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Some Ideas for 2025 (and Beyond)

A Reality Check After the Long Run?
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Some ldeas for 2025 (and Beyond) A Reality Check After the Long Run?

The table on the previous slide shows the current performance of some of the main stock
markets, starting from various initial dates. Each column is labelled with an investment start date
(31/12/2010, 31/12/2011, etc.), and within each column is displayed in descending order the
performance in euros of markets. Each market is consistently represented by the same colour to
make underlying trends easily identifiable.

Every investment start date has provided positive results across all stock indices. Not only
are the performances generally positive, but in the vast majority of cases, they are extremely
satisfactory.

Upon reviewing the table, it is evident that the US market has had an uncontested dominance
over the longer investment periods, while some European markets (especially Italy and Spain)
perform better over shorter periods.

It is extremely rare to observe such consistently positive results, both over the long and short
periods, as those presented in the table.

Is the significant and widespread stock market rally setting the stage for the start of a prolonged
phase of modest equity returns, especially in the US?

Let us find an answer to this question in stock market fundamentals.
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Some ldeas for 2025 (and Beyond) What Do Fundamentals Say?
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Some ldeas for 2025 (and Beyond) What Do Fundamentals Say?

In the graph on the previous slide, each bar represents the current risk premium for a specific
asset class, while the red dots indicate the historical average. As you can see, all the bonds
considered - both Euro and US corporate bonds, whether investment grade or high yield - are
offering a risk premium below their historical averages.

Similarly, US stocks are positioned to deliver a dramatically lower risk premium
compared to their historical levels.

The graph suggests that investors may not be receiving adequate compensation for the risks
they are taking today, especially when compared to the past.

This is true for many asset classes, as we have seen, however, Japanese stocks are positioned
to deliver returns in line with historical averages, while European stocks appear slightly
undervalued.

One of the most prominent cases of undervaluation is in Chinese stocks, but this should be
assessed with caution, taking into account the significant geopolitical risks, which somewhat
reduce the relevance of this opportunity: investors today must consider such risks before
making decisions based solely on price.

In summary, the year begins with expected returns on risky assets generally falling short of what
would adequately compensate investors, with only a few notable exceptions.

On the other hand, the risk-free world offers little comfort for euro-based investors, as the real
yield on the 10-year Bund is barely above zero. This leads to a clear takeaway, or, perhaps, a
necessity: to continue favoring risky assets, but with heightened caution and close
attention to potential trend reversals.
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Some Ideas for 2025 (and Beyond) US vs. European Equities
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Between 1982 and 2011, US equities traded, on average, at a 12.4% premium to European equities in terms of CAPE.
For three decades, this premium fluctuated around the average, which also coincided with the median. However, since
2012, the US premium has stabilized at around 40%, and instead of reverting to historical levels, it has surged
dramatically.
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Some ldeas for 2025 (and Beyond) US vs. European Equities

For decades, investors have deemed a "modest" premium of 12.4% sufficient to account for the
United States' superiority, which can be attributed to its economic growth, technological innovation,
and military dominance. However, in recent years, investors have shown a growing willingness to pay

significantly more.
Why is this?
What fundamental changes over the past 15 years justify this shift?

Two key drivers have emerged to explain this shift:

European Political Instability: The Eurozone sovereign debt crisis marked
a turning point. Since then, Europe has struggled with political fragmentation,
culminating in 2024 with crises in Germany and France. Unlike 2011, when
instability was confined to weaker economies, today’s challenges affect even
the continent’s strongest nations.

Structural Industry Dependence: Europe’s reliance on mature and
declining industries, such as automotive manufacturing, contrasts starkly with
the US dominance in technology and innovation-driven sectors. This
structural disadvantage has weighed heavily on European valuations.
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Some ldeas for 2025 (and Beyond) Looking for a New Equilibrium
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The relationship between the US - Europe valuation premium and the GDP growth differential is statistically significant
and suggests a new equilibrium premium of approximately 40%, assuming that the future GDP growth differential
stabilizes at 1.5% in favor of the US economy, an assumption that | believe to be quite conservative. A 40% equilibrium
premium is significantly lower than the current premium. This disparity could lead to a scenario where European
equities outperform as relative valuations return to more sustainable levels.
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Some ldeas for 2025 (and Beyond) Key Takeaways

In 2025

In the US strong economic growth and confidence in Donald Trump's actions will
continue to support the stock market rally, while European equities could benefit from
ECB support and exogenous events, such as the end of the war in Ukraine.

Investors should maintain a preference for risky assets, but with increased caution and
vigilance for potential trend reversals.

The current bull market phase is driven by confidence in the innovative capabilities of the
US, therefore it is unlikely that European equities will outperform in the short term,
despite the extraordinary relative undervaluation we have observed.

In the long run

Warning: Many assets are positioned to deliver lower risk premium compared to their
historical levels.

Normalization of relative valuations between US and European equities may take time,
but it could accelerate when the bull market phase ends and markets begin to correct.
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This publication was produced by Giotto Cellino SIM S.p.A. it is addressed to an indistinct public
and is provided for information purposes only. It does not constitute consultancy activities by the
SIM itself nor, even less, an offer or solicitation to buy or sell financial instruments. The data used
to process the information contained therein are in the public domain and are considered reliable,
however Giotto Cellino SIM S.p.A. is unable to ensure its accuracy. All information reported is
given in good faith on the basis of available data, but are subject to change without notice at any
time after publication. The data for which a source is not indicated are the result of evaluations
carried out by the SIM itself. We decline all responsibility for any information exposed in this
publication. We invite you to rely exclusively on your own assessments of market conditions when
deciding whether to carry out a financial transaction and whether it meets your needs. The
decision to carry out any financial transaction is at the sole risk of the recipients of this information.

Giotto Cellino SIM S.p.A. is a subject authorized by Consob to provide the investment services
referred to in the Testo Unico della Finanza.
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