
Europe’s economic  
prospects are improving  
at a time when the US is  
facing mounting challenges. 
This can only brighten  
the long-term outlook  
for European equity and  
private asset markets. 

Europe’s  
revival
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Europe’s long-term economic prospects are suddenly 
much brighter than they have been for decades. Kick-
started by Germany’s decision to loosen its fiscal fetters, 
a number of other stars are also aligning, in the form of 
euro zone-wide public investment and structural reform 
(see Figure 1).

Whether these programmes are implemented quickly 
or more gradually, the overall effect will be a very signifi-
cant boost to the European economy in both the short 
and long term.

We forecast that the pace at which the euro zone 
economy grows over the coming few years will more than 
double, while longer term, trend growth will jump to 
some 1.5% from 1.1%.

Some of these drivers are internal – such as more real-
istic approaches to energy policy and a new determina-
tion to address structural weaknesses, for example, 
through investment in infrastructure or capital market 
reforms. Tech investment in particular will provide a sig-
nificant boost to productivity, which has long lagged be-
hind the US’s.

But there are also external pressures forcing change. 
President Donald Trump’s “America First” agenda has 
been instrumental in incentivising European countries 
to become more independent in a number of areas, par-
ticularly defence, trade, geopolitics, energy and techno-
logical development. 

Figure 1
Spending timeline

European macroeconomic objectives,  
policy tools and sectoral impacts

Source: Pictet Asset Management, European Commission,  
German Ministry of Finance. Data/projections as at 03.07.2025.
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Just as Trump’s policies have forced European govern-
ments to ratchet up their defence spending and boost 
domestic growth – for example, by investing more in in-
frastructure – they have also stirred up debate about how 
to improve productivity such as through the develop-
ment and adoption of cutting-edge technologies and 
make it easier for the region’s businesses to access capital.

The result of these internal and external forces will be 
larger fiscal deficits and the simultaneous removal of 
barriers to trade and growth within the bloc.

Another big step forward will be the deregulation of 
capital markets. Removing both the obstacles that limit 
the flow of savings between EU countries and the regula-
tions that increase the cost of capital to companies will 
be essential to boosting productivity.

At the same time, the EU is having to take a more in-
dependent position in foreign relations, most visibly in 
its support for Ukraine in the war against Russia.

An overhaul of this scale will redraw the investment 
landscape.

As the US turns increasingly inward, a faster-growing 
European economy will make the region more attractive 
to investors. This could well enable the euro to take an 
ever bigger role as a reserve currency and medium for 
global transactions, while at the same time fuelling 
growth in Europe’s equities and private assets markets.
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Germany loosens the purse strings

Recent visitors to Germany will have been unpleas-
antly surprised at the degree to which the country’s in-
frastructure has been allowed to crumble. Since the mid-
1990s, Germany’s infrastructure spending as a share of 
GDP was among the lowest across developed countries, 
at around two-thirds of the average. 

Trains frequently run late because of line faults. The 
once famed autobahns are second rate to Poland’s new 
motorways. Big projects – airports, rail stations, cultural 
venues – suffer long delays and significant overruns.

That’s now about to be reversed with the lifting of 
budget constraints and official promises of major spend-
ing programmes – we project the total could reach EUR 1 
trillion in additional expenditure between now and 2037. 
For instance, defence spending over 1% of GDP is ex-
empted from Germany’s debt brake – the constitutional 
rule that severely restricts government borrowing. At the 
same time, the infrastructure programme will be further 
supported by additional spending from German states as 
they are now allowed to run their own deficits of up to 
0.35% of GDP, having previously been required to main-
tain budget balance.

Eurozone trend growth  
to rise to   
 
 

from 1.1%. 
Source: Pictet Asset Management,  
CEIC, Refinitiv

1.5%

Figure 2
German kick-start

German real GDP growth trajectory 2025-32, %,  
under different public spending assumptions

*German defence spending increases from 1.2% of GDP to 3.5% in 2029;  
infrastructure spending peaks at EUR 40 billion in 2027; and German states’  

structural deficit increases by 0.35% of GDP, with a gradual increase of the fiscal 
multiplier from 0.3 to 1. **German defence spending increases from 1.2% of  

GDP to 3.5% in 2027; infrastructure spending peaks at EUR 80 billion in 2027;  
and German states’ structural deficit increases by 0.35% of GDP, with a  

gradual increase of the fiscal multiplier from 0.3 to 1.  
Source: Pictet Asset Management, CEIC, Refinitiv. Forecasts as at 03.07.2025.
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We assume this fiscal agenda will run in one of two 
directions: that spending follows a maximalist, 
front-loaded approach; or that the sums are more mod-
erate and smoothed out over a longer period. In the first 
scenario, we see spending rising from EUR 40 billion in 
2025 to EUR 80 billion in 2027, with a total of EUR 340 
billion spent by the end of 2030. In the second, it’s a rise 
from EUR 13 billion in 2025 to EUR 40 billion in 2027, 
where it then plateaus, with EUR 200 billion spent by 
the end of 2030.

 But that’s not all of Germany’s planned spending – a 
massive rearmament programme is also being imple-
mented (see section Rearming and renewables). Whether 
rolled out gradually or rapidly, these programmes are set 
to have a significant impact on Germany’s growth over 
the short and long term. Over the first few years, growth 
is expected to be significantly ramped up, but there will 
likely also be a step-change in Germany’s trend growth 
rate (see Figures 2 and 3). Just as importantly, it would 
also boost euro zone growth (see Figure 4).

