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EDISON

Have autos hit the brakes
too hard?

European auto equities have materially underperformed, but the medium-
term outlook may be less negative than recent equity performance implies.
The sector has fallen ¢ 30% cumulatively over three years and ¢ 32%

over five years, versus gains of c 43% and c 38%, respectively, for MSCI
Europe. The fundamental concerns are real: vehicle demand has weakened,
Chinese competition has intensified, profitability remains under pressure
and electrification is reshaping industry value pools. However, forecasts
point to stabilisation rather than structural volume decline, while the STOXX
Europe 600 Automobiles & Parts Index (SXAP) trades at just 0.60x book
value. For a contrarian investor, the opportunity is therefore selective: a
strong cyclical recovery may not be required if volumes stabilise, self-help
supports margins and earnings expectations begin to find a floor.

Auto sector underperformance

The industry backdrop remains difficult. S&P Global Mobility expects 89.4m global
light vehicle sales in 2026, down 2.7% y-o-y, while Chinese car exports increased
65% in H126 and electric vehicle (EV) exports by more than 120%. Supplier
economics also remain under pressure: 76% of CLEPA respondents expect 2026
margins below 5%, and 24% expect negative margins. China remains a structural
competitive challenge, although sustaining the same pace of incremental market-
share gains may become harder as the base increases.

The counterpoint is that the outlook suggests stabilisation rather than structural
decline. S&P expects global light vehicle sales to recover to 91.6m in 2027,

while medium-term forecasts continue to imply a large and broadly stable global
market. Electrification also remains a multi-powertrain transition: the International
Energy Agency (IEA) expects EVs to account for 29% of global new car sales in
2026, leaving ¢ 71% outside its EV category, while hybrids remain the largest EU
powertrain category. The ageing European vehicle parc provides further support

to aftermarket demand. Self-help offers another route to earnings recovery. At
least a dozen OEMSs and suppliers across the European and US peer universe are
pursuing identifiable cost-reduction, restructuring, footprint or portfolio-simplification
programmes. Some manufacturers are also reducing platform complexity and
investment intensity. If volumes stabilise while these programmes deliver, the
industry’s high fixed-cost base could allow margins to recover faster than revenues.

Valuation provides another potential reason to revisit the sector. The SXAP traded at
0.60x book value on 3 September 2026, versus highs of ¢ 1.4x in 2017. lts operating

margin fell from 9.6% in 2023 to 2.2% in 2025, while consensus expects a recovery
to 4.6% in 2026e and 5.6% in 2027e. Some earnings normalisation is therefore
assumed, but not a return to previous-cycle profitability. This lowers the hurdle for
positive surprise, while execution risk remains.

We see opportunities in selective companies rather than sectorwide. The
opportunity is less about forecasting when conditions become good and more

about identifying where expectations have already adjusted far enough. Businesses

with credible self-help, resilient content, aftermarket exposure and strong balance

sheets should be better positioned if conditions stabilise. To support investment idea

generation, this report includes a wider automobiles & parts peer universe (Exhibit
11), ranked by forward EV/sales for OEMs and forward P/E for parts companies.

Automobiles & parts
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European auto equities have struggled to sustain a recovery

Exhibit 1: STOXX Europe 600 Automobiles & Parts Index cumulative performance
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Source: Bloomberg, Edison Investment Research. Note: As at 2 September 2026.
Exhibit 2: European autos have materially underperformed
Performance to 31 July 2026 MSCI Europe Automobiles & Components MSCI Europe
YTD -18.0% 7.6%
1 year -12.1% 19.8%
3 years pa -11.0% 12.7%
5years pa -1.5% 6.6%

Source: MSCI, Edison Investment Research. Note: US$ price returns to 31 July 2026.

The scale of the sector’s relative underperformance is substantial. On the same MSCI methodology, the Automobiles &
Components Index lagged MSCI Europe by 31.9pp over one year, 23.7pp per year over three years and 14.1pp per year
over five years, based on our calculations (Exhibit 2).

Exhibit 3: Annual performance shows repeated setbacks

Annual performance MSCI Europe Automobiles & Components MSCI Europe
2025 8.9% 32.0%
2024 -17.3% -0.9%
2023 22.5% 16.7%
2022 -24.1% -17.3%
2021 16.8% 13.8%

Source: MSCI, Edison Investment Research. Note: US$ price returns.

The weakness has not been linear. The sector outperformed the wider European market in 2021 and 2023, but
significant absolute and relative declines in 2022 and 2024, followed by substantial relative underperformance in 2025
and H126, have weighed heavily on longer-term returns.

