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EXECUTIVE SUMMARY 

 In a context of higher inflation and financial instability on the one hand, and a just 

transition and deglobalization on the other, the drivers of Return on Equity (RoE) across 
geographies help identify risks and opportunities in equity markets. The US (high 

leverage, low taxation) and Europe outside the Eurozone (high Return of Capital employed 
or RoC and low cost of debt) recorded the highest RoE at the end of 2022, as well as on 

average between 2007 and 2022. In  contrast, we find the lowest RoE in Japan (low RoC, 
low EBITA margin) and the Eurozone (lowest sales-to-asset ratios). 

 Except for Japan, increasing leverage has been the key driver of returns on equity, 
especially in the US. Except for the US, profitability (RoC and its spread over the cost of 
debt) has declined. Taxation has had a second order and opposite effect. The RoC has 

declined in all countries or regions, driven by a general decline in the sales-to-assets ratio. 
By reducing shareholders’ equity, share-buyback programs have also contributed to the 

recent rise in companies’ debt-to-equity ratios.   

 Sector specialization affects capital intensity and funding needs. Similar cyclical (e.g. 
tighter financing conditions, slower growth) and structural (e.g. decarbonization, 

deglobalization) challenges could weigh further on economic performance through the 
return on capital employed. The technology services sector in the US (lowest capex and 

financing needs), the Eurozone’s consumer discretionary and industrials sectors (record 
leverage, low taxation) or the emerging world’s energy and upstream supply sectors (low 

RoC, limited leverage available) are good examples of increasing cyclical and structural 
vulnerabilities already largely offset by corporate finance tactics, and now more at risk. 

 

What can companies’ RoE tell us about equity returns? 

Equity returns, the market performance indicator, and Return on Equity, the accounting 

concept, are not independent of each other, neither theoretically, nor empirically. The Return 

on Equity (RoE) of a listed company is a financial performance ratio calculated by dividing the 

net profit of a company by its shareholders’ equity. First, stock markets do anticipate variations 

in RoE with a lead time of about two quarters. Second, stock markets with high RoEs tend to 

deliver higher equity returns than markets with low RoEs (Figure 1, opposite).  

In a context of fresh cyclical and structural challenges – inflation and financial instability on  

the one hand, climate mitigation and deglobalization on the other – identifying the drivers 
of RoE around the world may help to identify risks and opportunities in equity markets.  
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1. The return on capital employed (RoC). The RoC is the ratio of EBITDA (earnings before 
interest, taxes, depreciation and amortization) to total assets. It can be broken down into 

two intermediate ratios: the EBITDA margin (EBITDA-to-sales ratio), which is an indicator 
of economic profitability, and the ratio of sales-to-assets, which is a capital-intensity 

indicator. 
2. The spread between the RoC and the cost of debt (Cod)  

3. The company’s leverage level as measured by gross debt to shareholders’ equity.  
… and decreases with: 

4. The effective taxation rate. 

Figure 1: Relationship between return on equity and equity returns 

Sources: Refinitiv, Allianz Research; because of data limitations, the analysis is limited to NFCs. 

 

In Table 1a and 1b, we compute these average financial ratios by stock markets (US, 
Eurozone or EUR, Europe outside of the Eurozone or EMU, Japan or JPN, and emerging markets 

or EM), and rank them. All financial ratios are in percentage. First position is given to the higher 
RoE, RoC, EBITDA margin, sales-to-assets, RoC-DoC and leverage, and the lower debt cost and 

tax rate. We decided to look at values at end of 2022 as well as the average between 2007 and 
2022 to benchmark. 

Table 1a – Ranking at the end of 2022 
 

Rank  1  2  3  4  5  
RoE  USA=24  EUR=20  EMs=17  EMU=15  JPN=14  
RoC  EMs=15  EUR=14  USA=13  EMU=10  JPN=9  

EBITDA margin  EMs=21  EUR=21  USA=18  EMU=16  JPN=14  

Sales-to-assets  USA=74  EMs=73  JPN=67  EUR=67  EMU=60  

Cost of Debt  JPN=2  EMU=5  USA=5  EUR=6  EMs=10  

RoC - CoD EUR=8  USA=8  JPN=7  EMs=5  EMU=5  

Leverage  EMU=243  USA=209  EMs=176  EUR=166  JPN=147  

Tax rate  USA=18  EMU=26  EUR=27  EMs=30  JPN=31  
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Table 1b – Ranking using the average between 2007 and 2022  
 

