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The reform plus fiscal package is genuinely large and potentially a regime
change, but not yet an unqualified “buy Germany/Europe” signal. The principal
upside risk is a confidence-led private capex cycle. The key downside risk is
implementation failures and higher bond yields, which could turn a productive
investment programme into a less equity-friendly fiscal expansion. Depressed
confidence, reform leverage and limited FX tailwinds nevertheless all argue for
clear relative winners and losers. We favour German domestic and small- and
mid-cap stocks over large international exporters; the European
reindustrialisation supply chain over China-geared and defensive exporter
cohorts; and expect momentum in the Periphery to continue. The near-term
complication, an Iran/Hormuz energy shock pushing the ECB toward hikes
rather than cuts, may argue against a broader market rerating, but does not

yet alter the relative framing. Y .
Germany is

The German package and the channels supporting stocks gradually moving

Germany is gradually moving from fiscal restraint and external dependence
towards an investment-led economic model. The reforms can improve both the
level and quality of growth, and the public-private interaction makes the
package more equity-relevant than a normal fiscal stimulus, because it affects dependence towards
both demand and supply and thus has the potential to crowd in private capex
rather than merely create a temporary fiscal multiplier. Importantly, the
infrastructure and defence spending is not a traditional one-off stimulus; it
changes the government's borrowing trajectory and the visibility of industrial
demand; “Agenda 2030"” reforms add tailwinds to an existing base.

from fiscal restraint
and external

an investment-led
economic model.”

Credit and balance sheet capacity also matter. The BIS measures the
proportion of household and corporate (the private sector) income used for
interest and principal payments. In the case of Germany (as well as the
Periphery in Europe and the UK) the limited rise in the private sector's debt
service ratio relative to its historical level translates into capacity to re-lever.
This capacity is latent and gated (the gate being banks’ risk appetite, and what
opens it being energy de-escalation and an end to ECB tightening), but it could
further broaden the credit cycle, extending growth beyond current
assumptions.

The longer-term results remain uncertain: they depend on whether companies
will alter their investment, wage and capital-allocation behaviour, whether
banks accelerate lending, and whether returns on investments prove attractive.
For now, the confidence channel is what has the potential to become the real
transmission valve; and a change in confidence breadth is a more powerful
trigger than just its level. With business and consumer confidence at multi-year
lows and only just turning (the war in Iran and the rise in energy prices had an
impact), the reforms are not yet reflected in sentiment. Any confidence
rebound, while geopolitically contingent, is the real source of optionality.
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Low debt servicing highlights capacity to relever

Households' debt service ratio vs. historical average
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Non-financial corporations’ debt service ratio vs. historical average

Source: Amundi Investment Institute, BIS. Last available data as of Q4 2025. The data set for debt service ratios reflects the share of income
used to service debt for households, non-financial corporations and the total private non-financial sector.

The mechanics: earnings and equity risk premium are the driving forces

At a high level, equity price returns are driven by changes in earnings expectations and changes in valuation,
usually expressed through the Price-to-Earnings (P/E) ratio. The P/E ratio typically moves inversely with the
risk-free rate and the equity risk premium (ERP)*, while benefiting from positive revisions in long-term growth
assumptions.

In Germany, the combination of supply-side reforms and the fiscal package favours companies whose
earnings revisions arrive early, rather than long-duration equities that rely almost entirely on valuation
expansion.

Here we explain why:

1.

Earnings revisions are the most reliable leg. The package likely raises revenues and operating
leverage, while stimulating productivity. German equities have high operational gearing, so a given GDP
increase can translate into an outsized increase in EPS for domestic cyclicals. The bar for a 2026 EPS beat
is high (expectations are elevated and Agenda 2030 will not affect the reporting season), but (1) ex-energy
EPS growth remains in the low single digits and (2) the breadth of 2027 consensus revisions among
domestic stocks is still missing. The reform is therefore likely to favour domestic names.

The impact on multiples (P/E) is more mixed. Any further re-rating from here has to come from ERP
compression, net of limited fall in the risk-free rate, which makes the setup less supportive, at the margin,
than in 2024/25.