There is an important index-construction caveat. The MSCI Europe Automobiles & Components Index contains only
10 constituents, led by Ferrari, Mercedes-Benz, Michelin, BMW and Volkswagen, and is concentrated in automobile
manufacturers and tyres. It therefore captures European auto-sector sentiment well, but is not representative of the full
breadth of the European component-supplier universe.
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Out of favour for a reason

Volume expectations have weakened

The sector’s equity-market performance has coincided with downward revisions to vehicle demand. S&P Global
Mobility’s June forecast reduced expected 2026 global light vehicle sales to 89.4m from 90.5m in April, while its 2027
forecast fell to 91.6m from 92.6m. The 2026 estimate compares with 91.9m sales in 2025 and implies a 2.7% y-o-y
contraction.

The adjustment has been driven principally by China. S&P Global Mobility expects Chinese light vehicle sales to
decline 7% to 25.38m units in 2026, 1.2m units below its April forecast. This is particularly relevant for European original
equipment manufacturers (OEMs), and some Japanese manufacturers, given China’s importance as both a major
end-market and a source of industry profits. Weaker Chinese demand therefore has a dual impact: it reduces local
sales opportunities while also increasing the incentive for domestic manufacturers to redirect capacity into export
markets. For an industry with significant fixed manufacturing costs, lower production and weaker utilisation can have a
disproportionate effect on margins, particularly where pricing remains competitive.

Production forecasts tell a similar story. Mobility Global’'s June 2026 production summary, compiled on 1 July, forecasts
90.7m light vehicles globally in 2026, down from 93.1m in 2025, before recovering to 91.6m in 2027. European
production is forecast at 16.76m units in 2026 versus 17.05m in 2025, with only modest growth thereafter.

Our interpretation: Near-term industry volumes are unlikely to provide much operating leverage for European OEMs
or suppliers. The more relevant question is whether current earnings can be sustained around broadly flat medium-term
volumes.

Chinese competition has added to the pressure

Weak Chinese domestic demand has not translated directly into lower competitive intensity elsewhere. IEA data show
Chinese car exports increased 65% y-o-y in H126, helping limit the decline in Chinese car production to ¢ 6%, while

EV exports increased by more than 120%. S&P Global Mobility estimates that higher Chinese exports add ¢ 600,000
vehicles to global 2026 industry volumes relative to its previous assumptions, while also increasing pricing competition in
destination markets.

The Chinese cost advantage extends beyond labour. In EVs, the IEA highlights integrated supply chains, battery
capability and scale, and estimates Chinese manufacturers’ production costs at around 35% below those in developed
economies. China also accounted for more than 80% of global battery-cell production in 2025, alongside even higher
shares of cathode and anode active-material production.

This advantage is increasingly technological as well as cost led. Contemporary Amperex Technology (CATL) has
remained the global leader in power batteries, with the company reporting a 39.2% global market share in 2025, while
Chinese battery manufacturers have continued to advance technologies including lithium-ion batteries and solid-state
batteries. The IEA also sees automotive value shifting from traditional mechanical components towards batteries,
electronics and software, reinforcing the strategic importance of China’s position in these areas.

For incumbent suppliers, this creates two separate risks: pressure on vehicle pricing and market share (Chinese-made
vehicles now represent ¢ 7% of EU new car sales, according to the European Automobile Manufacturers’ Association
(ACEA) as of April 2026) today, and the possibility that future content pools develop in areas where their competitive
positions are weaker.

Supplier economics remain difficult

CLEPA’s Spring 2026 Pulse Check suggests that this pressure is already visible in suppliers’ profitability: 76% expect
2026 margins below 5%, while 24% expect negative profitability below -1%, compared with 15% expecting losses in the
previous survey.

Margin pressure has also been evident among European OEMs. BMW reported an Automotive EBIT margin of 3.6% in
H126, falling to 2.3% in Q2, while Volkswagen Group reported an H126 operating return on sales of 3.8%. Mercedes-
Benz Cars’ adjusted return on sales was 4.0% in Q226 versus 5.1% a year earlier, reflecting, among other factors,
intensified market pressure in China. Renault’'s Automotive operating margin was 3.0% in H126, while Stellantis reported
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a 1.8% group adjusted operating income margin in Q226 and a negative 0.6% margin in Enlarged Europe.

Even Porsche has not been immune. Porsche’s group operating return on sales fell to 1.1% in 2025 from 14.1% in

2024, reflecting c €3.9bn of extraordinary expenses, including ¢ €2.4bn related to product-strategy realignment and
company rescaling and c €0.7bn of additional expenses associated with battery activities. Profitability has begun to
recover in 2026, with Porsche reporting a 7.8% group operating return on sales in H126, but this remains well below

the levels generated earlier in the cycle. Porsche’s case is notable because it illustrates how the costs associated with
repositioning product portfolios and battery strategies can weigh materially on profitability even at historically high-margin
OEMs.