Rank 1 2 3 4 5 

RoE USA=17 EUR=16 EMU=13 EMs=13 JPN=11 

RoC EMs=13 EUR=13 USA=12 EMU=10 JPN=9 

EBITDA margin EMs=18 USA=17 EUR=16 EMU=15 JPN=11 

Sales-to-assets JPN=79 EUR=76 USA=73 EMs=71 EMU=66 

Cost of Debt JPN=2 EMU=5 EUR=6 USA=7 EMs=9 

RoC - CoD JPN=7 EUR=6 USA=6 EMU=4 EMs=4 

Leverage EMU=219 USA=176 JPN=149 EMs=139 EUR=135 
Tax rate EUR=20 USA=23 EMs=26 EMU=31 JPN=45 

 
Sources for Table 1a and 1b: Refinitiv, Allianz Research  
 

Unsurprisingly, the US shows the highest RoEs while Japan shows the lowest. In the US, RoC 

is median or slightly above average, like its EBITDA-to-sales and sales-to assets ratios, and the 
spread between its RoC and cost of debt. However, it combines high leverage with low 

taxation.  Japan has the lowest RoE and the lowest RoC, with a particularly low EBITDA margin. 
This poor performance is offset by the lowest cost of debt, which contributes to the highest 

spread between the RoC and the cost of debt. However, low leverage and high taxation are 
diminishing this strength.  

 
Eurozone companies show an average RoE, a below-average RoC and EBITDA-to-sales ratio 
and the lowest sales-to-assets ratio. However, Eurozone companies admittedly benefit from a 

low cost of debt, though not low enough to compensate for the low RoC. At the end of the 
period, Eurozone companies benefited from the second-lowest taxation rate, an improvement 

over the past. In the end, their leverage – the highest in our sample – saves the day. Corporates 
in Europe outside the Eurozone rank second in terms of RoE and RoC. They benefit from a low 

or below-average cost of debt, which contributes to an above-average spread between the RoC 
and the cost of debt. A low taxation rate rather than high leverage supports the RoE.  

 
The RoE in EMs is average or below average, despite a strong performance in terms of RoC, led 

by the highest EBITDA margin. However, this strength is offset by the highest cost of debt in our 
sample. Low or below-average leverage alongside high or above-average taxation also weighs 

on the RoE.  
 

Over the 2007-2022 period, the highest dispersion among companies is observed for the cost 
of debt, followed by the effective taxation rate, the spread between the RoC and the cost of 

debt, leverage and finally the RoC. In Figures 2a and 2b, the RoE and its drivers are rescaled 
relative to the highest value in the sample so as to highlight their dispersion, first at the end of 

2022 and second on average between 2007 and 2022.  This hierarchy is not fundamentally 
altered at the end of the period, except for the effective taxation rates, the dispersion of which 

has decreased. In other words, it is not economic performance proper that explains differences 
in RoE but rather corporate finance decisions and financial engineering.   
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Figure 2a – Rescaled drivers of the return on equity at the end of 2022  

 

  
Sources: Refinitiv, Allianz Research  

 

Figure 2b – Rescaled drivers of the return on equity: average 2007-2022   

 

 
 
Sources: Refinitiv, Allianz Research  

 

The most striking development is the worldwide decline in the sales-to-assets ratio between 

2007 and 2020 (Figure 3). This ratio relates a flow, evaluated at current prices, to a stock, 
evaluated  

at historic cost (i.e. an average of past prices). As such, this ratio may reflect the way inflation 
impacts investment decisions in the corporate sector. As regards financial engineering, the most 

striking development is the rise of leverage in almost every region (except in Japan), particularly 
in EMs (Figure 4, opposite).  
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Figure 3 – Sales-to-assets ratio  
 

 
 
Sources: Refinitiv, Allianz Research  
 

Figure 4 – Equity leverage (D/E)  

 

 
 
Sources: Refinitiv, Allianz Research  

 
Since 2007, except for Japan, increasing leverage has been the key driver of returns on 

equity, especially in the US. Except for the US, profitability (RoC and its spread over the cost 
of debt) has declined. Taxation has had a second order and opposite impact (Figure 5 and 6, 

below and opposite). Since 2007, the RoC has declined in all countries or regions, driven by a 
general decline in the sales-to-assets ratio (Figure 6).  

