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Q2 2025 earnings recap

From the Field
August 2025

W ith the second quarter 2025
earnings season largely over, it's
worth stepping back to get a sense of how
it panned out versus expectations.

In brief, the earnings season has been
much more positive than expected in the
U.S., while also surprising to the upside in
Europe. The big surprise for the second
quarter has been the scale of revenue
beats in the U.S. (the strongest since Q2
2021) while the breadth of earnings beats
is also positive. The market significantly
penalized those companies that missed
estimates on both top and bottom line -
suggesting a broadly positive anticipation
into results. Earnings revisions for the
S&P500 have been sharply positive for the
quarter, and expectations for both 2025
and 2026 have inflected upwards, while in
Europe they look to have stabilized.

U.S.: S&P500

As of 8 August, just over 84% of the
S&P500 by market cap had reported
(452 companies).

At the sales level, 69% of reporting Rahul Ghosh
companies beat estimates, with year-on- Portfolio Specialist,
year revenue growth coming in around Global Equity

6.3% versus 4.0% expected at the start
of the earnings season. This marks a
significant improvement from the level of
surprise seen last quarter.

On earnings, 81% of reporting
companies beat estimates, with
earnings per share (EPS) growth coming
in around 10.5% versus 2.8% expected.
So a much better result than expected.

At the sector level, we've seen

the healthiest earnings growth in
Communication Services, Technology
and Healthcare, while the most negative
sector has been Energy (-21.5% year-
on-year), with Materials/Industrials also
slightly down on an annual comparison.

Q2 2025 EPS has seen a sharp inflection
of +6.2% since 30 June. Besides the
strong results, this also reflects the
aggressive cutting of estimates (-4%)
since the end of the previous quarter,

as seen in the chart below tracking
consensus Q2 EPS (Figure 1).
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Q2 EPS estimates cut by 4.0% ahead of the reporting season
(Fig. 1) Consensus Q2 EPS estimate over time
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Actual outcomes may differ materially from estimates. Estimates are subject to change.
As of 8 August 2025.

Source: Bloomberg Finance L.P.

Dramatic increases in sales beats quarter, but the increase in sales beats

is minimal, despite the large beats on
in Q2 was most dramatic. Some of this may be sales. Operating margins for the S&P500
due to the pull-forward of sales due to tariff ~ have stayed largely flat sequentially, with
Looking at the ongoing trends of sales uncertainty. consensus expecting a pickup from Q3
and earnings beats one can see that

2025.
the percentage of S&P500 companies

Nevertheless, it's interesting to note that
beating sales and earnings increased this

operating leverage displayed this quarter

Q2 saw a dramatic rise in S&P500 companies beating sales
(Fig. 2) Percentage of companies beating sales and earnings forecasts
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S&P500 operating margin flat in the second quarter, predicted to rise
(Fig. 3) Operating margin (profits/sales)
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Actual outcomes may differ materially from estimates. Estimates are subject to change.

As of 8 August 2025. Consensus forecasts from 30 September 2025 to 31 December 2026.
Source: Bloomberg Finance L.P.
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Companies that missed sales

beats/misses on earnings are not being
and earnings estimates punished

rewarded or punished significantly more
than historically, companies that missed
on both sales and earnings have been
sold aggressively.

Stock price reactions to earnings
announcements this quarter show a
slightly different trend than before. While

— Guidance has also been slightly

more optimistic, with the number
of companies guiding up increasing

sequentially.

U.S. share price reaction to sales and EPS beats/misses
(Fig. 4) Median performance of S&P500 companies that beat/miss estimates
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U.S. companies upgrading annual EPS guidance
(Fig. 5) Percentage of S&P500 companies with positive guidance
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Source: Bloomberg Finance L.P.

Other U.S. market observations ® On a year-to-date basis (As of

8 August 2025), the Bloomberg
Magnificent 7 Price Return Index
(USD) is +9.7% versus the S&P500

at +8.6%, and the rest of the market
(represented by S&P 500 Price Return
Index ex Magnificent 7 (USD)) +7.7%.

— Large cap tech continues to perform and
lead in earnings, while performance has
caught up with the index.

® From market lows on 8 April 2025,
the Bloomberg Magnificent 7 Price
Return Index (USD) is up ~48% versus
the S&P500 at ~28%. The rest of the
market (represented by S&P 500 Price
Return Index ex Magnificent 7 (USD))
is up ~21% (As of 8 August 2025).