Although these margins are only broadly comparable, the direction of travel reinforces the broader industry picture:
profitability has been under pressure across both OEMs and the supplier base, increasing the importance of utilisation,
pricing discipline, cost reduction and cash conversion.

At the same time, 73% of respondents in the CLEPA Pulse Check reported significant adjustments to their product
portfolios, with examples including concentrating investment on electrification or software-driven platforms, phasing out
lower-margin standardised components and redeploying automotive technology into adjacent industries.

There are also early signs that parts of the industry may be moving beyond peak investment intensity. Mercedes-Benz
has said that capex and R&D investment peaked in 2025 and should begin to decline from 2026 onwards, alongside
greater standardisation of components, modules and technology platforms. Stellantis is similarly seeking to improve
capital efficiency through greater platform commonality, with around half of global volumes targeted to sit on three global
platforms by 2030. Porsche, meanwhile, has already begun simplifying and rephasing its product strategy, including
delaying a planned new EV platform and extending selected combustion and hybrid models.

, a newer EV manufacturer, provides a further example of this shift. In our , we
highlighted the company’s transition to Vehicle Platform 2.0 and E/E Architecture 2.0, intended to increase component
commonality, reduce part counts and simplify electronic architecture across the model range. The objective is to lower
unit costs, improve manufacturing efficiency and reduce development complexity as volumes scale, supporting the
company’s longer-term path towards profitability.

Restructuring initiatives complicate the interpretation of low headline multiples. Earnings may be cyclically depressed,
but transition expenditure, R&D and restructuring can also prevent accounting earnings from converting into free cash
flow. A low P/E is therefore not, in itself, sufficient evidence of value.

Low growth is not the same as no growth

The counterpoint to recent weakness is that the medium-term industry outlook still implies a large and broadly stable
global vehicle market. S&P Global Mobility expects global light vehicle sales to recover from 89.4m in 2026 to 91.6m

in 2027. Mobility Global’'s February 2026 medium-term outlook, based on January data, envisaged approximately 92m
vehicles annually in 2025-29 and ¢ 100m in 2030-36, with most incremental demand coming from emerging markets.
The June downgrade to Chinese demand means the latter should not be treated as an updated extension of the near-
term forecast, but it remains useful evidence that the medium-term debate is around the level and geography of growth
rather than the disappearance of global vehicle demand.

The pace of Chinese share gains may also become harder to sustain as the base increases. In China, EVs accounted
for almost 55% of newcar sales in 2025, up by around 6pp y-o-y, compared with average annual gains of roughly 10pp in
2020-24. EV sales growth also slowed to below 20% in 2025 from annual growth rates above 75% in 2020-24. The IEA
expects China’s EV market share to rise to more than 60% in 2026, but with absolute EV sales broadly similar to 2025.

Our interpretation: This does not imply that competitive pressure from Chinese OEMs is easing, particularly given
the rapid growth in exports, but as domestic EV penetration and Chinese brands’ share of key markets rise, sustaining
the same rate of incremental market share gains becomes arithmetically more difficult. A moderation in the pace of
market share loss could, at the margin, improve the earnings backdrop for incumbent European OEMs even without a
meaningful recovery in underlying industry growth.
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Exhibit 4: Near-term contraction, then stabilisation

Indicator Latest actual Near-term outlook Medium-term outlook Investment implication
Global light-vehicle sales 91.9m in 2025 89.4m in 2026e 91.6m in 2027e Weak 2026, then recovery
2026 sales growth - -3% - Cyclical pressure remains
Global light-vehicle demand* — — ©92m pa in 2025-29; ¢100m in Large, broadly stable market
2030-36
Global electric-car share 24% in H126 29% in 2026e Rising Electrification remains structural
Electric-car sales growth - ¢10% in 2026e - EVs continue gaining share
European aftermarket — — €202bn by 2035 Installed-base revenues continue to grow

Source: S&P Global Mobility/Mobility Global, IEA and BCG

Note: Medium-term Mobility Global forecast published in February 2026 and based on January data; it predates the June reduction in
global and Chinese light vehicle demand forecasts. *Light vehicle, car and electric car datasets use different definitions and should not
be arithmetically reconciled.

The outlook is subdued relative to previous auto cycles, but it is materially different from structural decline.