Figure 3
Adding up

Cumulative impact on German GDP growth 2025-27  
by contributing factor, percentage points

*German defence spending increases from 1.2% of GDP to 3.5% in 2029;  
infrastructure spending peaks at EUR 40 billion in 2027; German states’  

structural deficit increases by 0.35% of GDP, with a gradual increase  
of the fiscal multiplier from 0.3 to 1. **German defence spending increases  

from 1.2% of GDP to 3.5% in 2027; infrastructure spending peaks at  
EUR 80 billion in 2027; German states’ structural deficit increases by  

0.35% of GDP, with a gradual increase of the fiscal multiplier from 0.3 to 1.  
Source Pictet Asset Management, CEIC, Refinitiv. Forecasts as at 03.07.2025.
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To be sure, these plans could well bump into con-
straints. Some German observers question whether the 
construction industry has the capacity to meet all the in-
frastructure demands. Labour shortages are a clear risk, 
with poor demographics only likely to make it harder to 
find workers – even if this can be mitigated to some ex-
tent with initiatives to boost workforce skills and to in-
clude more women in male-dominated sectors. Decen-
tralised governance complicates matters further – the 
German Länder (states) are powerful and will have their 
own agendas. And as with any agenda that spans many 
years, there is the risk of political reversal, particularly in 
light of the growing strength of Germany’s nationalist 
party, Alternative für Deutschland (Af D).

Figure 4
Step change

Euro zone real GDP growth trajectory 2025-35, %,  
under different public investment assumptions

For both gradual and fast: 75% EU participation in the EUR 500 billion Ukraine  
reconstruction, benefiting European companies with 50% of the funding;  

4.5% of GDP in euro zone defence spending by 2028, with a gradual impact on 
growth; NextGenerationEU remaining disbursements by 2026 extended to 2028, 
with a gradual decrease of the fiscal multiplier from 0.7 to 0.3. *German defence 
spending increases from 1.2% of GDP to 3.5% in 2029; infrastructure spending 
peaks at EUR 40 billion in 2027; German states’ structural deficit increases by 

0.35% of GDP, with a gradual increase of the fiscal multiplier from 0.3 to 1.  
**German defence spending increases from 1.2% of GDP to 3.5% in 2027;  

infrastructure spending peaks at EUR 80 billion in 2027; and German states’  
structural deficit increases by 0.35% of GDP, with a gradual increase  

of the fiscal multiplier from 0.3 to 1.  
Source: Pictet Asset Management, CEIC, Refinitiv. Forecasts as at 03.07.2025.
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Rearming and renewables

The Ukraine war and pressure from the US are 
prompting NATO’s European member states to take 
more responsibility for their own defence. A number of 
countries have consistently allocated significantly less 
than NATO’s guideline of 2% of GDP to defence spend-
ing. Germany now aims to boost its spending to 3.5% of 
GDP, though the pace of this rise is yet to be determined.

We offer two sets of forecasts on the effects of in-
creased German defence expenditure, one based on 
spending being ramped up quickly and the other based 
on a gradualist approach. In the first scenario, German 
defence spending jumps from 2.0% of GDP in 2025 to 
3.5% in 2027, where it levels off. In the second, it rises 
from 1.7% in 2025 but only reaches 3.5% in 2029.

Other countries are expected to follow in Germany’s 
footsteps. We estimate that European governments over-
all will spend a total of EUR 800 billion during the com-
ing four years on defence, aerospace, cyber defence and 
military technology.

Europe is also rolling out a stimulus package to devel-
op green technologies, boost digital transition and en-
sure energy security through diminished dependence on 
fossil fuels in a multi-year programme running from 2021 
to 2026 and with an investment pot of EUR 750 billion.

Some EUR 300 billion of that has been earmarked for 
boosting energy security and decarbonisation. This will 
include building up wind and solar infrastructure, subsi-
dising the development of hydrogen and other clean fu-
els, expanding smart grids and electrification as well as 
developing electric vehicle components and battery sup-
ply chains.

The European growth story

The various spending programmes already underway 
or being lined up across Europe will undoubtedly have a 
signifcant impact on its economies. How much of an im-
pact, however, will depend on their scale and speed. We 
also expect there to be a lag in the degree to which this 
spending flows to the economy. In part that’s because a 
substantial amount of the extra defence budget will have 
to be spent outside Europe until the European defence 
industry has been built up. As a result, our fiscal multi-
plier – the degree to which fiscal spending translates into 
GDP growth – starts at 0.3 and then climbs to 1 over the 
forecast period as the domestic defence industry expands 
to fulfil ever more of the military’s demands.

Germany’s strong fiscal position and negative output 
gap mean that its high-multiplier spending (on infra-
structure, defence and energy) will encourage private 
capital and boost medium- and long-term growth.

Europe has a 
 

investment gap  
with the US. 
Source: “The Future of European  
Competitiveness”, Mario Draghi,  
2024

5%
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Fast and full implementation of Germany’s fiscal plan, 
together with its increased defence spending and the de-
cision to allow German states to run deficits of 0.35% of 
GDP, will have a significant impact on German growth, 
even without considering spending measures being tak-
en elsewhere across Europe. 2025 GDP growth will rise 
0.9 percentage points to 1.1%, for 2026 it will go up a full 
percentage point to 1.8% relative to where it would have 
been otherwise; for 2027, the peak year, it will go up 1.5 
percentage points to 2.3%, before then trailing off. Ulti-
mately, it will boost trend German growth by 0.3 per-
centage points to 1.1%.

