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Dear Clients and Partners,

Donald Trump's re-election has created an asymmetric shock on the markets, to the
advantage of Wall Street and to the detriment of the rest of the world. What factors have
buoyed Wall Street since the election, and what are the risks?

Reminiscent of 2018, when the US administration simultaneously embroiled itself in a
trade war and lowered taxes, equity markets have experienced an asynchronous shift
since the elections on 5 November. Wall Street, with gains of more than 20% since the
start of the year, rose by an additional 4%, while non-US equities fell by around 1% (cf.

chart ).
An auspicious asymmetric shock for Wall Street
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In the United States, the market was mainly driven by the financial sector (+10%, cf. chart
2), the second largest sector after infotech, in light of anticipoted sectoral deregulation.
Bolstered by Tesla, the consumer discretionary sector also shone. The Russell 2000 Index
of small-cop companies also rose significantly, although once again this was mainly
driven by small financials. However, the two sectors that had been the most promising
since the start of the year - infotech and communication services - have benefited little
from the political changes.

Financials behind Wall Street surge

since the elections of 5 November

Wall Street tirée par les financiéres
depuis les élections du 5 novembre
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After two years of strong US stock market recovery and marked outperformance
compared to other global markets, should we be worried about “overheating” on Wall
Street? For example, investors will not have forgotten that the American exceptionalism
of 2018 ended badly, with the S&P 500 correcting by 20% in the fourth quarter. Fears of a
similar downturn -short-lived as it ultimately was - are all the more present today, as the
valuation of US equities is increasingly fraught. Excluding the COVID year, it is at its
highest since 2001 in terms of PER, despite long-term real rates having risen to their 2007
levels (cf. chart 3). As a result, the risk premium for equities compared to government
bonds has fallen to just over 2% today, which twice as low as its historical average.
However this premium is still higher than its 1999/2000 level, when it dropped below 1%.
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PER, long-term rates and risk premium of the S&P 500
PER, taux longs et prime de risque du S&P500

10 A - 30,0
9 - . - 275
8 PER prospectif, S&P 500 (rhs) L 250
711 L 22,5
6 A - 20,0
5 - 175 %
X 4] L1505
31 W L 12,5
2 1 ‘ - 10,0
1- ) ] - 75
04 Taux longs réels L 50
14 (toux 10 ans moins inflation anticipée) (Lhs) . 25

Prime de risque = inverse du PER moins taux longs réels

"\,

1985 1990 1995 2000 2005 2010 2015 2020 2025
Dorval Asset Management - 29/11/2024 - Source : Macrobond

Moyenne historique

Prospective PER, S&P 500 (rhs) / Long-term real rates (10-year rate minus expected inflation) (Lhs)
Risk premium = inverse of PER minus long-term real rates
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Several factors have the potential to spark a correction. These include the potential
disappointment should the domestic political agenda fail to deliver on corporate profits,
an overly aggressive trade war that would weaken growth prospects, and finally a
precipitous rise in interest rates. With regard to the latter, the market's recent momentum
has been largely reassuring, with 10-year rates falling over the last week (cf. chart 4).
Among the favourable factors, the Personal Consumption Expenditure deflator
remained close enough to 2% in October to keep the commonly accepted hypothesis of
moderate and gradual Fed rate cuts intact. As such, we are maintaining our exposure to
equities in our global portfolios as it stands at this stage. We are nevertheless keeping a
watchful eye on inflationary and trade outlooks, and on the risk of economic overheating
that could spell the end of rate cuts by the US Federal Reserve.
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US long-term rates stabilise

Les taux longs américains se stabilisent
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Our exposure rates are as follows:

e Dorval Convictions: 65% net exposure to equities, comprising 60% Euro
STOXX 50 SRI core basket, 6.5% financials basket, 7% small-cops basket.
Hedged using Euro STOXX 50 futures.
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Legal notices

This promotional document is intended for professional and non-professional
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
based on information contained in this document or use that could be made of it
by a third party. The UCITS is authorised to be marketed in France and possibly in
other countries where the low authorises it. Prior to any investment, it should be
verified whether the investor is legally authorised to subscribe to units in a UCITS.
The characteristics, fees, risk and yield profile relating to investment in o UCITS are
set out in the Key Information Document (KID) of the latter. The KID and the periodic
documents are available free of charge on request, from Dorval Asset Management.
You must read the KID, which must be sent to you prior to subscription. The definition
of the risk indicators stated in this document feature on the website: www.dorval-
am.com.
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