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Some legitimate worries, but priority goes to the recovery theme

As the severe confinement ends, questions arise about the political, fiscal, social, economic and financial
consequences of the coronavirus crisis. Tensions are already rising again between the United States and China, and
the German Constitutional Court has just issued a destabilizing ultimatum to the ECB, giving it three months to
justify some aspects of its public debt purchase program. In the short term, however, governments, businesses
and investors will remain focused on the dynamics of reopening economies, and on deepening the already
massive fiscal and monetary support measures. In this regard, we note that the German government is seeking to
minimize the impact of the Karlsruhe Court’s judgment, leaving the ECB to continue its action.

The risks are the least controllable on the virus side, but here too the recent news is quite encouraging. At this
stage, none of the countries that have already reopened their economies (China, Austria, Korea, etc.) have faced a
second major wave of new cases. This is obviously the crucial point because the faster and more complete the
reopening of the economy will be, the less the damage caused by the crisis will last. As in China, the slump in
the tourism, recreation and transportation sectors, as well as the precautionary measures still in place, weigh
heavily - but this is likely to change as well. Several treatment protocols could also be validated in the coming
weeks. In addition, the release of fiscal arsenals militates for a constructive vision, with more recovery plans to
come. Finally, despite the explosion in technical unemployment, most of the incomes have been preserved
thanks to governments intervention, which allows for a rapid recovery in demand. In developed countries, a
return to the level of 2019 GDP is therefore possible in the second half of 2021. This is not a particularly
optimistic scenario, since this level would still remain more than 3% lower than forecast before the crisis. The
recovery should therefore have to continue in 2022 and 2023.

After the strong stock market rebound in April, many voices are raised to worry about supposed complacency by
investors. This is not our analysis. We do not see a disturbing disconnect between stock prices and the foreseeable
trajectory of global GDP. Above all, the collapse of banking, cyclical and commodities stocks does not fit well
with fears of market complacency. Nor are we seeing optimism in risk appetite measures, but rather a partial
easing of the solvency and liquidity risk premiums that piled up in March.

Unlike 2007/08, which had seen a complete reversal of market leadership, the shock of the coronavirus has
above all accelerated trends already in place. Nearly zero interest rates on public debt have spread to almost
everywhere in the developed world, the theme of the digital economy is triumphing, and investors favor
companies with solid balance sheets. As a result, the valuation of the Nasdaq and growth stocks has soared,
and the sectors that were already the cheapest before the shock are even cheaper. For us, these divergences call
for a rebalancing of the portfolios towards the assets most likely to benefit from the reopening of the
economies, including the cyclical sectors and the small stocks. Dorval AM’s portfolios are well positioned to
benefit from this recovery, although we will remain reactive in the face of the many unknowns of this health crisis.
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in April, we do not see any
market complacency with
regard to foreseeable
economic developments.
Rather, the relative discount

in the value sectors has

advanced economies is
over. Areturn to 2019 GDP
in H2 2021 seems plausible.
Along with the unknown
about the virus, a
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An economiic flash crash rather than a downturn...
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Aggregate stock prices look in line with the economy...
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A less extreme fear, but no optimism yet...
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Like economists, financial
analysts find it even
harder than usual to
produce credible
forecasts. It is however
remarkable to note the
impressive asymmetry of
the crisis according to the
sectors, here on EPS 2021.
We see that the MSCI
World index was relatively
protected by the high
weight of the InfoTech
and non-cyclical sectors
(58% of the total).

With the reopening of the
economies, however, the
revision gaps should now
narrow between cyclical
and defensive sectors. It
should be taken
advantage of.
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A very asymmetric shock on EPS estimates...
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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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