Overall, EU-wide fiscal expansion that’s focused on 
productive investment enhances Europe’s growth out-
look, offsetting global trade tensions and a shift in in-
dustrial policy. Germany’s fiscal plan, together with in-
creased defence spending across the single currency 
region, remaining NextGenerationEU disbursements 
and a Ukraine reconstruction package, is expected to lift 
euro zone growth in 2025 by 0.7 percentage points to 
1.6%, by a full point in 2026 to 2.1% and by 1.3 percentage 
points in 2028 to 2.4%, before starting to trail off. Over 
the longer term, we expect the fiscal measures to lift 
trend growth in the single currency region by 0.4 per-
centage points to 1.5% (see Figure 4).

Deep-rooted capital market and labour market re-
forms would add even further to growth, while debt mu-
tualisation would ensure a much more resilient econom-
ic structure.

Capital markets reform

For the waves of European government largesse 
planned for the coming years to have full effect, the con-
tinent’s capital markets will need reforming. As Malin 
Norberg, the Norwegian oil fund's CIO markets strategist, 
recently argued, the EU needs to harmonise its tax, in-
solvency and supervisory rules to avoid falling further 
behind the US. 

For the waves of European government  
largesse planned for the coming years  

to have full effect, the continent’s capital 
markets will need reforming.
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In 2024, a report produced by Mario Draghi identified 
a 5% investment gap with the US as a result of underin-
vestment in digital, defence and climate infrastructure.

European productivity lags behind the US not so 
much because of lower investment levels but because 
capital is not deployed effectively, particularly in high-
tech industries. Savings are misallocated, with most held 
in bank deposits and real estate rather than being invest-
ed in high-growth sectors. That effect is compounded by 
fragmentation of the single currency region’s telecoms 
and energy markets.

With 80% of productive investment coming from the 
private sector, according to the Draghi report, it is essen-
tial to mobilise private capital for the region’s strategic 
initiatives. Even though the single currency region gener-
ates EUR 1 trillion in annual savings, only a fraction is 
invested domestically, with some EUR 300-400 billion 
flowing to the US.

Getting this capital flowing to the right investments 
is a challenge. Some 80% of EU household savings are in 
banks that don’t lend across borders, creating a home 
bias and preventing optimal capital allocation. Investors 
face 27 tax and regulatory regimes, high compliance costs 
and significant intra-EU trade barriers.

It’s not enough to increase the size of the savings 
pools or lower costs. Deeper reform is needed to expand 
market size and reduce administrative burdens to boost 
expected returns and encourage investment.

The EU Savings and Investments Union initiative 
launched in March 2025 aims to overcome some of these 
hurdles. Savings will be guided into long-term, equi-
ty-based products aligned with EU priorities.

Securitisation is to be boosted through simplified due 
diligence, lighter capital charges and standardisation. 
Pension reforms are designed to allow more allocation to 
equity and venture capital.

The EU’s regulatory framework is to be strengthened 
to reduce regulatory fragmentation. Fiscal incentives will 
be put in place to encourage retail investment. And bu-
reaucracy is to be consolidated to reduce the costs of 
cross-border investment.

More generally, successful reform of Europe’s capital 
markets will necessitate cutting red tape and establishing 
a pan-EU insolvency and tax framework. And the bank-

While there are high hurdles  
to euro zone debt mutualisation,  

they’re not insurmountable.
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ing union needs to be completed, while a common safe 
asset would be important for long-term investment sta-
bility. 

Achieving this depth of reform would increase 
cross-border capital mobility, driving down borrowing 
costs and improving small and medium enterprises’ ac-
cess to finance. It would enable start-ups to achieve sig-
nificant scale, accelerate digital transformation and the 
green transition as well as improve productivity and 
competitiveness across industries.

Debt mutualisation

More than anything, the European Union’s feeble 
stance on tariff negotiations with the US highlighted the 
bloc’s political weakness. That same weakness has sty-
mied efforts to mutualise EU debt, which would repre-
sent a major step towards a more unified, resilient and 
sovereign Europe.

Debt mutualisation is necessary to stabilise the single 
currency region and prevent market fragmentation such 
as it saw during the European debt crisis of 2009. The 
euro is a shared currency, but fiscal policy remains na-
tional, making member countries with weaker public fi-
nances particularly prone to economic shocks. Debt mu-
tualisation would spread debt risk and lower yields for 
more vulnerable members.

Such a step would push the euro zone towards a more 
closely bound federal system, like the US, allowing for 
easier transfer of resources across member states and en-
abling a more balanced mix between monetary and fiscal 
policy. And on the international stage, it would make it 
easier for the euro to be adopted as a major global re-
serve currency by creating a deep, liquid and safe asset 
backed by the region’s fiscal capacity – as Treasury bonds 
are in the US.

So far, reluctance among the euro zone’s strongest 
economies – particularly Germany, the Netherlands and 
Austria – has stymied efforts at debt mutualisation. 
That’s not least because of fears of moral hazard among 
countries with weaker political control over fiscal policy. 
But there are also institutional barriers, such as the lack 
of a true fiscal authority, a common tax base and demo-
cratic legitimacy for collective fiscal decisions.



A European renewal

	 Germany loosens the  
purse strings 	

	 Rearming and renewables 	

	 The European growth story 	

	 Capital markets reform 	

	 Debt mutualisation 	

	 Labour productivity 	

	 Repositioning Europe  
in the world

Investment implications  
for equities

	 Equities to shine 	

	 Focus on industry, defence  
and beyond

Investment implications  
for private assets

	 Real estate: an improving  
economy points to a K-shaped 
recovery in European property 	

	 Private debt: Europe’s smaller 
companies to thrive 	

	 Private equity: Europe comes  
of age	

11

The European Central Bank is permitted to invoke its 
Transmission Protection Instrument (TPI) – which al-
lows the central bank to buy national sovereign debt to 
counter fragmentation (a step towards debt mutualis-
ation) should yield spreads on a country’s debt widen to 
an unwarranted degree, provided it respects EU fiscal 
rules.

