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European Exceptionalism   
End of US exceptionalism? The consensus expectation at the start of 2025 was for this to be a year of US 

exceptionalism, but market performance has been to the contrary. In Europe, value has performed strongly YtD, 

with a notably robust performance from European banking stocks. For the past two years, US equities have 

delivered >20% returns each year. This is a very rare occurrence outside the late 1990s, and has only happened 

twice in the past 100 years; in both instances, cumulative returns in the subsequent two years were negative. 2025 

is shaping up to be a year of rebalancing and we expect this trend to continue. The FOMC assessment of US growth 

downside risk paints a gloomy picture for the US economy and thus risk assets, in our view.  

Positioning is key here. We believe positioning is still overweight the US and underweight Europe, as evidenced by 

the futures open interest on the SX5E Index, which remains near 20-year lows. Positioning and sentiment are 

improving in favour of non-US assets, but we believe we are only at the beginning of the reallocation trade. The 

valuation gap between US and non-US assets is still wide with pre-Covid averages, and we believe the next leg of 

the European exceptionalism trade is likely to be driven by fundamentals, with US growth slowing and European 

growth momentum improving.  

Valuation gap remains. Despite the near 20% outperformance of European equities since the US election, the 

valuation gap between Europe and the US remains. US equities have de-rated since the start of the year, although 

valuations remain high compared to the pre-Covid era. In addition, the valuation gap between Europe and the US 

remains c.10% higher compared to the pre-Covid average. So even as European equities have significantly 

outperformed, they are by no means expensive. While the initial phase of European exceptionalism trade has been 

driven by valuation convergence, we believe the next leg will be driven by fundamental convergence.  

Fundamental convergence next. The latest FOMC meeting saw the Fed revising US growth expectations lower 

and inflation expectations higher. This was largely anticipated, although the most compelling story from the FOMC 

projections was the diffusion index of participant risk weighting to growth and inflation. For growth, the downside 

risks were the highest on record, and for inflation, the upside risk was similar to 2022 levels. The fundamental 

outlook for the US economy has deteriorated and we don’t see any short-term fix to change the trend. At the same 

time, the “once-in-a-lifetime” fiscal policy adjustment from the outgoing German government is driving growth 

sentiment improving in the European economy before any money has actually been spent. The scale of the fiscal 

package is significant and we believe this will likely boost European growth for the decade to come. The Eurocoin 

indicator, which is the coincident growth indicator for Europe, is currently at highs last observed in 2022 when the 

impact of higher rates and energy prices started to slow the eurozone economy. We are in a recovery phase in 

Europe after the last two years of sub-trend growth.  
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Profit margin convergence. Equity profit margins are not reflecting this economic reality, with profit margins in 

Europe having come under pressure recently, while profit margins in the US remain near record levels. Going 

forward, we would expect profit margins in the two regions to converge, which we believe is likely to be a critical 

driver of the continuation of the European exceptionalism trade. The fundamental convergence is also likely to 

drive investor flows into European financial assets, which should support cross-asset outperformance and should 

be the key driver of the European exceptionalism trade.  

Risks remain. Tariff uncertainty is the biggest headwind for the European exceptionalism trade, although thus far 

US policy has shown that its bark is bigger than its bite. As a result, we would need to navigate the key 2 April 

deadline with caution. The tariff risk, while substantial, is unlikely to deter the growth capex cycle we are likely to 

see start in Europe with the German fiscal policy.  

Upside catalyst: While tariffs remain a risk, the offsetting positive momentum from a possible resolution of the 

Russia/Ukraine conflict is substantial, in our view. Rebuilding infrastructure in Europe will require years of capex, 

which should be a boost for European corporates. In addition, European assets and economic growth have clearly 

been under pressure since 2022 on the back of the war and could see upside from a potential resolution.  

Cross-asset European exceptionalism. Despite the outperformance of the Europe-first trade, we believe 

momentum remains strong in the European economy. Investors agreeing with our view could consider:  

1. Long SX5E / Short SPX: The BBVA equity strategy team expects “Europe to outperform short-term if 

ceasefire (between Russia/Ukraine)” (See note).  

