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No excess economic optimism, but questions about equity valuation

As with previous epidemics (SARS, HIN1, etc.), the coronavirus will have a temporary and reversible negative
impact on the Chinese and global economy. This epidemic is emerging at a time when indicators confirm that
the recessionary forces at work since spring 2018 in the global industrial sector are dissipating. The
manufacturing PMI of developed countries has been recovering slowly since last October. Car registrations have
clearly rebounded in Europe in recent months, which proves that the previous decline was mainly due to supply
disruptions linked to regulatory developments. Finally, worries about world trade have subsided following the
signing of an agreement between the United States and China. The economic stabilization scenario therefore
seems to be well in place.

The sharp rise in global stock markets since last summer has raised concerns that investors have even become too
optimistic about the economic cycle. This is not our analysis. Sentiment surveys show that investors and financial
analysts were actually far too pessimistic in 2018 and 2019, especially in Europe. This sentiment has now simply
normalized. Long-term interest rates have also fallen, which shows some caution about the growth outlook.
Finally, the rebound in cyclical stocks that started in October 2019 has fizzled, and leadership has quickly returned
to defensive sectors and growth stocks.

Far from signaling an excessive enthusiasm on the global economic cycle, the recent stock market dynamics
raises above all the question of equity valuation. Are we dealing with an emerging bubble, encouraged for
example by the rise of ESG investing, or with a logical rerating of the equity asset class, motivated by the collapse
of yields of other asset classes (bonds, real estate in big cities, etc.)? Probably a bit of both.

However, the suspicion of excess valuation concerns only a part of the market, that of growth stocks. The P/E
ratio of the MSCI world growth index has reached 23, the highest since early 2002, against a historic median of
19.3 since 1994. Steller profit growth in the new economy oligopolies, the rise in profit payout rates, and the flight
to quality in a world where growth is both rarer and more disruptive have undoubtedly favored this development.
Compared to real yields on US Treasury bonds, the equity risk premium for growth stocks remains comfortable,
which is very different from the situation that prevailed in 1999/2000. However, compared to the value
compartment, whose average P/E is only 13, growth stocks have never been so expensive since the
1999/2000 bubble. This huge gap will be increasingly difficult to justify.

In our asset allocation, we have maintained a fairly high exposure to equities because we believe that the very
favorable balance between economic growth and interest rates will continue to support global stock
markets. But we believe that the confirmation of the cyclical recovery—once the coronavirus effect has passed—
should allow a better balance of performance between growth stocks and some value segments, including small

caps in Europe, cyclical stocks, and Japanese and British companies. /
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The economic impact of the
coronavirus could blur
cyclical signals for a few
weeks, but the ongoing
industrial stabilization
should remain in place. The
manufacturing sector of the
export champion countries
is finally recovering.

The valuation of growth
stocks is on an upward
trajectory that raise fears of
a bubble, especially in
relation to the cheap value
universe. Relative to bond
yields, however, even high
P/E stocks remain attractive.
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The cyclical trough was reached last autumn
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The rebound of the export champions
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The economic impact of the
coronavirus could blur
cyclical signals for a few
weeks, but the ongoing
industrial stabilization
should remain in place. The
manufacturing sector of the
export champion countries
is finally recovering.

Measured by MSCI, the
P/E of growth stocks has
returned to its levels in
1994/1997. This is 80%
more than the P/E of the
value universe, vs. 50% on
average since 1994. The
"over-profits" of the
oligopolies of the new
economy, the upward
trend in profit distribution,
and the relative feeling of
security compared to a
very often disrupted value
universe (like financials)
may explain this
phenomenon.

Are we seeing a bubble, or
is it only the result of
lower interest rates?
Compared to bonds, even
growth stocks remain
attractive ... So what
about value stocks!
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The valuation of growth
stocks is on an upward
trajectory that raise fears of
a bubble, especially in
relation to the cheap value
universe. Relative to bond
yields, however, even high
P/E stocks remain attractive.
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The valuation of growth stocks becomes a cause for concern...
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...except when compared to bond yields
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The economic impact of the The valuation of growth

coronavirus could blur stocks is on an upward
cyclical signals for a few trajectory that raise fears of
weeks, but the ongoing a bubble, especially in
industrial stabilization relation to the cheap value
should remain in place. The universe. Relative to bond
manufacturing sector of the yields, however, even high
export champion countries P/E stocks remain attractive.

is finally recovering.
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The end of excess pessimism about growth in Europe
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The economic impact of the
coronavirus could blur
cyclical signals for a few
weeks, but the ongoing
industrial stabilization
should remain in place. The
manufacturing sector of the
export champion countries
is finally recovering.

Car registrations in the
eurozone have started to
rise again, which proves
that the setbacks of
2018/2019 were indeed
due to supply effects
(WLTP). Demand remains
buoyed by rising
employment and real
wages, and attractive
credit conditions. The
profitability of car
manufacturers is,
however, in question in
the context of new
regulations, and the
transition to electric cars.

The banking sector has

been undergoing a violent

transition shock since
2008. Its profitability has
been cut, but the level of
activity has been picking
up significantly over the

past year, thanks to better

financial markets and
resilient credit demand.
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The valuation of growth
stocks is on an upward
trajectory that raise fears of
a bubble, especially in
relation to the cheap value
universe. Relative to bond
yields, however, even high
P/E stocks remain attractive.
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A clear rebound of car sales in Europe
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European banks report stronger business activity
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ABOUT DORVAL ASSET MANAGEMENT

DORVAL ASSET MANAGEMENT, is a public limited company with share capital of €303,025.00, having its
registered office at 1 rue de Gramont, 75002 PARIS.

Dorval Asset Management, recorded under no. 391 392 768 on the Paris Trade and Companies Register, is
approved as an asset management company by A.M.F. (French financial markets authority) under the number GP
93-08. www.dorval-am.com

Discover our new website; www.dorval-am.com.

Follow uson:
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Legal notices

This document is intended for professional clients as defined by the MiFID. It may not be used for any purpose other than that for which it
was conceived and may not be copied, diffused or communicated to third parties in part or in whole without the prior written authorization
of Dorval Asset Management.

No information contained herein shall be construed as having any contractual effect. This document is produced purely for informational
purposes. It constitutes a presentation conceived and created by Dorval Asset Management from sources that it regards as reliable.
Dorval Asset Management reserves the right to change the information in this document at any time and without notice. Dorval Asset

Management may not be held liable for any decision taken or not taken on the basis of information contained in this document, or for any
use of this document that may be made by a third party.

The figures provided refer to previous years. Past performance is not a reliable indicator of future performance

The contents of this document are issued from sources which Dorval Asset Management believes to be reliable. However, Dorval Asset
Management does not guarantee the accuracy, adequacy or completeness of information obtained from external sources included in this
material.

The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown and are

subject to change. There can be no assurance that developments will transpire as may be forecasted in this material
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