But while there are high hurdles to euro zone debt 
mutualisation, they’re not insurmountable. The EUR 750 
billion NextGenerationEU package is temporary and 
limited, but it shows that common borrowing is both 
technically feasible and politically achievable.

Treaty changes could extend the European Stability 
Mechanism – which already has unused borrowing ca-
pacity – into something more than a crisis management 
tool. And there are also other proposals. One solution 
would be to pool national debt up to 60% of GDP into 
senior, jointly guaranteed bonds. Sovereign bond-backed 
securities could create senior and junior tranches from 
pools of national bonds, with the senior tranches becom-
ing a safe asset, albeit without mutual guarantees. And 
then there’s a proposal for a Euro Treasury with limited 
EU-level borrowing powers to pay for agreed common 
goods.

Temporary engineering has bridged the gap. But only 
shared architecture can deliver the resilience and scale 
Europe now needs.

Labour productivity

For all the importance of debt mutualisation, the euro 
zone’s future will hinge on economic growth. And the 
core driver of growth over the long term is labour pro-
ductivity, which has historically been weak in the single 
currency region.

This weakness is down to several factors. Labour mar-
ket rigidities caused by excess regulation reduce mobility 
and adaptability, and are disincentives to working longer 
hours. And this is compounded by the frequent failure 
by EU governments to recognise each other’s profession-
al qualifications, limiting EU-mobility.

Then there’s underinvestment in digital and intangi-
ble capital. Compared to the US, European firms invest 
less in software, data and AI. Smaller firms have been 
slow to adopt digital technology, particularly in the re-
gion’s south and east.

 
 

of productive investment  
comes from the private sector. 
Source: “The Future of European  
Competitiveness”, Mario Draghi,  
2024

80%
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Bureaucratic hurdles slow infrastructure development 
and digital roll-out, while there’s a mismatch between 
education systems and the skills businesses need. Weak 
insolvency regimes create zombie firms, preventing the 
reallocation of capital and labour to where it would be 
more productively used.

There are efforts in place to solve some of these issues. 
The EU’s Recovery and Resilience Facility is tied to struc-
tural reforms in labour markets, digitalisation and public 
administration. Industrial policies have been launched, 
such as the European Chips Act and the Green Deal In-
dustrial Plan. AI regulation aims to boost strategic sec-
tors.

The proposals aim to reduce structural disincentives 
to work by adjusting retirement ages, aligning work in-
centives through the tax and benefits system, and reas-
sessing the number of public holidays. They’re looking to 
improve labour and capital mobility by harmonising 
qualification recognition and expanding cross-border 
training, and by promoting venture capital and scal-
ing-up financing to shift capital towards high-productiv-
ity sectors.

For example, France has included pension and unem-
ployment insurance reforms in its national recovery and 
resilience facility plan to strengthen work incentives. Ita-
ly, meanwhile, is focused on modernising employment 
services, expanding vocational training and adjusting tax 
measures to increase labour market participation, par-
ticularly among women and youth.

Repositioning Europe in the world

Europe’s renaissance is likely to come at a time when 
the US economy starts to look increasingly vulnerable.

The US government’s persistently massive deficits – 
running at 6.5% to 7% of GDP – heighten inflation risk, 
weaken growth expectations, depress real rates and rely 
on the dollar’s reserve currency status to finance rising 
debt.

Growth during recent years has been spurred by mas-
sive government deficits, but these are ultimately unsus-
tainable – the US’s credit rating was already cut in antici-
pation of Trump’s Big Beautiful Bill. That’s putting 
upward pressure on US bond yields and causing the dol-
lar to weaken.

The US’s vulnerability is exacerbated by an “America 
first” approach that is turning the US inward. Tariffs are 
not only a tax on US consumers but they threaten to hurt 
the country’s growth potential by depressing trade. Infla-
tion remains sticky and above the US Federal  
Reserve’s target.

The US government   
is expected to persistently  
run deficits of around 
 

of GDP. 
Source: Congressional Budget Office

6.5%
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A steady loss of confidence in US leadership is already 
being seen in the simultaneous increase of US bond 
yields and weakening of the dollar.

By contrast, the euro zone has seen its currency and 
bond yields move higher thanks to the prospect of pro-
ductive public investment – real interest rates are rising 
while the breakeven rate, which measures inflation ex-
pectations, has been falling. 

Europe may lack a fiscal union yet its aggregate debt 
to GDP ratio remains well below that of the US, thanks 
to years of consolidation. Meawhile, there has been con-
vergence in bond yields across the continent, with 
spreads narrowing against Germany as concerns about 
credit risk across the euro zone’s periphery decline.

The combined effect of reform measures that are both 
in motion and on the horizon will be stronger economic 
growth across Europe, not only over the short term 
thanks to the stimulus of fiscal spending but also over 
the long term due to higher productivity and thus poten-
tial growth.

Ultimately, the result could well be that the euro plays 
a larger role as a reserve currency, becoming more of a ri-
val to the US dollar. But the implications stretch far be-
yond that to affect the whole of the capital market. Even 
a modest shift from the US to Europe would have a ben-
eficial effect on euro-denominated bonds, on the region’s 
credit market more generally, on European equities and 
on European private assets.

