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Decrease in both European economic risk 
and US inflationary risk 

9 January 2023 

 

Dear Clients and Partners, 

 

The consensus is expecting a recession this year, yet the latest economic 
statistics point to clear resilience in Europe. Looking across the pond, the 
situation in the United States is more of a mixed bag, as the labor market 
remains robust while ISM figures are plummeting. Yet inflationary pressure is 
clearly lessening, indicating that future monetary tightening is already broadly 
priced in.  According to the latest Bloomberg consensus, the likelihood of a 
recession in the euro area and the US over the next 12 months is well above 50% 
(cf. chart 1). Some valid arguments support this scenario, and the sharp decline 
in the services ISM index in December (49.6) further bolsters them. In this 
scenario, US inflation would be swiftly reined in, and a new cycle would kick off: 
in this case, the dent for the equity markets resulting from a recession (decrease 
in profits) would be more than offset by clearer visibility resulting from the 
decrease in inflation and interest rates in our view. This is precisely what 
happened during the recessions in 1974 and 1991. 

A pessimistic consensus for US and European economies  
Likelihood of a recession over next 12 months (Bloomberg consensus) 

 

• Euro area / United States / Japan / China 
 

However, at this stage, a resilience scenario is equally possible in our view, given 
recent indicators pointing to ongoing positive momentum on the US labor 
market, with no acceleration in wages. It is therefore possible – but not definite 
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– that weak survey data (PMI, ISM, cf. chart 2) reflect the end of the boom in 
orders resulting from the reopening of the economy, rather than a real 
recession. The weeks ahead will indicate which way the scales tilt. 

 

Meaning behind ISM surveys: post-boom blip after economies open again or 
real recession? 

 

• Services ISM / Manufacturing ISM  

In any case, the theme on the decrease in European risk that we have advanced 
for several weeks is clearly shored up by recent developments. The prospects 
of a winter with no major shortages or collapses along with the drop in 
commodities prices have driven a fresh rebound in economic confidence in 
December and a sharp decrease in households’ inflationary concerns (cf. chart 
3). 

Outlook improves in euro area 

 

• Economic sentiment index in euro area / % of households expecting a “sharp rise” in prices over next 
12 months  
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If the resilience scenario is borne out, it does have a flipside i.e. it implies that 
the Fed and in particular the ECB will continue to hike interest rates to curb 
inflationary pressure on the labor market. Yet the risks resulting from this 
tightening are easing as the markets have now priced in the rate hikes that can 
be expected for the months ahead (cf. chart 4). Rates of 5/5.25% for the Fed and 
around 3.5% for the ECB broadly equate to the latest indications provided by 
members of the central banks. 

 
Markets have priced in expected monetary tightening, at least for the months 

ahead 
Calculations from Bloomberg WIRP page 

 

• High for Fed rates expected by markets for 2023 / High for ECB rates expected by markets for 2023 

 

In our international funds, we have increased our equity investment rates by 
adding to our themes on a decrease in European risk (small-caps, financials) 
and on emerging markets. We continue to achieve money-market returns by 
very actively managing the cash component in our portfolios. In our European 
funds, equity exposure rates are high and beta for our portfolios has been 
increased over recent weeks. 

 

 

Our exposure rates are as follows: 

• Dorval Convictions: our exposure rate is 80% 
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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 authorization 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 mutual fund is authorized to be marketed in 
France and possibly in other countries where the law authorizes it. Prior to any investment, it 
should be verified whether the investor is legally authorized 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.dorval-am.com 
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