
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CEO Confidence Within our investment process we monitor the language and tone of company management in

conference calls. This information can give insights into a CEO’s confidence and expectations
for the company’s outlook. European managers, on average, tend to be significantly less upbeat
in their language than their North American peers. However, a comparison between historical
corporate management messaging in both regions suggests the findings are at the high end of
effusiveness since the time that our data gathering began.
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This data shows few signs of concern amongst company management about the twin headwinds
of higher interest rates and slower economic growth hurting prospects at the current time in
either region.
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Source: State Street Global Advisors, as of May 31,2024.

The Bottom Line

Sentiment, rather than just fundamentals, seems to have weighed on European equity markets
recently, driven by exceptional growth in the US economy compared to the rather anaemic
profile in Europe. While European stock markets have performed in line with the rest of the world
in local currency terms in the period since COVID, they have lagged more recently. The strength
of the US dollar has also reduced returns in Europe for unhedged US-based investors.

We are keeping a close eye on earnings. We continue to also closely monitor where there are
signs that Europe may be starting to lose some ground to the rest of the World. The interplay
between slowing inflation, slowing growth, and corporate earnings is also likely to create
uncertainty as investors watch how the data plays out. This uncertainty may lead investors
towards higher quality (safer) corners of the market where the US holds an upper hand.

Overall, however, we believe these headwinds are at least partially compensated for by the
significant valuation discount for Europe. With the ECB now on an easing path ahead of the
Federal Reserve (Fed) and many other developed countries, an engineered soft landing later
in the year could see Europe close the valuation gap with other developed markets and the US,
in particular.
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About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:

e Start with rigor

o Build from breadth
e Invest as stewards
¢ Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world and help millions of people secure their financial futures. This takes each of our employees
in 28 offices around the world, and a firm-wide conviction that we can always do it better. As a
result, we are the world’s fourth-largest asset manager* with US $4.34 trilliont under our care.

* Pensions & Investments Research Center, as of December 31,2022.

* This figure is presented as of March 31,2024 and includes ETF AUM of $1,360.89 billion USD of which approximately
$65.87 billion USD is in gold assets with respect to SPDR products for which State Street Global Advisors Funds
Distributors, LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Global Advisors are affiliated.

Please note all AUM is unaudited.

ssga.com

Marketing communication

State Street Global Advisors
Worldwide Entities

For use in EMEA: The information
contained in this communication is not a
research recommendation or ‘investment
research’ and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EV) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

This communication is directed at professional
clients (this includes eligible counterparties as
defined by the appropriate EU regulator) who
are deemed both knowledgeable and
experienced in matters relating to investments.
The products and services to which this
communication relates are only available to
such persons, and persons of any other
description (including retail clients) should

not rely on this communication.

Important Risk Information

The information provided does not constitute
investment advice and it should not be relied on
as such. It should not be considered solicitation
to buy or an offer to sell a security. It does not
take into account any investor’s particular
investment objectives, strategies, tax status

or investment horizon. You should consult your
tax and financial advisor.

Allinformation is from State Street Global
Advisors unless otherwise noted and has been
obtained from sources believed to be reliable,
but its accuracy is not guaranteed. There is no
representation or warranty as to the current
accuracy, reliability or completeness of, nor
liability for, decisions based on such information
and it should not be relied on as such.

This document may contain certain statements
deemed to be forward-looking statements.

All statements, other than historical facts,
contained within this document that address
activities, events or developments that SSGA
expects, believes or anticipates will or may
occur in the future are forward-looking
statements. These statements are based on
certain assumptions and analyses made by
SSGA in light of its experience and perception
of historical trends, current conditions,
expected future developments and other

factors it believes are appropriate in the
circumstances, many of which are detailed
herein. Such statements are subject to a
number of assumptions, risks, uncertainties,
many of which are beyond SSGA's control.
Please note that any such statements are not
guarantees of any future performance and that
actual results or developments may differ
materially from those projected in the forward-
looking statements.

Investing involves risk including the risk of loss
of principal.

The whole or any part of this work may not be
reproduced, copied or transmitted or any of its
contents disclosed to third parties without
SSGA's express written consent.

The views expressed are the views of
Systematic Equity — Active through June 17,
2024, and are subject to change based on
market and other conditions.

Quantitative investing assumes that future
performance of a security relative to other
securities may be predicted based on historical
economic and financial factors, however, any
errors in a model used might not be detected
until the fund has sustained a loss or reduced
performance related to such errors.

Investing in foreign domiciled securities may
involve risk of capital loss from unfavorable
fluctuation in currency values, withholding
taxes, from differences in generally accepted
accounting principles or from economic or
political instability in other nations.

Past performance is not a reliable indicator of
future performance.

Index returns reflect capital gains and losses,
income, and the reinvestment of dividends.
Index returns are unmanaged and do not reflect
the deduction of any fees or expenses.

Equity securities may fluctuate in value and can
decline significantly in response to the activities
of individual companies and general market and
economic conditions.
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