Our interpretation: If industry volumes stabilise around current levels, the strongest businesses do not necessarily
require a broad demand recovery to generate acceptable equity returns. For loss-making or depressed-margin
companies, a return to profitability could itself be a meaningful catalyst; and if volume growth does recover, the sector’s
historically high fixed-cost base suggests that operating leverage could translate relatively quickly into margin and
earnings improvement. The key question, therefore, is whether companies can sustain market share, protect cash
conversion and rebuild profitability without materially increasing capital intensity.

Self-help could provide another lever

Self-help could provide an additional route to earnings recovery. Across the European and US peer universe included

in this report (see Exhibit 11), at least a dozen OEMSs and suppliers are currently pursuing identifiable cost-reduction,
restructuring, footprint- or portfolio-simplification programmes. These range from Volkswagen'’s target for more than €6bn
of net annual cost improvement by 2030 and Stellantis’s €6bn annual cost-reduction target by 2028, to Mercedes-Benz’s
planned 10% reduction in fixed costs and Lear’s targeted restructuring and automation savings.

Our interpretation: Self-help therefore provides a potential earnings lever that is less dependent on a broad recovery
in vehicle demand. If volumes stabilise while these programmes deliver, the combination of lower fixed costs and
historically high operating leverage could allow margins to recover faster than revenues.

Electrification is a more complex transition for traditional OEMs

EV adoption continues despite weakness in the overall car market. The IEA expects EVs to account for 29% of global
new-car sales in 2026 and forecasts sales growth of around 10% y-o-y. EVs represented 24% of global car sales in
H126 even as total global car sales fell by around 5%.

The IEA's forecast therefore leaves ¢ 71% of 2026 global new-car sales outside its EV category. This remains a
significant structural transition, but it does not imply the immediate disappearance of other architectures.

Europe illustrates this particularly clearly. In H126, hybrid EVs represented 37.3% of EU registrations, making them the
largest powertrain category. Battery EVs represented 20.7%, plug-in hybrids 9.8% and petrol plus diesel 29.7%.

Exhibit 5: EU new-car registrations by powertrain, H126

Powertrain Market share
Hybrid electric 37.3%
Petrol + diesel 29.7%
Battery electric 20.7%
Plug-in hybrid 9.8%
Other 2.5%

Source: ACEA, Edison Investment Research
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For suppliers, this makes the transition less binary than the headline debate suggests. Hybridisation can preserve

parts of the conventional powertrain while adding electrical, electronic and thermal-management content. Battery EVs
remove several traditional mechanical components but add new value pools in batteries, power electronics, sensors and
software.

Our interpretation: For many suppliers, the more useful key performance indicator (KPI) is increasingly content per
vehicle rather than vehicle volume alone. Businesses capable of increasing content across several architectures may
be less sensitive to the precise speed of battery-electric adoption than suppliers concentrated in declining mechanical
content.

The installed base supports aftermarket earnings

The transition in new registrations is occurring against an installed European vehicle base that changes much more
slowly. The EU had almost 256m passenger cars on the road in 2024, up 1.4% y-o-y, and the average vehicle was 12.7
years old.

Battery EVs represented only 2.3% of the installed EU passenger-car fleet, with plug-in hybrids accounting for a further
1.4%. The overwhelming majority of vehicles requiring maintenance and replacement components therefore remain
conventionally powered or hybrid.

This helps explain why aftermarket growth remains positive despite electrification. Boston Consulting Group (BCG)
forecasts the European automotive aftermarket to reach €202bn by 2035, with the independent aftermarket representing
approximately €117bn. It forecasts 2025-35 compound annual growth rates of 1.7% for authorised repair and 1.4% for
the independent aftermarket.

The aftermarket is not insulated from EV adoption. BCG expects battery EVs to reduce maintenance frequency,
while advanced driver assistance systems can reduce accident-related repairs. However, greater vehicle complexity
also creates demand for higher-value electronic components and sensors, while an ageing vehicle parc supports
replacement demand.

Our interpretation: Aftermarket exposure is better viewed as a partial buffer than as an EV hedge. Its attraction is that
demand is tied to a large and ageing installed vehicle base rather than solely to annual new vehicle production.

Investment message: Electrification is advancing materially faster in new sales than through the installed vehicle base,
supporting a longer tail for conventional aftermarket demand.

Current valuation lowers the hurdle for positive surprise

Sector valuation reflects much of this uncertainty. At 31 July 2026, the MSCI Europe Automobiles & Components
Index traded on 7.94x forward earnings and 0.58x book value, compared with 14.99x and 2.52x, respectively, for MSCI
Europe. Given the MSCI index’s concentration in OEMs and tyres, these multiples are best viewed as evidence of
depressed sector sentiment rather than as a direct valuation benchmark for the broader supplier universe.