There are many moving parts to Europe’s various gov-
ernment programmes and while some have already been 
put in place, others are still in development. How quickly 
they are implemented, how they interact and what hap-
pens in the wider world are all complexities. But from 
what we know so far, Europe is set to gain strength over 
the coming years. Europe is likely to be on its way to an 
economic renaissance.

The combined effect  
of reform measures that are both  

in motion and on the horizon,  
will be stronger economic growth  

across Europe.
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Investment implications 
for equities
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A stronger European economy is good news for the 
region’s equity markets.

Equities to shine

In our view, Europe’s stocks are poised for a signifi-
cant re-rating thanks to the economic revival, reversing 
a quarter century of underperformance.

Euro zone equities are currently trading at a 37% dis-
count to their peers on a 12-month price/earnings basis. 
Even adjusted for sector differences, the gap is 31%, 
which is comparable to levels observed during the global 
financial crisis in 2008-2009. We expect this disparity to 
narrow as European economic health improves, regula-
tions and tax regimes become more business-friendly, 
and growth industries expand.

The single most important reason to believe that Eu-
rope’s comeback is for real, after so many false dawns, is 
a dramatic loosening of fiscal policy from its largest 
economy. We believe Germany’s fiscal turnaround, cou-
pled with region-wide increases in public spending, cre-
ate the economic conditions that could at the very least 
lead to a halving of the discount at which European 
stocks trade relative to their US counterparts. If the sec-
ond-round effects of such investment exceed expecta-
tions, the gap could even close completely.

Figure 5
Equity returns driven  
by growth dynamics
Europe vs US – growth and  

equity market performance differentials

Source: LSEG, MSCI, Pictet Asset Management.  
Data covering period 28.05.2002-20.06.2025.
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Our analysis suggests that a percentage point of addi-
tional European GDP growth per annum should trans-
late into around a 3 percentage point increase in corpo-
rate earnings growth from 2026 to 2028. An incremental 
earnings pickup of that magnitude, if sustained, should 
lead to multiple re-rating of about 10%. In other words, 
traction on the fiscal spending plans in and of itself 
should boost European equities by an additional 20% 
over the next three years.

Focus on industry, defence and beyond

Defence companies are clear winners, but we expect 
the positive impact on European equities to be much 
broader – not least because defence spending is among 
the most productivity-enhancing of all types of public 
expenditure.

We also see strong potential in cyclical sectors and in 
stocks with higher exposure to domestic revenues in are-
as such as industrials, infrastructure, utilities and finan-
cials.

Defence
This is a key priority – and not just for Europe. At the 

NATO summit in June, member countries agreed to a 
new defence spending commitment of 5% of GDP (3.5% 
core + 1.5% related spending) by 2035. This marks a big 
step-up for Europe, where defence spending averaged 
just 1.9% of GDP last year. Investment will include de-
fence infrastructure and cybersecurity. European de-
fence companies could also benefit from increased na-
tional security focus in other countries, for example 
through joint procurement deals, such as the one re-
cently signed with Canada. According to our models, Eu-
ropean aerospace and defence stocks offer similar earn-
ings growth prospects as their US counterparts (with a 
compound annual growth rate of around 22% for the 
next two years), while trading at more attractive valua-
tions.

We believe Germany’s fiscal turnaround, 
coupled with region-wide increases  

in public spending, create the conditions 
that could at the very least lead  

to a halving of the discount at which  
European stocks trade relative to  

their US counterparts.
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Industrials and infrastructure
As European governments strive to improve regional 

resilience, autonomy, and competitiveness, industrial 
and infrastructure companies will be direct beneficiaries. 
Germany alone has earmarked EUR500 billion for an in-
frastructure investment fund. Re-shoring and re-indus-
trialisation initiatives will see money flow into construc-
tion, engineering and transport infrastructure, among 
others. This should present opportunities in the mid-
cap sector, where the concentration of industrial stocks 
is greater than among Europe’s large caps (at 24% versus 
18%, based on MSCI indices), and valuations are attrac-
tive. Better digital infrastructure will also be prioritised, 
and we expect to see spending to improve connectivity 
and strengthen Europe’s presence in digital value chains 
in areas such as artificial intelligence, cybersecurity, data 
and cloud infrastructure and quantum computing. Our 
analysis shows that, of the major European equity sec-
tors, industrials are the most sensitive to German IFO 
business climate index; they should thus be well-placed 
to capitalise on any improvement in business sentiment. 
Valuations suggest potentially higher returns for the sec-
tor, with 12-month forward P/E ratio for the MSCI EMU 
Industrials index (excluding aerospace and defence) at 
around 10% below that of global equities.

Utilities
Re-industrialisation will drive demand for power, ex-

acerbating the pressure from burgeoning data centres 
and the electrification of everything from cars to central 
heating systems. Utility companies will play a key role in 
meeting this demand, as well as in supporting two other 
European priorities – the green transition and improved 
energy security. The increased use of renewables hinges 
on investment in network interconnections to transport 
power from remote solar- and wind-rich areas to de-
mand centres, and connect renewable energy production 
to the grid. Electrification, meanwhile, will require grid 
reinforcement and modernisation. European utilities 
have underperformed in recent years, creating an attrac-
tive entry point from a valuation point of view. At 
around 14 times, the 12-month forward P/E ratio is the 
lowest among European and US sectors. 

