Exposure rates of the Dorval Asset Management Range – 22nd March 2019
Dear Clients and Partners,
US monetary policy is now crystal clear – the Fed will not hike interest rates this year
and has adopted an expansionary slant – so the future for the equity markets now
hinges more on the cyclical outlook than monetary policy. The latest indications show
that the trend seen over the past few months continued in March, with an overall
slowdown fuelled primarily by industry.
In this respect, the overall situation shares some features with 2015, when a sharp
slowdown in China severely hampered world growth, with a particularly strong impact
for certain segments of the economy: at that time, the main collapse was in the
commodities sector. The main losers in today’s scenario are companies and countries
that are most exposed to international trade, as well as those with a reliance on the
automotive and semi-conductor sectors. Brazil, Russia and Indonesia fell into recession
in 2015, while in 2018 and at the start of 2019, the main victims are Germany, Japan,
Korea and Taiwan (cf. chart 1).
Main losers in industry slowdown over past 15 months – is the end of the tunnel in sight?

Japan / Taiwan / Korea / Germany

After 15 months of industrial slowdown worldwide, a recovery is expected. China has
started to stage an economic recovery, with significant progress made in inventory
adjustments in the automotive and semi-conductor sectors. More accommodative
monetary policies will also help, as will continued purchasing power gains across most
advanced economies. Assuming that the outcomes for the current Brexit negotiations
as well as trade talks do not trigger fresh major disruption, the trough in the world
industrial cycle should not be too far off.
If this scenario comes off, the most cyclical equity markets are then set to recover
sharply, and in this respect, the Japanese market stands out particularly, as it is now by
far the cheapest of all developed markets with a median P/E multiple of 12x. The
country’s undervaluation contradicts the deep-rooted belief that central bank
intervention kept equity valuations artificially high: how can Japanese equities be so
cheap when the Bank of Japan continues its massive quantitative easing policy and is
now one of the ten largest shareholders of 40% of listed Japanese companies (cf.
chart 2)?
Despite the BOJ, the Japanese equity market has rarely been so cheap

Bank of Japan’s ETF purchases – LHS / Median P/E for Japanese equities (excl. financials) - RHS

One of the main reasons for the record undervaluation for Japanese equities is that this
market has a much more extensive range of industrial companies than other countries,
so the slowdown in the manufacturing sector and the US-China trade war acted to push

valuations down to extreme levels. Japan is admittedly set to increase its VAT rate in
October, which is probably dragging down the market, but this cannot explain why large
Japanese exporters are trading on only 10x projected earnings. These stocks should
enjoy a strong rebound when the world industrial cycle starts to take an upturn, or even
before then if the US and China reach an agreement on trade.

Our exposure rates are as follows:
•

Dorval Convictions: Our exposure rate is 50%.

DORVAL ASSET MANAGEMENT
Public limited company with share capital of €303,025 Paris Trade and Companies Register No. B 391392768 - APE
6630 Z - AMF accreditation no. GP 93-08
Registered office: 1 rue de Gramont - 75002 Paris
Tel +33 1 44 69 90 44 - Fax +33 1 42 94 18 37

www.dorval-am.com
Legal notices
This promotional document is intended for business clients within the meaning of the MiFID. It cannot be used for
a purpose other than that for which it has been designed and cannot be reproduced, circulated or communicated
to third parties in whole or in part without the prior and written authorisation of Dorval Asset Management. No
information contained in this document can be interpreted as having any contractual value whatsoever. This
document is produced purely for information purposes. It constitutes a presentation designed and produced by
Dorval Asset Management from sources that it deems reliable. Dorval Asset Management reserves the right to
amend the information presented in this document at any time and without notice and particularly regarding the
description of the management processes that in any case do not form a commitment on the part of Dorval Asset
Management. Dorval Asset Management cannot be held responsible for any decision made or not made on the
basis of information contained in this document or use that could be made of it by a third party. The mutual fund is
authorised to be marketed in France and possibly in other countries where the law authorises it. Prior to any
investment, it should be verified whether the investor is legally authorised to subscribe to units in a mutual fund.
The characteristics, fees, risk and yield profile relating to investment in a mutual fund are set out in the Key
Investor Information Document (KIID) of the latter. The KIID and the periodic documents are available free of
charge on request, from Dorval Asset Management. You must read the KIID, which must be sent to you prior to
subscription. The definition of the risk indicators stated in this document feature on the website: www.dorvalam.com.