Exhibit 6: A substantial discount to the wider European market

MSCI Europe Automobiles & Components MSCI Europe Sector discount
Forward P/E 7.94x 14.99x 47%
Price/book 0.58x 2.52x 7%
Dividend yield 45% 2.8% —

Source: MSCI at 31 July 2026, Edison Investment Research

The longer history of the SXAP provides additional perspective. On Bloomberg data at 3 September 2026, the index
traded at 0.60x book value, compared with 1.35—1.44x during 2013—-17 and 0.81x as recently as 2023. Consensus
implies a further decline to 0.57x in 2026e and 0.55x in 2027e. The de-rating on an asset-value basis has therefore been
substantial and has persisted despite the changing composition of the sector.

Earnings-based multiples require more interpretation because current profitability is unusually depressed. The index’s

reported P/E rose to 12.1x in 2025, largely reflecting the compression in earnings rather than a higher equity valuation.
However, on consensus forecasts the multiple falls to 10.5x in 2026e and 8.0x in 2027e as earnings recover. A similar

pattern is evident in EV/EBITDA, which declines from 4.2x currently to 3.3x in 2026e and 3.0x in 2027e.
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Exhibit 7: STOXX Europe 600 Automobiles & Parts: valuation and profitability

2023 2024 2025 Current 2026e 2027e
PIE (x) 56 6.3 1241 145 105 8.0
Price/book (x) 0.8 0.7 0.7 0.6 0.6 0.6
EV/EBITDA (x) 23 23 37 42 33 30
Dividend yield (%) 53 6.9 49 42 37 46
Gross margin (%) 209 179 14.7 144 17.9 18.5
Operating margin (%) 96 74 22 0.1 45 55
Profit margin (%) 77 59 32 24 32 41
Return on equity (%) 14.2 9.6 (2.2) (1.0) 51 6.8

Source: Bloomberg as at 2 September 2026

Exhibit 8: STOXX Europe 600 Auto & Parts financial Exhibit 9: STOXX Europe 600 Auto & Parts one-year
breakdown forward price to book
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The important point, in our view, is that the low forward multiples are not independent of an expected recovery

in profitability. The index’s operating margin declined from 9.6% in 2023 to 7.4% in 2024 and 2.2% in 2025, with
Bloomberg’s current trailing measure close to break-even at 0.1%. Consensus expects this to recover to 4.6% in 2026e
and 5.6% in 2027e. Gross margin is similarly expected to improve from ¢ 14.4% currently to 18.5% by 2027e.

There is, therefore, already some earnings normalisation embedded in forecasts, but not a return to previous profitability.
Even by 2027, the expected 5.6% operating margin would remain well below the 9.0-9.6% achieved in 2022-23.

Return on equity (ROE) tells a similar story: ROE fell from 16.1% in 2022 and 14.2% in 2023 to negative 2.2% in 2025,
with consensus expecting a recovery to 5.3% in 2026e and 6.8% in 2027e. The market is therefore forecasting an
improvement from trough conditions, but not a return to the levels seen earlier in the cycle.

Cash generation also illustrates why investors have remained cautious. Free cash flow yield fell from 17.4% in 2022 and
10.8% in 2023 to 3.5% in 2024 and 2.8% in 2025. This deterioration has coincided with weaker margins and continued
investment requirements across electrification, software and restructuring. At the same time, aggregate balance sheet
leverage does not appear excessive: Bloomberg consensus indicates net debt/EBITDA of ¢ 0.48x in 2026e and 0.40x in
2027e.

This combination is important for the investment case. The valuation picture remains mixed rather than uniformly
inexpensive on every metric — and the low 2026—-27e P/E multiples partly depend on the margin recovery already
assumed by consensus. However, book-value, cash-flow and enterprise-value measures suggest that a considerable
amount of scepticism remains embedded in valuations, while consensus profitability in 2027e remains materially below
previous cycle levels.

Our interpretation: This lowers the hurdle for positive surprise, but does not remove execution risk. If volumes stabilise
and restructuring allows operating margins to recover towards the 4—6% range currently expected for 2026-27, the
industry’s fixed-cost base should allow a disproportionate improvement in earnings. A stronger volume recovery could
provide further operating leverage. Conversely, failure to rebuild margins would make apparently low forward multiples
less supportive than they first appear.
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What could make investors return to the auto sector?

