
Earnings not responsible for the pullback 

The second-quarter earnings season was in full flow when the 
markets plunged at the end of July. Yet earnings weren’t the 
reason for the pullback. Concerns over U.S. employment data led 
to fears of a recession, and this was exacerbated by traders 
selling their positions as the yen strengthened after a Bank of 
Japan rate rise. Some investors also began to worry about the 
future earnings of those technology companies that are investing 
heavily in artificial intelligence (AI). This all led to changes in the 
risk premium for equities, while earnings remained solid. 

The price-to-earnings (PE) ratio of global stocks fell around 10% 
in the summer pullback to a level similar to the start of the year.1 
Yet earnings held up well in Q2, growing 12.5% in the U.S. and 
4.3% in Europe – both better than expected.2 The chart shows 
how valuations have played a smaller role in equity returns this 
year versus 2023, while the contribution from earnings has 
grown. And in the long run, it’s earnings that drive markets. 

AI-related stocks have been in focus all year, and earnings were 
again impressive for those beneficiaries of AI spending such as 
semiconductor companies and semi-equipment makers. Yet an 
area of the market that has more quietly outperformed in 2024 
has been the banks – and European banks in particular.

Towards the end of July, European banks were up 29% on a 
total-return basis, versus 15% for the MSCI World Index.3 And 
earnings for financials overall remain strong, outperforming 
Europe with 15% growth, second only to utilities in Q2. Banks 
sold off and recovered alongside the broader market during the 
August volatility. But European bank valuations sit at a PE ratio 
of just 6x today, versus a long-term average of around 13x since 
2004.4 This represents a buying opportunity, in our view, 
although it’s important to be selective. We believe the banks can 
maintain strong earnings even if interest rates fall further in 
Europe. We don’t see a return to the zero-rate era that followed 
the Global Financial Crisis. 

Still backing the banks – selectively 

Yet selectivity does become increasingly key as rates come down 
and the overall move up in bank share prices potentially fades. 

Three positive trends emerged from the Q2 earnings season: 

Mentions of loan growth, especially from banks in Spain and 
Ireland. This is good for business – and a healthy sign for the 
economy – and we don’t believe it’s reflected in bank valuations.

Deposit growth across Europe, which we believe is being driven 
by rising wages – notably in Spain, Ireland and Germany. 

Attractive capital return plans. Higher interest rates have 
boosted the net interest income for banks, allowing many of 
them to return a significant amount of cash to shareholders. 
Some European banks plan to return between 40-50% of their 
total market cap over the next three years, and our estimate of 
the sector average is 33%.5

We like those banks with a strong retail franchise that are in a 
good position to capture deposits as wages grow. We also like 
some of the banks that plan to return lots of cash – meaning 
investors are “paid to wait” for valuations in select names to 
rebound to a level we believe is more appropriate given earnings 
potential. 

We have been saying since the start of this new investment 
regime  – of higher rates and sticky elements of inflation – that 
we expect higher volatility and greater dispersion in earnings. We 
believe this can be a rewarding environment for skilled stock 
pickers to take advantage of market jitters to add to positions 
where the fundamental earnings case remains strong – and 
some of the European banks fit this description.

 

Earnings strong amid volatility 
– and banks march on
A Q2 earnings review from BlackRock Fundamental Equities, August 2024

Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. Investors may not get back 
the amount originally invested. Any opinions or forecasts represent an assessment of the market environment at a specific time and is not a 
guarantee of future results. This information should not be relied upon by the reader as research, investment advice or a recommendation.
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Source: BlackRock Investment Institute, August 16, 2024
1 Bloomberg, August 16, 2024
2 Earnings numbers in this report from LSEG I/B/E/S, August 13, 2024
3 Goldman Sachs, July 24, 2024
4 Bloomberg, August 16, 2024

How earnings matter to markets 
MSCI World sources of total return, 2014-2024

5 Source: BlackRock Fundamental Equities analysis, August 24. 
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For Italy: This document is marketing material: Before investing please read the Prospectus and the PRIIPs KID available on www.blackrock.com/it , which contain a summary of investors’ rights. 

Risk warnings

Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. Investors may not get back the amount originally invested. 

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a product or strategy. 

Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. Fluctuation may be particularly marked in the case of a higher volatility fund and the value 
of an investment may fall suddenly and substantially. Levels and basis of taxation may change from time to time and depend on personal individual circumstances.

Important information

This document is marketing material 

In the UK and Non-European Economic Area (EEA) countries: this is Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered 
office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered in England and Wales No. 02020394. For your protection telephone calls are usually recorded. Please refer to the 
Financial Conduct Authority website for a list of authorised activities conducted by BlackRock.

In the European Economic Area (EEA): this is Issued by BlackRock (Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial Markets. Registered office Amstelplein 1, 
1096 HA, Amsterdam, Tel: 020 –549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311 For your protection telephone calls are usually recorded.

In Italy: For information on investor rights and how to raise complaints please go to https://www.blackrock.com/corporate/compliance/investor-right available in Italian.

In South Africa: Please be advised that BlackRock Investment Management (UK) Limited is an authorised Financial Services provider with the South African Financial Services Board, FSP No. 43288.

Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The results of such research are being made available only incidentally. The views 
expressed do not constitute investment or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock Group or any part thereof and no 
assurances are made as to their accuracy. 

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any BlackRock funds and has not been prepared in connection with any such offer.
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