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Dear Clients and Partners,

After crippling European stock markets from 2007 to 2020, financial stocks are now
contributing strongly to the return to favour of European equities. This theme is
making less noise than that of Al, but it is powerful and remains undervalued.

The financial sector accounts for nearly 20% of the MSCI EMU Index (cf. Chart 1).
Although its weight is lower than it was prior to the 2008 financial crisis, it is the
largest sector of the index, just ahead of industrial goods and services (17%),
technology stocks (16%) and the consumer discretionary sector (15%). Half of the
financial sector is dominated by banks, while a third is dominated by insurers and
reinsurers, with financial services rounding out the market with 15%.

Financials remain the largest stock market sector in the eurozone
Weight of the financial sector in the MSCI EMU index

Les financiéres restent le plus gros secteur boursier
de lo zone euro
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. Of which banks account for 51%, insurers and reinsurers 34%, and other stocks 15%

Having been forced to undertake massive increases in capital from 2008 to 2016,
then undermined by negative ECB interest rates and negative real bond yields,
eurozone financials reached their lowest point during COVID, in 2020. Throughout
that period, they are thought to have wiped out around half the performance of the
MSCI EMU index (cf. Chart 2). However, since 2020, the opposite has occurred:
financial stocks are now overperforming and “ooosting" the eurozone’s stock market
indices. For the first time, the “total return” index for financials surpassed its 2007
level.
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After crippling European stock market performance
from 2007 to 2020, financials are now overperforming

Total return performance, base 100 in 2007

Aprés avoir plombé les performances boursiéres européennes
de 2007 a 2020, les financiéres surperforment

Performances "total return”, base 100 en 2007
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Improving bank profitability has been one of the most important drivers of this
recovery. Restructured, consolidated and with better capitalisation, the banks have
been able to take full advantage of the return of the ECB's positive interest rates
from 2022 onwards, with those rates now allowing the normalisation of net interest
margins. Insurers have also taken full advantage of the normalisation of interest
rates. Overall, the sector’s profitability in terms of return on equity has returned to
the level it was at 15 years ago (cf. Chart 3), i.e. 12% on average.

Profitability restored

Returns on equity, as a % (Bloomberg consensus)

Une rentabilité restourée
Retours sur fonds propres, en % (consensus Bloomberg)
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If, as we believe will happen, growth prospects gradually improve in Europe in
2024/2025, the risk of a return to very low or even negative interest rates will recede,
which could increase investor interest in financials. In addition, the financial sector,
which is an extremely large consumer and producer of dataq, is often cited as one of
the most promising sectors in terms of improvements to productivity enabled by
artificial intelligence (administrative and legal services, risk analysis etc.).

On the negative side, the sector remains, as always, very sensitive to political
interventions, as we saw in 2023 with the threats of taxes on the profits of Italian
banks and shocks of all kinds (with Credit Suisse and the US regional banks in 2023).
It is therefore necessary to always check that the valuation of financial stocks offers
a sufficient risk premium. From this point of view, European financials tick all the
boxes. They offer a dividend yield of 6%, which is twice as much as for the rest of the
market, and their PER (price-to-earnings ratio) has remained extremely low, in
contrast with what has happened in Japan and the United States (cf. Chart 4).

European financials remain heavily discounted in terms of PER

PER prospects of the financials sector in different areas

Les financiéres européennes restent trés décotées
en termes de PER

PER prospectifs du secteur des financiéres dans différentes zones
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At a time when increasing numbers of investors are in search of themes to diversify
their holdings, we feel that the theme of European financials is particularly relevant.
Profits in that sector are rising faster than those of the market in general, the
valuation is very attractive, and the correlation with the other buoyant theme of the
moment - that of artificial intelligence - has been close to zero over the last two
years. While it was already highly present in our European funds, we are now
incorporating this theme into our global funds.

Our exposure rates are as follows:

¢ Dorval Convictions: The equity exposure rate is 63%.
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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 Maonagement from sources
that it deems reliable. Dorval Asset Management reserves the right to amend the
information presented in this document at any time aond 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 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 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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