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Macroeconomic reflation and Al
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Dear clients, dear partners,

Combining technological strengths and macroeconomic reflation, the Japanese
market offers opportunities. It plays a useful role in terms of international
diversification.

Since 2022, Jopan's monetary policy has differed radically from that of other
developed countries. While in 2022-2023 the major central banks raised interest rates
to combat post-Covid inflation, the Bank of Japan (BoJ) did not react (Chart 1).
Instead, it seized this historic opportunity to encourage households and businesses
to break with their deflationary habits.
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This strategy is a continuation of the ‘“revolution” initiated at the end of 2022 by
Governor Kuroda and Prime Minister Abe. It appears to be bearing fruit, with an
almost continuous rise in consumer prices, wages, and real estate prices since 2013
(Chart 2). This structural rise in inflation has not been without some pain, particularly
in terms of consumer confidence. However, wages are rising slightly faster than
prices, which is helping to protect growth.
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Japanese reflation is becoming increasingly convincing

La reflation japonaise se fait de plus en plus convaincante
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With reflation now confirmed, the BoJ has begun to cautiously normalize its policy.
Its interest rates have risen from -0.1% to +0.5% since spring 2024, and it has allowed
long-term rates to rise significantly—to 1.6% on 10-year bonds and even more than
3% on 30-year bonds. These developments have led to o sharp recovery in the
profitability of financial companies, particularly banks (Chart 3). The financial sector
accounts for just over 16% of the MSCI Japan's market capitalization.

Sharp recovery in the profitability of Japanese banks
Net redressement de lo rentabilité des benques jeponcises
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Like the ECB, but much more slowly, the Bank of Japan is reducing its footprint on
Japanese finance. The latest step: on September 19, 2025, it announced that it would
sell off its stock portfolio at a rate of ¥620 billion per year, less than one-thousandth
of total market capitalization.

Faced with this cautious withdrawal, the Japanese stock market will have to rely
increasingly on its fundamentals. Japanese listed companies are less profitable
than their counterparts in other developed countries, with an average return on
equity of 9%, compared with 11% in Europe and 15% in the United States. However,
several positive trends are underway. Firstly, for several years now, there has been
greater consideration for the interests of minority shareholders, with regular
dividend increases and share buybacks. Secondly, as we have seen, financial stocks
are benefiting from reflation. Finally, the Japanese market is rich in technology
companies (15% of the MSCI Japan index, twice the European market), many of which
are involved in one way or another in the global artificial intelligence value chain.

These two themes - financials and Al stocks - are significantly outperforming the
stock market this year (Chart 4). In our international portfolios, we have included
Japanese stocks in our “Al" basket since early 2024 and in our financial basket since
August 2024. Our exposure to Japan is 80% hedged against currency risk.

Al and financial stocks drive the Japanese
stock market higher
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Our exposure rates are as follows:

Fund Net equity Breakdown by theme Other
exposure (as a percentage of total equities)
Dorval Convictions  65% - Core basket excluding themes: 556% Euro  Stoxx 50  futures

hed
- Financials: 26% ecoes

- Reflation: 16%
- Small caps: 3%
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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, circuloted 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 volue 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
relioble. Dorval Asset Management reserves the right to amend the information
presented in this document ot 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 law authorises it. Prior to any investment, it should be verified
whether the investor is legally authorised to subscribe to units in o UCITS. The
characteristics, fees, risk and yield profile relating to investment in a UCITS are set
out in the Key Information Document (KID) of the latter. The KID and the periodic
documents are availoble 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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