Base case: Stabilisation rather than recovery

Our base case is that 2026 remains difficult for global light vehicle demand, followed by a gradual recovery rather than

a sharp cyclical rebound. This is broadly consistent with S&P Global Mobility’s expectation of 89.4m sales in 2026 and
91.6m in 2027. EV penetration continues to rise, but hybrid and conventional architectures remain economically relevant,
particularly given the slow turnover of the installed fleet.

Under this scenario, company-specific factors — cost reduction, content growth, aftermarket exposure and cash
conversion — should matter more than sector-level volume growth. For businesses operating at depressed margins,

a return towards more normal profitability could itself become an important driver of earnings. If industry growth
subsequently improves, the sector’s historically high fixed-cost base could also provide meaningful operating leverage,
allowing relatively modest volume growth to translate into a more pronounced recovery in margins and earnings.

Bull case: The earnings floor becomes visible

A more constructive outcome would see global volume expectations stabilise, Chinese domestic demand improve and
supplier restructuring translate into margin and free cash flow recovery.

Given current sector valuations, a bull case does not require a new auto cycle. Evidence that earnings expectations
have stopped falling, margins are beginning to recover and free cash flow is improving could be enough to support a
re-rating in selected companies. If volumes then recover more strongly, operating leverage could provide an additional
earnings catalyst.

Bear case: Structural pressure overwhelms valuation support

The main risk is that apparently low valuations prove to be value traps. S&P reduced its 2026 global sales forecast by
1.1m vehicles between April and June, while the IEA has identified evidence of above-normal inventory build-up for
Chinese EVs in some overseas markets. CLEPA's latest survey also points to weak supplier profitability expectations.

Further volume downgrades, prolonged vehicle price deflation, stronger Chinese competition or sustained transition
expenditure could therefore offset much of the apparent valuation support. In this scenario, low multiples would reflect
structurally lower returns rather than cyclical dislocation.

Summary: Low expectations can become an asset

The case for reconsidering automobiles and parts is not that the industry’s problems have disappeared. Global demand
has weakened, Chinese competitors continue to expand internationally, supplier profitability remains under pressure and
electrification is changing where value is created within a vehicle.

What has become more interesting is the combination of low expectations and a less negative medium-term industry
outlook than recent equity performance might suggest. The MSCI Europe Automobiles & Components Index has
materially underperformed the wider European market over one, three and five years, while valuation multiples
remain well below those of MSCI Europe. Near-term forecasts point to global light vehicle demand recovering after a
difficult 2026, EVs continuing to gain share alongside hybrid and conventional vehicles, and the European aftermarket
continuing to grow from a large and ageing vehicle base.

Underperformance alone does not make a contrarian investment case, particularly in a sector where structural change
can persist for many years. What may make the current setup more interesting is the combination of depressed
valuations, low earnings expectations and the possibility that the rate of deterioration begins to moderate. If vehicle
volumes start to stabilise, restructuring begins to support margins and earnings revisions become less negative,
investors may begin to reassess whether current valuations adequately reflect the sector’s medium-term earnings
potential. Importantly, this does not require a return to historical growth rates. For companies where expectations
have already adjusted substantially, the catalyst may simply be greater confidence that earnings have reached a more
sustainable base.
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Our conclusion remains selective rather than sector wide

The European auto sector continues to face genuine structural and cyclical challenges, including subdued volumes,
Chinese competition, electrification-related investment and pressure on supplier profitability. However, current valuations
and depressed earnings expectations mean that a strong cyclical recovery is not necessarily required for selected
equities to perform. If volumes stabilise, restructuring programmes begin to support margins and free cash flow
improves, the earnings outlook could become less negative even without a return to previous industry growth rates.

We would therefore favour businesses where the investment case does not depend on heroic assumptions, but rather
on strong balance sheets, visible free cash flow, aftermarket exposure, content that remains relevant across several
powertrains and credible self-help opportunities. Conversely, low headline multiples alone are unlikely to be sufficient
where structural content loss, weak cash generation or persistently high capital intensity continue to erode returns.

For a contrarian investor, the opportunity is less about forecasting when conditions will improve and more about
identifying where expectations have already adjusted far enough. Current sector forecasts imply only a partial recovery
in profitability rather than a return to the 9—10% operating margins achieved earlier in the cycle. Evidence that volumes,
margins, cash generation and earnings expectations have reached a sustainable floor could therefore be enough to
prompt a reassessment of value. In that sense, the central question is not whether the European auto sector is about to
enter another strong cycle, but whether selected companies simply need to begin to stabilise.