2. Long European IG credit vs. US: The BBVA credit strategy team agrees with the idea of preferring EUR 

Credit vs. USD Credit at current levels and despite the YtD25 tightening we have seen in EUR Credit relative to 

US Credit spreads. Our thesis relies on supportive fiscal spending from Germany, expected rate cuts and a 

lower risk of recession in Europe vs. the US (c.30% vs 45% in the US, as per BBG estimates). Underlying 

fundamentals in European corporates and financials remain healthy, all-in yields are attractive vs. historical 

levels (c.3.3% now) and there are protective break-evens for both IG and HY. See notes here and here. 

3. Long basket of EUR, GBP, SEK, NOK, CHF against USD: The BBVA FX strategy team expects European FX 

to strengthen vs. the USD, with a particularly positive view on EURUSD, SEKUSD and NOKUSD. We are neutral 

CHF with domestically driven risks to the GBP (See note). 

       
    

Cross-asset European exceptionalism has room to run  
FOMC assessment of current growth deteriorating at the 
fastest pace 

 

 

 

Source: Bloomberg and BBVA Global Markets Strategy  Source: Bloomberg and BBVA Global Markets Strategy 
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FOMC assessment of current inflation upside risk near 
its highs  

European growth expectations improving at the fastest 
pace since Covid reopening 

 

 

 

Source: Bloomberg and BBVA Global Markets Strategy 
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Equity profit margin not reflecting growth reality  Valuation gap has room to recover 
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SX5E aggregate futures open interest remains near two-
decade lows  USD still near 20-year highs 
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Important information 
This present document should be considered Marketing Material for the purposes of Directive 2014/65 / EU and its implementing 
measures. 

This document contains an investment recommendation as defined in European Regulation 596/2014 from the European Parliament 
and the Council on Market Abuse ("MAR") as well as the in Delegated Regulation 958/2016 regarding technical regulatory standards 
relating to the technical measures applicable to the aim of the investment recommendations or other information in which an 
investment strategy is recommended or suggested and the communication of particular interests or indications of conflicts of interest.  

This document contains information recommending or suggesting an investment strategy and has not been prepared by an independent 
analyst; instead, it was prepared by "experts", who suggest investment decisions in financial instruments based on their experience or 
knowledge in the financial field. It has not been prepared in accordance with the legal provisions aimed at promoting the independence 
of Investment Reports. 

The BBVA Group companies that have participated in the preparation of this investment recommendation (hereinafter called Marketing Material) 
are identified by the location(s) of the author(s), as indicated in the present document (Experts) or via chat/email or other medium, in the 
following manner: 1) Madrid, London or Europe = Banco Bilbao Vizcaya Argentaria, S.A., including its E.U. branches (hereinafter called ‘BBVA’); 2) 
Mexico City = BBVA Mexico; 3) New York = BBVA Securities, Inc. (hereinafter called "BBVA Securities"); 4.) New York Branch = BBVA, New York 
branch; 5.) Lima = BBVA Continental; 6.) Bogota = BBVA Colombia S.A.; 7.) Hong Kong = BBVA, Hong Kong branch. 

For recipients in the European Union, this document is distributed by BBVA, a bank supervised by the Bank of Spain and by Spain’s Stock 
Exchange Commission (CNMV), and registered with the Bank of Spain with number 0182. 

All traders and sales personnel are subject to the "CIB Investment Recommendation Procedure." The Marketing Material published are the 
opinions of the creator of this document regarding the prospects of evolution of one or more financial instruments mentioned, subject to market 
conditions, either in absolute or relative terms, depending on whether it is a directional purchase or sale recommendation or a long / short 
recommendation. 

For recipients in Hong Kong, this document is distributed by BBVA, which Hong Kong branch is supervised by the Hong Kong Monetary 
Authority. 

For recipients in Colombia, this document is distributed by BBVA Colombia, a bank supervised by the Superintendencia Financiera de Colombia. 

For recipients in Mexico, this document is distributed by BBVA México, a bank supervised by the Comisión Nacional Bancaria y de Valores de 
México. 

For recipients in Peru, this document is distributed by BBVA Continental, a bank supervised by the Superintendencia de Banca, Seguros y 
Administradoras Privadas de Fondos de Pensiones. 