 

Figure 5 – Drivers of change in RoE from 2007 to date  

 

50%

55%

60%

65%

70%

75%

80%

85%

90%

95%

100%

Dec-99 Dec-05 Dec-11 Dec-17 Dec-23

USA

EMU

Europe ex EMU

Emerging markets

Japan

-50%

0%

50%

100%

150%

200%

250%

300%

Dec-99 Dec-05 Dec-11 Dec-17 Dec-23

USA
EMU
Europe ex EMU
Emerging markets
Japan

8.9%

20.6%

14.8%

44.3%

-31.6%

7.6%

-2.6%

-26.6%

-4.7%

18.8%

-9.2%

4.8%

-16.4%

-3.3%

14.4%

-5.4%

-17.4%

27.4%

-6.9%

3.1%

-40% -30% -20% -10% 0% 10% 20% 30% 40% 50%

Profitability

Leverage

Taxation

Return on equity

USA

EMU

Europe ex-
EMU



 

6 

 

Figure 6 – Drivers of change in RoC from 2007 to date  

  
Sources for figure 5 and 6: Refinitiv, Allianz Research  
 

Leverage increases when debt is rising, when equity is falling or when both things happen at 
the same time. If a company decides to buy back its shares (as many firms did in 2022), its equity 

is reduced and therefore its RoE is inflated. This was particularly seen in the energy sector, which 
on top of recording bumper profits also recorded the most share buybacks in 2022, on the back 

of the enormous amounts of free cash flow generated (Figure 7). As a result, it was one of the 
sectors with the highest RoE.  

 

Figure 7 – Share buybacks by global sectors: 2007 to 2022 average   

 
 
Sources: Refinitiv, Allianz Research  

 

Sector specialization across regions affects capital intensity and funding needs 

 

When comparing the RoE and its drivers across regions or countries, one should bear in mind 

that the weights of the constituents of the non-financial sector vary greatly across them 
(Figure 8, opposite):  

 

 The Japanese market is the most concentrated in our sample, with a concentration index of 
0.1606. Its two largest constituents are consumer discretionary (27.7%) and industrials 

(27.4%); technology comes third with 12.3%.   

 In Europe outside the Eurozone and the US, the degree of concentration is about the same 
(0.1223 and 0.1163), but the dominant sectors are not the same. In the US, technology is in 
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in Europe outside the Eurozone healthcare leads (26.5%), followed by industrials (19.7%) 
and consumer staples (18.2%).   

 In the Eurozone and EMs, the degree of concentration is again about the same (0.0821 and 
0.0772), but the dominant sectors are again not the same. In the EMU, consumer 

discretionary leads (27.4%), followed by industrials (19.6%) and technology (11.8%), while 
in EMs energy leads (28.7%), followed by technology (13%) and consumer discretionary 

(12.6%).  
 

Figure 8 – Sector weights by region or country  

 

 Sources: Refinitiv, Allianz Research  

 

Identifying capital intensity: Utilities, energy, materials and consumer discretionary are the 
sectors with the highest levels of capital expenditures (measured by the ratio of capex-to-

EBITDA). In contrast, the least capital-intensive industries are healthcare, consumer staples and 
technology (Figure 9).    

 
Because industrial and discretionary activities need significant funds (equity) to finance their 

investment needs, the equity for industrial companies tends to be higher than the equity of 
services companies, consulting firms for example. As a result, their RoE is generally lower. In 

this context, what a company does has an impact on its return on equity. In Figure 10, we can 
see that the regions with the highest RoE in recent years are the US, followed by EMs and Europe 

outside the Eurozone, where the technology and consumer discretionary sectors dominate. 
Conversely, the regions with the lowest RoE levels are Japan and the Eurozone, which rely more 

on the industrials sector.   
 

Figure 9 – Capex-to-EBITDA ratio by global sectors: average 2007-2022 

Sources: Refinitiv, Allianz Research  
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Figure 10 – After-tax RoE  

 

 
 
Source: Refinitiv, Allianz Research  

 

The US ranks first in terms of RoE because of its high concentration in the technology services 
sector (almost 30% of its stock market), which has the lowest capex and financing needs. But 

from a cyclical point of view, this also exposes the US market as a whole to the performance of 
the tech industry, which has disappointed investors in the past quarters. Already high, leverage 

is unlikely to increase further in the context of tighter monetary and credit conditions. Higher 
taxation rates as well as stricter regulation are also likely developments.  