Value-selection framework

The opportunity is more likely to lie in stock selection than indiscriminate sector exposure. We would favour businesses
with resilient aftermarket exposure, content that remains relevant across multiple powertrains, credible self-help
programmes and balance sheets capable of funding the transition. These characteristics should matter more in an
environment where industry volumes remain subdued, electrification is still evolving across several architectures and
sector valuations already reflect a significant degree of pessimism.

Exhibit 10: Characteristics that could support selective value

Characteristic Why it matters KPIs to monitor Principal risk

Aftermarket exposure Ageing installed fleet reduces dependence on new production Organic growth, margin, cash conversion BEVs reduce service intensity
Powertrain-neutral content Less dependent on the precise EV/ICE adoption path Content per vehicle, production outgrowth  OEM insourcing/commoditisation
Hybrid/electrification content Hybrid is already the largest EU new-car category Programme wins, electronics mix Faster technology change

Credible self-help Weak supplier margins create restructuring potential EBIT margin, cost savings, free cash flow  Lower volumes absorb savings
Balance-sheet strength Transition requires continued investment Net debt/EBITDA, free cash flow, capex/R&D Investment consumes equity returns
Emerging-market relevance Medium-term industry growth is increasingly emerging-market led Regional growth, localisation, customer mix ~ Chinese competitors capture growth

Source: Edison Investment Research, based on end-market evidence from ACEA, S&P Global Mobility/Mobility Global, IEA, CLEPA
and BCG.

Taken together, the most attractive opportunities should be those where earnings recovery does not depend on a strong
cyclical rebound. Companies that can reduce costs, grow content per vehicle, improve cash conversion and benefit from
even modest end-market stabilisation should be better placed to re-rate, while businesses facing structural content loss,
weak cash generation or persistently high capital intensity may remain value traps despite low headline multiples.

Below (Exhibit 11) we have compiled a list of companies across the wider automobiles and parts sector and have sorted
them in order from lowest to highest forward EV/sales multiples for the OEMs sector and lowest to highest P/E ratios for
the parts sector.
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Exhibit 11: Selected automobiles and parts peer universe

Company name Ticker  Headquarters Exchange GICS Sublndustry  Market Cap (§m)  Currentprice (S) 1yr price performance (%)  fyrforward EVISales (x)  fyrforward PIE(x) Price to bookishare (x)
STOXX Europe 600 Automobiles & Parts constituents

Mercedes-Benz Group MBG Germany Xetra Automobile Manufacturers 51747 57 13% 11 73 05
Stellantis STLAM Netheriands Mian Automobile Manufacturers 19.719 52 4% 03 55 02
Bayerische Motoren Werke AG BMW Germany Xetra Automobile Manufacturers 43297 703 3% 14 71 04
Ferrari RACE Ity Mian Automobile Manufacturers 73375 4137 -15% 88 336 142
Vokswagen vow Germany Xetra Automobile Manufacturers 43,168 8656 -26% 08 32 01
Michein L France Paris Tires & Rubber 27443 309 1% 08 115 13
DrING HC F Porsche PREF POt Germany Xetra Automobile Manufacturers 46466 510 % 12 29 16
Porsche Automobil PAH Germany Xetra Automobile Manufacturers 9,680 316 -24% 58 29 02
Continental CON Germany Xetra Tires & Rubber 16,014 80.1 21% 10 102 31
Renault RNO France Paris Automobile Manufacturers 9492 321 A% 14 45 04
Valeo R France Paris Automotive Parts & Equipment 3933 160 3% 04 85 09
Fonvia FRVIA France Paris Automotive Parts & Equipment 2040 103 0% 05 72 06
Diiteren DE Belgium Brussels Distributors 1824 2014 3% 14 119 62
Volvo Car b VOLCARB  China (Mainland) OMX Automobile Manufacturers 5123 19 4% 02 61 04
Dowlis Group WL United States LSE Automotive Parts & Equipment 1707 13 3% 05 NULL NULL
OEM's

Winnebago Industres, In. W60 United States NYSE Automobile Manufacturers 857 303 4% 05 127 NULL
Ford Motor F United States NYSE Automobile Manufacturers 56,385 141 21% 09 75 16
General Motors oM United States NYSE Automobile Manufacturers 74469 849 5% 10 59 11
Bajaj Mobilty BMAG India sIX Motorcycle Manufacturers 1,281 379 95% 13 NULL NULL
Aston Martin Lagonda Global Holdings PLC AML Unied Kingdom LSE Automobile Manufacturers an 05 53% 16 NULL 14
Ebro Ev Motors SA EBROM Spain BME Automobile Manufacturers 561 15 18% 16 37 19.1
Polestar Automoive Holding UK PLC PSNY Sweden  NASDAQ National Market System Automobile Manufacturers 1742 120 0% 18 NULL ©03)
VinFast VFS Vietnam Nasdaq Automobile Manufacturers 7276 31 % 40 NULL NULL
Rivien Automotive RN United States Nasdaq Automobile Manufacturers 22601 156 13% 43 NULL 46
Lucid Group, Inc. Lcip Saudi Arabia Nasdag Automobile Manufacturers 1856 47 3% 52 NULL @7)
Tesla TSLA United States Nasdaq Automobile Manufacturers 1410028 357.0 8% 154 1680 139
Piaggio & C SpA PIA ttaly Mian Motorcycle Manufacturers 810 23 1% NULL 127 16
Parts