For recipients in Singapore, this document is distributed by BBVA, which Singapore branch is supervised by the Monetary Authority of 
Singapore. 

For recipients in the UK, BBVA is a trading name of Banco Bilbao Vizcaya Argentaria, S.A.. Registered in England with Company No. FC014702 
and Branch No. BR001254. Registered office: One Canada Square, 44th Floor, Canary Wharf, London E14 5AA. Authorised and regulated by the 
European Central Bank and the Bank of Spain. Authorised by the Prudential Regulation Authority. Subject to regulation by the Financial Conduct 
Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation 
Authority are available from us on request. To the extent BBVA may provide services to you from outside the United Kingdom, the consumer 
protections which apply to you under local law may be different from the UK consumer protections applicable to UK firms.  

For recipients in the US, analysis on products other than swaps is being distributed by BBVA Securities, a subsidiary of BBVA registered with 
and supervised by the US Securities and Exchange Commission and a member of the Financial Industry Regulatory Authority (“FINRA”) and the 
Securities Investor Protection Corporation. US persons wishing to execute any transactions should do so only by contacting a representative of 
BBVA Securities in the US. Unless local regulations provide otherwise, non-US persons should contact and execute transactions through a BBVA 
branch or affiliate in their home jurisdiction. 

Marketing Material on swaps is being distributed by BBVA, a swaps dealer registered with and supervised by the Commodity Futures Trading 
Commission (“CFTC”). US persons wishing to execute any transactions should do so only by contacting a representative of BBVA. Unless local 
regulations provide otherwise, non-US persons should contact and execute transactions through a BBVA branch or affiliate in their home 
jurisdiction.  

Marketing Materials about equities and equity derivatives are distributed by BBVA to "large US institutional investors" by virtue of the exemption 
from the obligation of registration established in section 15a-6 of the US Securities Exchange Act of 1934, in its most current version (the 
“Securities Act”). BBVA is not registered as a US brokerage and securities company and is not subject to US standards for analysis or analyst 
independence. 
 

 

BBVA and associated companies of the BBVA Group, according to the requirements of the Royal Legislative Decree 4/2015, which approves the 
consolidated text of the Securities Market Law, have a Securities Market Conduct Policy that establishes common standards applicable to people 
who carry out market activity for these entities This policy is available for on the following website:  

https://shareholdersandinvestors.bbva.com/sustainability-and-responsible-banking/principles-and-policies/ 

Experts who reside outside the United States and who have participated in this document may not be registered or recognised as analysts by 
FINRA or on the New York Stock Exchange and should not be considered " persons associated " with BBVA Securities (as defined by FINRA). As 
such, they may not be subject to the restrictions of FINRA rules 2242 in their communication with the companies in question, public appearances 
and operating on their own behalf. 
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The following information lays out the obligations relating to the disclosure of associations or conflicts of interest for BBVA and any of its 
companies, as established in Regulation (EU) 596/2014 on Market Abuse and in Delegated Regulation (EU) 2016/958 and in UK Market Abuse 
Regulations 2019. 

Conflicts of interest 

BBVA trades, or may trade as principal in debt securities, or related derivatives that are the subject of this Marketing Material. 

The following companies hold more than a 5% of the total issued share capital of BBVA: BlackRock Inc.. 

In the past twelve months, BBVA or one or more of its affiliates has had, or currently has, as corporate and investment banking clients 
the following companies/issuers that may be covered in this report: N/A. 

In the past twelve months, BBVA or one or more of its affiliates managed or co-/managed public offerings of the following 
companies/issuers that may be covered in this report: N/A. 

In the past twelve months, BBVA or one or more of its affiliates has received compensation for investment banking services from the 
following companies/issuers that may be covered in this report: N/A. 

for investment banking services from the companies covered in this report. 