Re-shoring and re-industrialisation  
initiatives will see money flow  

into construction, engineering and  
transport infrastructure,  

among others. This should present  
opportunities in the mid-cap sector.
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Financials
Banks and insurance firms will be pivotal in channel-

ling the investment into Europe’s renaissance, with au-
thorities looking to the private sector to provide the 
bulk of the funding. We expect a pick up in earnings for 
the sector – not just because of stronger loan growth but 
also because the incremental government borrowing 
will lead to a steeper yield curve, boosting bank profita-
bility. Valuations relative to the broader market look fair 
by historical standards, while prospects are further im-
proved by prospective deregulation. The price tag of Eu-
rope’s renaissance is significant: meeting NATO’s de-
fence spending target will require additional investment 
of some EUR150-200 bn per year, while closing the com-
petitiveness gap with the US will cost around EUR800 
bn, according to the Draghi Report. With Europeans 
currently sitting on significant savings (worth some 15% 
of disposable income), some of the money could come 
from the population. Particularly as, to-date, just one in 
five Europeans owns shares (directly or indirectly), com-
pared to more than half of the US population (see fig-
ure 6). Initiatives such as the European Savings and In-
vestment Union could help pave the way for the capital 
push, to the benefit of both the financial sector and the 
region’s equity markets more broadly.

And that’s only one source of potential inflows. We 
could also see some existing equity investments redirect-
ed to Europe: the difference between what non-US in-
vestors invest in US equities versus what US investors 
invest internationally stands at USD26 trn.

Figure 6
Underinvested

Proportion of population owning shares, % of total

Source: LSEG, MSCI, Pictet Asset Management.  
Data covering period 28.05.2002-20.06.2025.
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With additional public and private investment,  
Europe could become a more powerful global player in 
fast-growing tech and environmental industries. In time, 
this could transform the investment profile of European 
equities. Growth-oriented investors who have tradition-
ally been drawn to the US could come to see European 
stocks as viable alternative.

In figure 7, we provide a snapshot of some of the 
listed European companies that we believe could capital-
ise on the reforms and investment we detail in our anal-
ysis. These firms form part of the investment universe of 
our European Revival equity strategy.

Figure 7 
Stocks within the 

European revival universe*

Sap Se

Hsbc Holdings Pic

Siemens Ag-Reg

Banco Santander Sa

Safran Sa

Deutsche Telekom Ag-Reg

Abb Ltd-Reg

Banco Bilbao Vizcaya Argenta

Uncredit Spa

Muenchener Rueckver Ag-Reg

*The stocks here form part of the  
Pictet European Revival investment 

strategy and are shown for illustrative 
purposes only. They may be sold from 
the portfolio at any time without prior 
notice, and should not be considered  

an investment recommendation. 
Source: Pictet Asset Management.  
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Investment implications 
for private assets
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Real estate: an improving  
economy points to a K-shaped  
recovery in European property 

For European real estate, a stronger economy could 
mean higher rental growth, strengthening already posi-
tive dynamics.

Unlike the US, Europe is suffering from an acute 
shortage of quality properties in good locations across 
virtually all sectors – a shortage caused by complicated 
regulations, old housing stock and limited new con-
struction. This means even in times of economic weak-
ness, desirable properties can generate attractive rental 
growth. In times of economic strength, that growth will 
be magnified. 

But we believe that the resurgence of real estate will 
not be universal. Instead, we foresee a K-shaped recov-
ery: the right assets in the right locations will appreciate, 
while assets facing obsolescence risk will never be cheap 
enough to be good value investments. The latter category 
includes, for example, many shopping centres, suburban 
offices and buildings that score poorly on sustainability 
criteria.

Figure 7
Europe’s urban revolution

EU population, million people

Source: EurostatLine 1
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Zsolt Kohalmi
Deputy CEO & Global  
Head of Real Estate
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Conversely, we see some of the best potential in resi-
dential and logistics sectors, where we can add value by 
refurbishing or repositioning buildings to best meet 
changing occupier demands and improve environmental 
credentials. 

In the logistics sector, where international trade is 
constrained, local supply chains are more important 
than ever. This means we are going to need more logistic 
facilities locally, putting upward pressure on rents in a 
sector where vacancy rates are already close to zero. Cru-
cially, rents account for only around 4% to 7% of total 
production costs for logistics businesses, so they are less 
sensitive to rent increases because it’s a small share of 
their cost base.

In the residential sector, supply is very constrained in 
Europe. Planning issues, the pandemic and a lack of fi-
nancing have further exacerbated the shortage in recent 
years. Moreover, many of the buildings that are available 
do not meet today’s standards of quality accommoda-
tion, often lacking in strong environmental credentials, 
good amenities and fast transport links. At the same 
time, demand is growing, driven by urbanisation and by 
increasing numbers of one-person households. This, in 
turn, leads to rental growth. In London, for example, 
residential rents rose by 11.5% in 2024, in contrast to 
steep falls seen in US cities such as Austin, which are ex-
periencing a development glut. 

A stronger European economy could also lead to 
higher property prices, making the current environment 
a particularly attractive entry point, given that prices to-
day are some 20% to 40% below pre-pandemic levels, in 
contrast to other major asset classes which feel expen-
sive.

By leveraging local knowledge as well as experience in 
repositioning and developing assets, investors can take 
advantage of this window of opportunity in European 
real estate, benefitting from rental growth and future 
price increases.

