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15 April 2024 

 

Dear Clients and Partners, 

 

Perhaps the best surprise of the past year and a half was the disinflation without 
increased unemployment (“immaculate disinflation”) seen in 2023. However, this trend 
seems to have stalled in the US in the first three months of 2024. It is too soon to say 
whether inflation will ramp back up significantly from current levels, but the risk of 
the US as a high-pressure economy is certainly increasing. Nevertheless, as we see 
it, the current growth hints at a soft landing rather than a recession. At this stage, 
the environment remains favourable to equities. The same cannot be said for long-
term rates. 

With the Consumer Price Index 0.1 pts higher than consensus expectations (+0.4% 
versus the expected +0.3%), March was the third consecutive month of bad surprises 
for inflation in the US. At present, it remains plausible that inflation makes a chaotic 
return to the target rate. As a reminder, the Federal Reserve uses the Personal 
Consumption Expenditures (PCE) deflator for its inflation targeting, not the 
Consumer Price Index (CPI). These two metrics differ in terms of both composition 
and methodology, and the PCE deflator tends to be less volatile and slightly lower 
than the CPI (the March PCE deflator will be published on 26 April ahead of the next 
Federal Open Market Committee meeting on 1 May). Looking at the monthly 
variation of the 45 major components of the CPI, and taking the median as the 
measure of central tendency, we can see that this has hovered around 3% following 
the spike in January (cf. chart 1). 

 
The chaotic trajectory of disinflation in the United States 

 

• Median of the monthly variations of the 45 major components, annualised / Average over 6 
months  
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However, the current environment is less conducive to “immaculate disinflation” 
because: (1) the repercussions of the positive supply shock are now behind us (supply 
chains have normalised, net migration is positive once again, the labour market has 
rebalanced etc.); (2) improved growth prospects may encourage companies to raise 
their prices and employees to increase their demands (although there is no 
indication of this at present); and (3) the start of the industrial recovery brings with 
it pressure on commodities, particularly the price of oil against a backdrop of 
geopolitical tension (cf. chart 2). 

 
Commodity prices 

 

 

These conditions will allow the Fed to keep waiting into the summer and beyond. 
Does this wait-and-see approach call into question our central bank put scenario ? 
We do not think so. Even with inflation stabilising above target, it remains close 
enough to target that the Fed could lower rates were the labour market to 
deteriorate. Moreover, the other central banks, and in particular the European 
Central Bank, are not in exactly the same situation as the Fed. Despite a widely 
anticipated status quo on its key interest rates, the ECB has suggested that if price 
data continues along its current trajectory, it would be appropriate to lower interest 
rates, likely as early as its meeting on 6 June. 

Although our core scenario of a good balance between growth prospects (cyclical 
conditions) and inflation risk (monetary conditions) has not changed, the risk 
scenario has become more likely in terms of inflation. However, in our view, the 
gradual improvement of the business climate revealed by the latest surveys means 
that, barring a geopolitical shock, the recession scenario has become less likely 
(cf. chart 3). 
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The business climate in the manufacturing and service sectors 
PMI indices – Surveys of global companies 

 
• Service sector / Manufacturing sector / Global economic shutdown  
• Jan. May Sep.  

This new mix need not be particularly negative for the equity market. It is, however, 
bad news for long-term rates, which are still suffering from a negative term premium, 
i.e. when long-term rates are lower than short-term rates (cf. chart 4). The 
asymmetric hedging quality of sovereign bonds in a portfolio dominated by equities 
has therefore deteriorated. 

 
The problem of long-term rates 

 

• German 3-month yield (Bubill) / German 10-year yield (Bund) / US 3-month yield (T-Bill) / US 10-year 
yield (US Treasury) 
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The international equity markets are in a profit-taking phase after rallying in recent 
months. Although the greater likelihood of the inflationary risk scenario could 
justify increased risk aversion, this scenario seems to be particularly bad news for 
long-term rates, rather than equities. In this context, we are maintaining our key 
themes and moderate exposure to equities but, within our diversified international 
funds, we are selling our remaining positions in bond futures (German 2-year, French 
10-year, US 5-year and US 10-year), which we had maintained for hedging. 

 

 

 

 

Our exposure rates are as follows: 

• Dorval Convictions: The equity exposure rate is 60%. 
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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 law 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 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. 

http://www.dorval-am.com/