 
The Eurozone has been backed by considerable government support since 2020. As the 

region has the most ambitious decarbonization targets on the planet, we can expect further 
government cooperation with corporates in order to reach these challenging objectives. 

However, the Eurozone is very much exposed to consumer discretionary and industrials, two 
quite cyclical sectors. In parallel, its leverage is at a record high and is therefore unlikely to 

increase further in the current monetary climate. There is also little room left for a further fall in 
the taxation rate.   

 
In Europe outside the Eurozone, the market has benefited from its high exposure to 

healthcare,  
a sector that enjoys high pricing power. Beyond this, the market’s large exposure to consumer 

staples counterbalances its also large exposure to capital intensive industrials. This region is 
also the one with the highest EBITDA-margin improvements in the past two years, proving 

resilience despite its proximity to the Ukrainian conflict. But too much of a good thing – i.e. 
healthcare – entails some challenges. The sector is highly controlled and supervised, and 

branded-drugs producers are facing intensifying competition from generic drug makers, which 
are gaining territory in a context of global inflationary pressures.  

 
Despite enjoying the lowest cost of debt, the Japanese market exhibits the lowest leverage. 

If deleveraging continues in Japan, it is probably because the memory of the damages 
caused by zaitech in the 1990s is still vivid. Even more than the Eurozone, the Japanese market 

is very much exposed to two quite cyclical sectors: consumer discretionary and industrials. In 
contrast, it has a negligible exposure to energy. The effective taxation rate is high by historical 

standards. Desirable as it may be to cut it, the situation of Japanese public finances probably 
forbids it.  

 
In EMs, the equity market seems to be walking on two legs: by and large, energy first; second, 

an upstream position in the global supply chains of three sectors: consumer discretionary, 
industrials and technology. Therefore, decarbonization and deglobalization are the two key 

challenges for this market, with a potential negative impact on its return on capital employed. 
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Increasing leverage while cutting the cost of debt is the joker emerging markets should strive to 
bring out, monetary credibility permitting.  

 
In conclusion, when assessing the outlook for equity returns across markets, the fundamental 

factors that influence the RoE – the RoC, its spread over the cost of debt, the equity leverage, 
the effective taxation rate and sector specialization – do matter. The respective impacts of 

these factors vary across markets, have varied in the past and will continue to do so. Depending 
on which drivers of RoE have played a dominant role in a given market to the present day, this 

market is more or less acutely exposed to cyclical or structural challenges. In the context of a 
tightening of credit conditions and a potential recession, US and Eurozone markets may now 

experience the dark side of leverage, which also increases the volatility of the RoE. As a 
consensus emerges amongst OECD members to stop the race to the bottom with respect to 

taxation rates, what has been a tailwind, especially in the US and the Eurozone, may now 
become a headwind. In EMs, the large exposure to energy is both a cyclical challenge, if the 

global economy enters a recession, and a structural one,  
if global warming is to be contained.  

 
Cyclical as well as structural forces are likely to exert a downward pressure on the RoC, while 

corporate finance is left with few unused tools to offset the resulting downward pressure on  
the RoE.    
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These assessments are, as always, subject to the disclaimer provided below.  
 

FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward -

looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed  

or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and competitive 

situation, particularly in the Allianz Group's core business and core markets, (ii) performance of financial markets 
(particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured loss events, including 

from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity levels and trends,  
(v) persistency levels, (vi) particularly in the banking business, the ext ent of credit defaults, (vii) interest rate levels, 

(viii) currency exchange rates including the EUR/USD exchange rate, (ix) changes in laws and regulations, including 
tax regulations, (x) the impact of acquisitions, including related integration issues, a nd reorganization measures,  

and (xi) general competitive factors, in each case on a local, regional, national and/or global basis. Many of these 
factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their consequ ences. 

 
NO DUTY TO UPDATE 

The company assumes no obligation to update any information or forward -looking statement contained herein,  
save for any information required to be disclosed by law.  

 
Allianz Trade is the trademark used to designate a range of services provided by Euler Hermes. 