We see some of the best potential in  
residential and logistics sectors,  

where we can add value by refurbishing  
or repositioning buildings to best  

meet changing occupier demands and  
improve environmental credentials. 
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Private debt: Europe’s  
smaller companies to thrive 

At over EUR 500 billion, Europe’s private debt market 
has been on a high growth trajectory, almost doubling 
in size in just the last four years. Europe is thus gradual-
ly increasing its share in the still US-dominated EUR 
2,000 billion plus global private debt market.1 We expect 
this strong momentum to continue amid favourable sec-
ular tailwinds and growing investor interest. 

Traditional sub-investment-grade bank financing re-
mains hard to access for European SMEs (largely in the 
wake of the introduction of Basel III and IV frame-
works), and private debt is expected to continue plug-
ging the credit gap.

Fiscal stimulus should also contribute significantly to 
the growth of the European private debt market. Large-
scale government spending – for example, on European 
defence, infrastructure projects in Germany, the green 
energy transition in France or digital transformation in-
itiatives in the UK – is creating increasing demand for 
capital at both a local and continental level. This is help-
ing to drive demand for financing among businesses 
that are either directly involved in these initiatives or are 
benefiting from the broader economic momentum they 
generate. 

Andreas Klein
Head of Private Debt

	 1	 Source: Pictet Asset Management, Preqin, based 
on latest figures; includes invested capital and 
dry powder. Available data (30.09.2024) and mar-
ket observations.	

Figure 8
Private debt’s growth potential

Corporate loans vs private debt

Source: Pictet Asset Management,  
LCD, Fed, ECB. Data as at 31.12.2024.
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Smaller businesses, commonly referred to as the 
“lower mid-market” in private debt, are often at the fore-
front of innovation in areas that are integral to local 
economies and supply chains and that are likely to be 
strong beneficiaries of these fiscal tailwinds. Access to 
capital will be critical to ensure these companies are able 
to fully capitalise on the trends. Private debt funds fo-
cusing on this segment are extremely well-positioned to 
step in and provide the bespoke financing solutions 
these businesses need to expand, innovate and compete.

For investors, the European lower mid-market can 
deliver higher all-in yields relative to the larger end of 
the market as capital is more scarce and less commod-
itised. Risk may also be lower in certain instances, nota-
bly due to smaller businesses’ greater macro insulation 
in niche markets or industries.

Such businesses typically have a more local or region-
al focus making them less susceptible to cross-border 
macro variables such as currency fluctuations, supply 
chain disruptions, trade policy or economic weakness 
elsewhere in the world.

Despite recent bouts of macroeconomic and geopolit-
ical volatility, the European lower mid-market continues 
to showcase its importance in investor portfolios as a 
source of diversification, stable income and capital pres-
ervation throughout the economic cycle. And as the Eu-
ropean economy continues to grow and develop, the 
lower mid-market is expected to remain a key benefi-
ciary, driving demand for private debt and solidifying its 
role as a critical financing tool for Europe’s economic 
transformation. 

The future is bright for European private debt, and 
even more so for the lower mid-market.

European private debt  
market has doubled in size  
in the last four years. 
Source: Preqin, Pictet Asset Management

x2
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Private equity: Europe comes of age 

Europe already has a strong track record of private as-
sets outperforming public assets. Over the past 20 years, 
European private equity returned some 20% more than 
its public market equivalents – more than double the 
outperformance achieved by US private equity, accord-
ing to a recent McKinsey study.  

One of the reasons for Europe’s performance is the 
scope for operational value creation in private market 
investments. An improvement in the region’s economic 
outlook can further increase that potential – therefore 
further enhancing the prospects for private equity re-
turns.

Europe also offers less crowded market conditions 
and diversification for investors whose exposure to 
North America has climbed in recent years. 

We see particularly strong opportunities in mid-mar-
ket segment. There are some 63,000 companies in Eu-
rope with revenues of EUR 30 and EUR 300 million. To 
date, only around 1.5% of them receive PE investment in 
any given year. The growth potential looks greater still 
when the US is the benchmark. Adjusted for GDP, small 
and mid-cap PE markets are four times larger in the US 
than in Europe. 

Europe’s privately owned SMEs have already proven 
their worth and are now looking to take the next step; to 
professionalise and grow. PE investors can help such 
firms make progress on this path by injecting new capi-
tal and – just as importantly – by providing strategic and 
operational expertise. 

The region’s fragmented markets offer meaningful 
opportunities for buy-and-build strategies, driving value 
creation through operational improvements and consol-
idation without depending on macroeconomic tailwinds. 
This is especially true as buyout entry multiples have 
been lower in Europe than in the US over the last seven 
years, providing greater value and upside potential for 
long-term investors. 

We are particularly positive on resilient, niche busi-
nesses offering mission-critical services across specific 
European markets, in sectors including business-to- 
business services, education and training, and industri-
als. These businesses benefit from recurring-revenue 
models and a focus on domestic business models with 
little exposure to international trade or manufacturing. 

Edmund Buckley
Global Co-Head of Private  
Equity & Head of Direct  
Private Equity
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Disclaimer
This marketing material is for distribution to pro-

fessional, accredited and qualified investors only. It is 
neither directed to, nor intended for distribution or use 
by, any person or entity who is a citizen or resident of or 
located in any locality, state, country or jurisdiction 
where such distribution, publication, availability or use 
would be contrary to law or regulation.

The information and data presented in this docu-
ment are not to be considered as an offer or solicitation 
to buy, sell or subscribe to any securities or financial 
instruments or services.   

The information used in the preparation of this 
document is based upon sources believed to be reliable, 
but no representation or warranty is given as to the ac-
curacy or completeness of those sources. Information, 
opinions and estimates contained in this document re-
flect a judgment at the original date of publication and 
are subject to change without notice. 