Grammer AG GMM  China (Mainland) Xetra Automotive Parts & Equipment 231 152 7% 02 44 09
EringKlinger 212 Germany Xetra Automotive Parts & Equipment 380 60 9% 04 58 05
Stabius STM Germany Xetra Industrial Machinery & Supplies & Components 454 184 ED 10 60 06
Dauch Corp DCH United States NYSE Automotive Parts & Equipment 1559 66 10% 07 62 10
Adent PLC ADNT Ireland NYSE Automotive Parts & Equipment 1483 192 2% 03 66 09
Motorcar Parts of America Inc MPAA United States Nasdaq Automotive Parts & Equipment 219 16 -20% 04 68 NULL
Gestamp GEST Spain BME Automotive Parts & Equipment 1931 34 4% 04 69 07
OPmabilty oPM France BME Automotive Parts & Equipment 2064 143 8% 04 74 08
Holly Inc. HLLY United States NYSE Automotive Parts & Equipment 355 29 2% 16 75 NULL
Lear LEA United States NYSE Automotive Parts & Equipment 6392 1296 18% 03 80 14
Kongsberg Automotive ASA KOA Norway oso Automotive Parts & Equipment 203 02 4% 04 87 09
JOST Werke ST Germany Xetra Construction Machinery & Heavy Transportation Equipment 1,141 696 13% 09 90 22
Saf-Holland Se sFa Germany Xetra Automotive Parts & Equipment 1,139 254 3% 07 93 18
Sogefi SpA SGF Ity Mian Automotive Parts & Equipment 263 24 2% 05 95 08
PWO Group PWO Germany Xetra Automotive Parts & Equipment 7 253 23% 03 95 04
PHINIA Inc. PHIN United States NYSE Automotive Parts & Equipment 2485 678 17% 09 103 15
Autoliv ALIV SDB SS / ALV Sweden NYSE Automotive Parts & Equipment 8759 1212 % 10 108 34
Fox Factory Holding Corp. FOXF United States Nasdaq Automotive Parts & Equipment 858 204 2% 09 114 14
BorgWarner BWA United States NYSE Automotive Parts & Equipment 13275 652 53% 08 114 22
Pireli & C. PIRC ttaly Mian Tires & Rubber 8149 5 1% 12 115 14
Ab Dynaics PLC ABDP United Kingdom LSE Automotive Parts & Equipment 256 114 43% 25 123 14
Brembo NV BRE Italy Mian Automotive Parts & Equipment 38% 115 9% 11 124 13
Edag Engineering Group AG D4 Germany Xetra Automotive Parts & Equipment 126 34 -58% 05 139 08
Kendrion NV KENDR Netherlands Euronext Amsterdam Automotive Parts & Equipment 340 24 4% 10 14.1 19
Schaeffler SHAO Germany Xetra Automotive Parts & Equipment 7,686 81 19% 06 143 24
Akwel SA AW France Paris Automotive Parts & Equipment 197 74 -19% 01 16.2 NULL
Goodyear Tire & Rubber Co T United States Nasdaq Tires & Rubber 1788 62 26% 04 526 05
Kodiak Al Inc KDK United States  NASDAQ Nationel Market System Automotive Parts & Equipment 716 36 6%% 5502 NULL @7)
Sold Power, Inc. SLDP. United States Nasdaq Automotive Parts & Equipment 561 25 40% 278 NULL NULL

Source: LSEG Data & Analytics as at 3 September 2026, Edison Investment Research
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General disclaimer and copyright

This report has been prepared and issued by Edison. Edison Investment Research standard fees are £60,000 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically
quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and related IR services for the client but does not get remunerated for any
investment banking services. We never take payment in stock, options or warrants for any of our services.
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of this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking
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uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
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positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.
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Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.
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The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for
the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or
in the topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion
in relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

United Kingdom

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or sol icitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning
of Article 49 of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this

document be distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this
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This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.
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Edison relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
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