BBVA is subject to an Internal Standards of Conduct on the Security Markets, which details the standards of the above-mentioned 
overall policy for the EU. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given, 
including information barriers. This Internal Standards of Conduct on the Security Markets is available for reference in the ‘Corporate 
Governance’ section of the following web site: https://accionistaseinversores.bbva.com/gobierno-corporativo-y-politica-de-
remuneraciones/ric-en-los-mercados-de-valores/ 

BBVA Mexico is subject to a Code of Conduct and to Internal Standards of Conduct for Security Market Operations, which details the 
standards of the above-mentioned overall policy for Mexico. Among other regulations, it includes rules to prevent and avoid conflicts of 
interests with the ratings given, including information barriers. This Code and the Internal Standards are available on the following 
website: https://investors.bbva.mx/es/codigomejorespracticas-es/ 

BBVA Peru is subject to a Code of Conduct and to a Code of Ethics for Security Market Operations, which details the standards of the above-
mentioned overall policy for Peru. Among other regulations, it includes rules to prevent and avoid conflicts of interests, including information 
barriers. Both Codes are available for reference on the following website: https://www.bbvacontinental.pe/meta/conoce-bbva/ 

BBVA Securities is subject to a Capital Markets Code of Conduct, which details the standards of the above-mentioned overall policy for 
the US. Among other regulations, it includes rules to prevent and avoid conflicts of interests, including information barriers. 

Exclusively for recipients resident in Mexico 

The information related to the disclosure of conflicts of interest that exclusively affect BBVA México is included in the table included in the 
previous section. 

BBVA Mexico or any of its affiliates have liquidity commitments or is a market maker in: MexDer futures (USD (DEUA)), TIIE 28D (TE28), 
TIIE swaps, CETES 91D (CE91)), Bonos M, Bonos M3, Bonos M10, BMV Price and Quotations Index (IPC), Options Contracts (IPC, shares in 
América Móvil, Cemex, CPO, Femsa UBD, Gcarso A1, Telmex L) and Udibonos. 

BBVA Mexico, and where appropriate the companies that are part of the BBVA Mexico Financial Group, may from time to time hold investments 
in the securities or derivative financial instruments whose underlying are securities subject to this recommendation, representing 10% or more of 
their portfolio of securities or investment portfolio, or the aforementioned percentage of the issue or underlying of the securities in question. 

Recommendations, distribution and history 

Long/Buy/Overweight: we recommend the investor purchase the financial instrument in question, as we think its value will increase. 

Hold/Neutral: we recommend the investor neither increase nor decrease his/her current holding of the financial instrument in question at current 
prices. 

Short/Sell/Underweight: we recommend the investor sell the financial instrument in question, as we expect its value to decrease. 

Long / Short: we recommend the investor buy a given financial instrument (Long) and sell another financial instrument (Short) at the same time 
in the same notional or equivalent risk, or in the proportion that is specified in the Marketing Material. 

Relative Value: we recommend the investor combine two or more assets to benefit from the differential behaviour of one (or more instrument) 
over another (or group thereof). 

This is Marketing Material that has been prepared as a one-off publication, and no updates are planned for it. 

Unless an investment horizon is indicated in the Marketing Material, it must be understood that it contains no such investment horizon. 

In the preparation of this Marketing Material, no specific valuation methodology has been used, only Expert judgment. If you require additional 
information, contact the Expert for further clarification. 

The BBVA Group's policy does not allow draft reports or Marketing Material to be sent to issuers prior to publication or dissemination. 

By virtue of Regulation (EU) 596/2014 on Market Abuse and Delegated Regulation (EU) 2016/958, the proportion of recommendations 
and their category/meaning as well as the averages of these recommendations are shown for the last 12 months. The average in which 
BBVA or any of the companies of the BBVA Group have provided investment banking services or have acted as an underwriter in public 
offerings of securities is also shown for each category and recommendation type. 

BBVA's Marketing Materials activity in the last 12 months in terms of financial instrument/issuers and their investment recommendations are as 
follows: 
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Recommendation history 

The average in which BBVA or any of its companies in the BBVA group have provided Investment Banking services or have acted as underwriter is 
12%, of which 100% are Long/Buy/Overweight. 

Expert certification 

The Experts hereby certify that (i) the views expressed in this Marketing Material accurately reflect their personal views about the subject 
companies and their securities and (ii) their remuneration may be linked to trading or sales in the instruments included in this document or in 
relation to the global sales and trading activity of the BBVA unit or group.  
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