® On earnings, large cap tech continues
to lead. The Magnificent 7 (Mag-7)
(ex-Nvidia, yet to report) have grown
earnings in excess of 20% year-on-
year for the quarter. Adjusting for

Tesla which had poor results, the
number is closer to +25%.

— Earnings growth in the market ex-Mag-7
actually slowed on a sequential basis,

and the “growth gap” between the

Mag-7 and the rest of the market was
essentially flat in Q2 2025. The market
has now adjusted its assumptions such
that the growth gap does not begin to

narrow till 2026.
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Magnificent-7 EPS growth gap versus remaining 493 S&P500 stocks

(Fig. 6) EPS year-on-year percentage change
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As of 8 August 2025.
Source: Bloomberg Finance L.P.

Europe still showing strength,
though momentum is slowing

— As of 8 August, all of the MSCI
Europe stock index constituents have
reported. Sales beats are down on
a sequential basis. Approximately
38% of companies have beaten on
sales, versus around 43% in the first
quarter. Sales growth is coming in
at around -1.2% year-on-year versus
-2.4% expected, so still surprising to
the upside even though EPS growth
is negative. Utilities, Technology and

Financials have been the strongest
performing sectors, while Energy and
Consumer Discretionary have been the
biggest laggards.

— At an earnings level, around 51% of
reporting companies beat with 30%
missing their estimates. Earnings
are surprising positively with +1.9%
growth reported versus -4.8% expected.
Technology, Financials, Healthcare
and Industrials have been strong, with
consumer Discretionary, Energy and
Materials reporting negative earnings
growth.

I 390/0 I 40(%) 330/0

Q3 25E
M Bloomberg S&P500 ex-Magnificent-7 Price Return Index (USD)

34%
10 _ -
|| —
-8% -3%
Q4 25E Q1 26E Q2 26E
W Growth Gap

Earnings trends versus
multiples: U.S. versus Europe

Much of the earnings bounce back —
especially in the U.S. - is a recovery from
extremely low levels. While EPS estimates
were generally trimmed into “Liberation
Day”, they took a step-down after that. The
majority of Q2 S&P500 estimates seemed
to plateau before ticking up sharply during
the earnings season. European estimates
appear to have found a bottom after the
announcement of the U.S.-EU trade deal.

S&P500 (SPX) earnings have moved ahead of Stoxx Europe 600 (SXXP)

(Fig. 7) Earnings per share (EPS) indexed to 30 December 2024 =100.0

102.00
100.00
98.00
96.00
94.00
92.00

90.00

30-Dec-24 30-Jan-25

As of 8 August 2025.
Source: Bloomberg Finance L.P.

The S&P500 and U.S. stock markets
generally have staged a remarkable
comeback post Liberation day. On a year-
to-date basis (As of 8 August 2025) they
are now marginally more positive than the
broad European market (S&P500 +8.6%

28-Feb-25

T e————

31-Mar-25 30-Apr-25

SPX Index SXXP Index

versus Stoxx Europe 600 +8.1%). However,
individual European markets have shown
divergent performance. The DAX in
Germany is up 21.4% while the CAC 40 has
underperformed at just 5.1%. As a result,
U.S. equities have regained some of their

31-May-25

30-Jun-25 31-Jul-25

record premium. They are now trading at

a 53% premium to the Stoxx Europe 600
index. That compares to a premium of 63%
at the start of the year which subsequently
fell to 41% at the end of Q1 2025.
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U.S. equity valuation premium is increasing again
(Fig. 8) S&P500 (SPX) vs. Stoxx Europe 600 (SXXP) 12-month forward PE ratio
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As of 8 August 2025.
Source: Bloomberg Finance L.P.

What are companies saying?

Broadly, corporate commentary from
the Q2 2025 results season seems to be

coalescing around the following thematics:

— Al and tech infrastructure investment
is still strong, but normalization is
underway.

— Industrials and aerospace are
solid; transports and short-cycle
manufacturing remain challenged.

— Banks are stable, but pockets of
consumer stress are emerging.

— Consumer remains resilient at the high
end, but volume growth is elusive for
staples; trade-down and value-seeking
behavior persists.

In Tech-land

— The Al investment theme carries on. If
there were a slogan for the Al trade it
would probably be - “Depend on our
Spend.”