This material does not contain sufficient informa-
tion to support an investment decision and it should 
not be relied upon by you in evaluating the merits of 
investing in any products or services offered or distrib-
uted by Pictet Asset Management. Pictet Asset Man-
agement has not ensured the suitability of the securi-
ties mentioned in this document for any specific 
investor, and it should not be relied upon as a substi-
tute for independent judgment; investors are advised 
to determine the suitability of the investment based on 
their financial knowledge, experience, goals and situa-
tion, or to seek specific advice from an industry profes-
sional before making any investment decisions. Inves-
tors should read the prospectus or offering 
memorandum before investing in any Pictet managed 
funds. Tax treatment depends on the individual cir-
cumstances of each investor and may be subject to 
change in the future. 

Past performance is not a guide to future perfor-
mance.  The value of investments and the income from 
them can fall as well as rise and is not guaranteed. In-
vestors may not get back the amount originally invest-
ed. This document has been issued in Switzerland by 
Pictet Asset Management S.A. and in the rest of the 
world by Pictet Asset Management (Europe) S.A., and 
may not be reproduced or distributed, either in part or 
in full, without their prior authorisation.

Effective allocations are subject to change and may 
have changed since the date of the marketing material. 
The Market Data Specific Terms and Conditions shall 
apply to any individual or legal entity that receives 
from Pictet Asset Management market data such as, 
but not limited to, prices, ratings, indexes, regulatory 
data, research data and other information regarding fi-
nancial instruments or other investments. Any index 
data referenced herein remains the property of the 
Data Vendor. The Market Data Specific Terms and Con-
ditions and Data Vendor Disclaimers are available on 
pictet.com/assetmanagement  in the “Legal documents 
and resources” section of the footer.

The latest version of the fund‘s prospectus, 
Pre-Contractual Disclosure (PCD) when applicable, Key 
Information Document (KID), annual and semi-annual 
reports must be read before investing. They are availa-
ble free of charge in English on pictet.com/assetman-
agement or in paper copy at the management company 
of the fund or at the office of the fund local agent, dis-
tributor or centralizing agent if any. 

The KID is also available in the local language of 
each country where the compartment is registered.  
The prospectus, the PCD when applicable and the an-
nual and semi-annual reports may also be available in 
other languages, please refer to the website for other 
available languages.  Only the latest version of these 
documents may be relied upon as the basis for invest-
ment decisions. 

For Swiss domiciled funds: The management com-
pany is Pictet Asset Management SA, 60 Route des 
Acacias – CH-1211 Geneva 73.

For Luxembourg domiciled funds:  The manage-
ment company is Pictet Asset Management (Europe) 
S.A., a company authorized and regulated by the Lux-
embourg regulator "Commission de Surveillance du 
Secteur Financier”, and domiciled at 6B, rue du Fort 
Niedergruenewald, L-2226 Luxembourg. 

For Luxembourg domiciled funds, the summary of 
investor rights (in English and in the different languag-
es of the website) is available here and at pictet.com/
assetmanagement under the heading "Resources", at 
the bottom of the page.

The list of countries where the fund is registered 
can be obtained at all times from the management 
company, which may decide to terminate the arrange-
ments made for the marketing of the fund or compart-
ments of the fund in any given country.

For Pictet Alternative funds, only the latest version 
of the Private Placement Memorandum, articles of in-
corporation, and annual report may be relied upon as 
the basis for investment decisions. 

The Private Placement Memorandum, the articles 
of incorporation as well as the annual reports may be 
obtained free of charge from the management company 
of the fund or local representative if any. 

Any investment guidelines presented are internal 
guidelines which are subject to change at any time and 
without any notice within the limits of the fund's pro-
spectus or Private Placement Memorandum.

The mentioned financial instruments are provided 
for illustrative purposes only and shall not be consid-
ered as a direct offering, investment recommendation 
or investment advice. Reference to a specific security is 
not a recommendation to buy or sell that security. 

Past performance is not a guarantee or a reliable 
indicator of future performance. Performance data 
does not include the commissions and fees charged at 
the time of subscribing for or redeeming shares. 

This document is not in scope for any MiFID II/Mi-
FIR requirements specifically related to investment re-
search. 

As part of its sustainable investing efforts, Pictet 
Asset Management (“Pictet”) utilises the SDG logos, 
icons and colour wheel as illustrations to advance the 
firm’s sustainable targets and goals. The SDG logos, 
icons and colour wheel are and remain the intellectual 
property of the United Nations. The United Nations is in 
no way affiliated with Pictet. This material contains 
certain artistic or designed elements for which copy-
righted materials shall be used for illustrative purpos-
es only. The content of this publication has not been 
approved by the United Nations and does not reflect 
the views of the United Nations or its officials or Mem-
ber States and further the United Nations did not en-
dorse the content or data behind the SDG logos, icons 
and colour wheel. All content and data have been com-
piled by Pictet for the advancement of the goals and 
should not be considered as a direct offering, invest-
ment recommendation or investment advice. Pictet 
makes no ownership claims for the colours, shapes, or 
names as shown in the illustrations. All design rights 
remain the design rights of the United Nations. For 
more information on United Nations Sustainable Devel-
opment Goals please go to: https://www.un.org/sus-
tainabledevelopment. 

Information for Swiss investors: the legal repre-
sentative of foreign collective investment schemes is 
Pictet Asset Management S.A. route des Acacias 60, CH 
1211 Geneva 73 and the Paying Agent is Banque Pictet & 
Cie S.A., route des Acacias 60, CH 1211 Geneva 73.
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