ERP leg: reform credibility, political stability and lower tail risk can all reduce the premium investors
demand. This is where “depressed confidence turning” does its work: it's optionality, not yet in the price.

Risk-free leg: The recent energy shock has flipped the ECB narrative from cutting to hiking, which limits
P/E expansion. While we believe the ECB will not deliver what is priced in the market, any upside surprise
in growth would likely prevent aggressive cuts later in 2027.

*ERP = expected equity return - risk-free rate.
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Investment implications: how to position within Germany and across Europe

For us, the most attractive first-order exposure combines high revenue dependency on Germany, low relative
dependency on the old German/European model (export-oriented businesses reliant on cheap energy,
Chinese demand, and a weak exchange rate), and strong diversification benefits in the event of a
disappointing Al build out.

" We would expect German small and mid-cap companies with high domestic sales and strong
balance sheets to outperform large multinational companies. Small- and mid-cap stocks have the most
direct fiscal leverage; they benefit (or at least don't suffer) from euro strength, and they carry the highest
confidence beta from a depressed base.

= Government spending continues to support Europe’s reindustrialisation supply chain. We continue to
like capital goods, electrical grids and power equipment, and infrastructure suppliers (including security
supply chains).

= Banks remain a key conviction in Europe. They are the primary second-order beneficiary if the reform
package triggers a domestic capex and credit cycle.

= We think it is early to be exposed to consumer names, which remain poor proxies for the German
reform story. For the segment to become appealing, we need consumers to perceive reforms as credible
(lower precautionary savings) and the auto sector headwinds (EV competition from China, tariffs) to
dissipate.

= Sector concentration (in financials and domestic cyclicals) and relative macro and political
backdrops suggest that Italy and Spain may continue to reflect the German reflation story better than
other markets.

European sector revenue exposure to China, Germany and the AI buildout

*Bubble size reflects the percentage of revenues from the Al fab buildout in Taiwan, South Korea, and the Netherlands.
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IMPORTANT INFORMATION

This document is solely for informational purposes.

This document does not constitute an offer to sell, a solicitation of an offer to buy, or a recommendation of any security or
any other product or service. Any securities, products, or services referenced may not be registered for sale with the
relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in
your jurisdiction.

Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form
and may not be used as a basis for or a component of any financial instruments or products or indices.

Furthermore, nothing in this document is intended to provide tax, legal, or investment advice.

Unless otherwise stated, all information contained in this document is from Amundi Asset Management SAS and is as of 30 July
2026. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is” basis and the
user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be
taken as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding
market and economic trends are those of the author and not necessarily Amundi Asset Management SAS and are subject to
change at any time based on market and other conditions, and there can be no assurance that countries, markets or sectors
will perform as expected. These views should not be relied upon as investment advice, a security recommendation, or as an
indication of trading for any Amundi product. Investment involves risks, including market, political, liquidity and currency risks.

Furthermore, in no event shall any person involved in the production of this document have any liability for any direct, indirect, special,
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

Date of first use: 30 July 2026.
Document ID: 5486604

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 - Head office: 90-93 boulevard Pasteur - 75015 Paris - France - 437 574 452 RCS Paris -
www.amundi.com
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Amundi Investment Institute

In an increasingly complex and changing world, investors need to
better understand their environment and the evolution of investment
practices in order to define their asset allocation and help construct
their portfolios.

This environment spans across economic, financial, geopolitical, societal and environmental dimensions. To help
meet this need, Amundi has created the Amundi Investment Institute. This independent research platform
brings together Amundi's research, market strategy, investment themes and asset allocation advisory activities
under one umbrella: the Amundi Investment Institute. Its aim is to produce and disseminate research and
Thought Leadership publications which anticipate and innovate for the benefit of investment teams and clients
alike.

Get the latest updates on:
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Capital Market Assumptions
Cross Asset Research

Real and Alternative Assets

Visit us on

POPOE

Amundi

Investment Solutions

Trust must be earned
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