— Google / Microsoft / Amazon / Meta
all raised their capex spend, such that
overall capex for 2026 could move up
to make current consensus estimates
of capex growth (around 44%) appear
conservative. The benefits of capex do
appear to be showing in their results:

Meta’s revenues grew 22%, Azure 39%,
Google search 12%, and AWS (Amazon
Web Services) 17.5%, amidst capacity
constraints.

— Analog semis has seen a further
push-out of an industrial recovery, with
names like NXP and Texas Instruments
sounding more cautious on Q3 outlook.

— Software (primarily application software)
appears to be transitioning to a binary
world of winners and losers in the age of
Al. The launch of GPT-5 and increased
awareness of the risk to business
models and MOATS saw volatility in
names like Hubspot, Duolingo, and
Datadog. These stocks initially all rose
strongly on results, but then gave back
much/all of the gains when making
comments on the risks of Al to spend/
competition.

The Industrial World

— The ISM Manufacturing index continues
to be weak, falling month-on-month in
July.

— Shorter cycle names like Emerson and
Rockwell disappointed on order growth,
while those linked to the longer cycle
Al buildout thematic like GE Vernova
continued to do well.

— Aerospace looks to be continually
strong, with Boeing looking to raise

Jan-22

Jan-23 Jan-24 Jan-25

production into 2026 and Airbus talked
about an improving supply chain.

— Domestic transports continue to be
weak with companies like JB Hunt
referring to “softness in spot rates.”
Fedex and UPS both referred to
weakness in the U.S. Fedex called
out pressures in their B2B business,
implying weakness in the industrial
economy.

— European companies like Schneider
Electric were cautiously optimistic and
reaffirmed their FY25 outlook, while ABB
is looking for a positive book/bill ratio
indicating optimism around growth.
Maersk raised their outlook for 2025,
citing resilient demand outside North
America.

Energy / Utilities

— Upstream energy companies like
Exxon / Conoco / Shell have generally
maintained capex guidance, though
emphasizing efficiency e.g. maintaining
production levels while using fewer rigs.
This suggests they would need to see
lower prices to cut activity significantly.

— Utilities have sounded positive, and are
broadly increasing capex to meet the
underlying demand growth from the
combination of Al-driven datacenter
projects and reshoring.
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Banks / Financials

Banks seem to indicate a stable
economy. Large banks like JPMorgan,
Citi, Wells Fargo all reported good loan
growth, NIM'’s appear to be holding
steady and credit quality is “benign.”

American Express noted “resilient
spending” in higher end consumers,
while Visa/Mastercard both beat and
raised guidance.

We also had the European Central Bank’s
second-quarter 2025 bank lending
survey indicating that demand for loans
increased slightly, while credit standards
remained broadly unchanged.

The Consumer (Discretionary, staples
and everything in between)

Staples continue to be anything but
defensive and stable. Comments from
Consumer companies continue to
suggest a bifurcation between lower
income and higher income spenders.
Names ranging from Pepsi/Coca Cola/
Clorox made comments implying
consumers in the U.S. are being

more value conscious. Interestingly
international volumes for the likes of
Coca Cola and Pepsi seem more robust
than North American volumes.

Consumer/ Internet names like Uber,
Doordash, and Carvana seem to

Guidance improved versus the
first quarter

With these beats, the guidance ratio
tracked by Bank of America (#¥companies
guiding above versus those guiding below
consensus) was tracking at 1.4x in August,
well above that of the previous quarter and
also above the longer term average of 0.8x.

Capex guidance has also picked up
sequentially. Index level capex was +25%
year-on-year in Q2 versus +19% in Q1.
Excluding the Magnificent-7 and large tech
companies, the growth rate has picked up
to +10% year-on-year from flat in the first
quarter.

be benefitting from an increased
willingness of the consumer to spend
but also from market share gains.

S&P 500 2Q25 YoY capex growth by sector

(Fig. 9)

Sector 2Q25 Capex 2Q24 Capex Aggregate YoY Contribution to Growth
Cons. Disc. 50,508 37,526 35% 22%
Staples 8,585 8,762 (2%) (0%)
Energy 30,392 25,158 21% 9%
Financials 12,752 11,961 7% 1%
Health Care 13,352 12,931 3% 1%
Industrials 18,420 17,060 8% 2%
Tech 41,404 31,253 32% 17%
Materials 10,320 10,031 3% 0%
Real Estate 3,725 2,235 67% 3%
Comm. Svcs. 58,685 39,454 49% 33%
Utilities 43,981 37,582 17% 11%
S&P 500 292,124 233,953 25%

ex. Tech + Mag. 7 177,159 161,450 10%

Source: BofA Global Research, 10 August 2025.
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T. Rowe Price identifies and actively invests in opportunities to help people thrive in an
evolving world, bringing our dynamic perspective and meaningful partnership to clients
so they can feel more confident.

Expertise is required to navigate the rapid changes in the market environment. At T. Rowe Price Associates, Inc., we're focused on
navigating these disruptive environments responsibly. We have made one of the largest commitments in the industry to fundamental
research, including a global network of analysts, sector portfolio managers, and diversified and regional portfolio managers who
collaborate, share ideas, and challenge each other to help us achieve better outcomes for our clients. We believe their relationships
with companies and understanding of the dynamics of their sector create a long-term competitive advantage when choosing stocks.
Their research is shared with investment professionals across the platform, as we believe that this helps generate stronger investment
conviction.

Additional Disclosures
Bloomberg Finance L.P.

“Bloomberg®” and the Bloomberg Indices are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL"),

the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes by T. Rowe Price. Bloomberg is not affiliated with
T. Rowe Price, and Bloomberg does not approve, endorse, review, or recommend this Product. Bloomberg does not guarantee the timeliness, accurateness, or
completeness of any data or information relating to this product.

The S&P 500 Index is a product of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates (“SPDJI”) and has been licensed for use by T. Rowe
Price. Standard & Poor's® and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC, a division of S&P Global (“S&P"); Dow Jones® is a
registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones"); T. Rowe Price is not sponsored, endorsed, sold or promoted by SPDJI, Dow Jones,
S&P, their respective affiliates, and none of such parties make any representation regarding the advisability of investing in such product(s) nor do they have any
liability for any errors, omissions, or interruptions of the S&P 500 Index.
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Important Information

Actual outcomes may differ materially from any forward-looking statements made. The statements made are as of 15 August 2025, are those of the author, are
subject to change, and T. Rowe Price assumes no duty to and does not undertake to update forward-looking statements. Other T. Rowe Price associates may
have different views.

Unless indicated otherwise the source of all market data is Bloomberg Finance L.P.
Where securities are mentioned, the specific securities identified and described are for informational purposes only and do not represent recommendations.

This material is being furnished for general informational purposes only. The material does not constitute or undertake to give advice of any nature,
including fiduciary investment advice. Prospective investors are recommended to seek independent legal, financial and tax advice before making any
investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price
investment products and services. Past performance is not a guarantee or a reliable indicator of future results. The value of an investment and any income
from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any
jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’
accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date noted on the material
and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances
should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is
provided upon specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 28, Governor Phillip Tower, 1 Farrer Place, Sydney NSW
2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose only. Any strategy and/or any products associated
with the strategy discussed herein has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is
permitted.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no
circumstances should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No
distribution of this material to members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors. Not for further distribution.

Mainland China—This material is provided to qualified investors only. No invitation to offer, or offer for, or sale of, the shares will be made in the mainland of the
People’s Republic of China (“Mainland China”, not including the Hong Kong or Macau Special Administrative Regions or Taiwan) or by any means that would be
deemed public under the laws of the Mainland China. The information relating to the strategy contained in this material has not been submitted to or approved
by the China Securities Regulatory Commission or any other relevant governmental authority in the Mainland China. The strategy and/or any product associated
with the strategy may only be offered or sold to investors in the Mainland China that are expressly authorized under the laws and regulations of the Mainland
China to buy and sell securities denominated in a currency other than the Renminbi (or RMB), which is the official currency of the Mainland China. Potential
investors who are resident in the Mainland China are responsible for obtaining the required approvals from all relevant government authorities in the Mainland
China, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This document further does not constitute

any securities or investment advice to citizens of the Mainland China, or nationals with permanent residence in the Mainland China, or to any corporation,
partnership, or other entity incorporated or established in the Mainland China.

Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. Any strategy and/or any products
associated with the strategy discussed herein has not been authorised for distribution in Malaysia. This material is solely for institutional use and for
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