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Tectonic movements
and a reasonable allocation

Too many uncertainties are currently weighing on markets, amid unfavourable valuations, for us
to expose our portfolios unduly to major market risks. In this regard, we have maintained our
neutral view on the two main asset classes - bonds and equities - as well as our modest
overexposure to Chinese equities. We kept up our equity exposure on account of the fading risk
of a recession in the US, now all but removed, and of the stronger-than-expected resilience of the

global economy.

INFLATION UNCERTAINTY

As global inflation no longer appears to be retrea-

ting, notably in services in the US

, and with oil, gas,

commodity and agricultural product prices trending

upwards in recent months, the new
Trump administration has added
an extra layer of uncertainty over
the future path of inflation with
its tariff and deportation policies.
Though it would be tempting to
ease our concerns by pointing out
that tariffs seem to be a negotia-
ting tool to win concessions from
the countries concerned, and that
technically, mass deportations are
difficult to implement on the scale
intended, it would be a mistake to
draw any conclusions whatsoe-
ver only one week into Trump’s
second term at the White House.
Nevertheless, even if Trump were
not to apply these inflationary
measures, or only on a modest
scale, the unleashing of America’s
“animal spirits” fuelled by hopes
of deregulation and tax cuts is a

scenario that cannot be dismissed. This would be li-
kely to stimulate the economy and inflation in a more
traditional manner, particularly as the economy’s
output gap is already positive.

A REVIVAL OF THE “ANIMAL SPIRITS “IN THE US?
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UNCERTAINTIES OVER Al

The disruptive shock caused by a small Chinese com-
pany highlighted with DeepSeek the possibility of
creating powerful Al tools that rival American offerings
at a significantly lower cost, using less energy, and,
according to it, without relying on the highest standard
chips. This underscores the dangers of an excessive
concentration of investments in pure technology, espe-
cially when it is subject to rapid changes. Considering
the weight of NVIDIA in market indices (more than 4.5%
of the MSCI World!) and notwithstanding the impact
on other stocks (including those having to address
the supposed extra need for power), these disruptions
can have major implications for indices. Debates are
now focusing on whether this new competition will
lower the price of Al to the extent that adoption will be
stronger and faster and that volumes would eventually
offset the price effect. Investors will realistically wait
until they can measure these effects before making
any decisions, which should temper NVIDIA’s potential
return to sky-rocketing market runs. Please note that
we feel Al-tech related companies are over-valued, be-
lieve in the continued convergence of tools, and prefer
companies that own the data and will be able to make a
difference using artificial intelligence.

Changes
Our compared to
convictions* the previous
month
ASSET CLASSES
Equities =/ * >
Fixed Income = >
Dollar = >
Cash = »
EQUITIES
us + >
Europe (ex-UK) = >
UK = >
Japan = >
China + »
Global Emerging = ->
SOVEREIGN BONDS
us = »
Euro Zone = >
Emerging Markets + g
CORPORATE BONDS
US Investment Grade + »
Euro Investment Grade + >
US High Yield = >
Euro High Yield = >

*Range of investment committee ratings on the asset class/geographical zone
(from -/- to +/+). Source: Edmond de Rothschild Asset Management (France).
Ratings at 29/01/2025.

* Tactical score.

EUROPEAN EQUITIES BACK
IN FORCE

The January rally enjoyed by European equities -
which outperformed their US counterparts by a wide
margin - seems largely driven by the correction of
excessive doom and gloom about Europe in the wake
of Donald Trump’s election. Indeed, European econo-
mic statistics are not as bad as the current narrative
suggests. The composite PMI in the Eurozone stands
at 50.2, which is far from recession territory. Further-
more, President Trump has not mentioned Europe in
the list of countries threatened by raised tariffs.

Has the rebound potential of European equities
already been spent? We believe that the prospect of
a new government in Germany following the general
election on February 23 could act as an additional
catalyst, in the hope of a more favourable outcome
on the fiscal policy front. Meanwhile, the issues raised
by DeepSeek could also cool the dynamism of the US
market rather more durably. We therefore continue
to see no reason to underweight European equities in
favour of the US market.

Within equities, we have maintained our modest
overweight on China. The market remains speculative
and volatile but is due to benefit from the country
finally ‘digesting’ its real estate crisis, which may soon
abate, and from the determination of Chinese autho-
rities, clearly intent on revitalising the stock market.

In fixed income markets, we still believe there is
more value to be found in Europe, on account of the
much higher risks on inflation forecasts in the United
States. We have a preference for ‘carry’ strategies
in the current environment, as the yields on money
market instruments are expected to fall this year.

@ TO SUM UP

The global inflation no longer appears
to be retreating, notably in the US,
due to uncertainties surrounding the
Trump administration’s programme.

European equities have largely
outperformed their US counterparts
due to the correction of excessive
doom and gloom about Europe in the
wake of Donald Trump’s election.

In fixed income markets, there is more
value to be found in Europe, on account
of the much higher risks on inflation
forecasts in the United States.




LEGAL DISCLAIMER : Written on January 30, 2025. This document is issued by Edmond de Rothschild Asset Management (France). This document is non-binding
and its content is exclusively for information purpose. Any reproduction, disclosure or dissemination of this material in whole or in part without prior consent from
the Edmond de Rothschild Group is strictly prohibited. The information provided in this document should not be considered as an offer, an inducement, or solici-
tation to deal, by anyone in any jurisdiction where it would be unlawful or where the person providing it is not qualified to do so. It is not intended to constitute,
and should not be construed as investment, legal, or tax advice, nor as a recommendation to buy, sell or continue to hold any investment. EdRAM shall incur no
liability for any investment decisions based on this document. This document has not been reviewed or approved by any regulator in any jurisdiction. The figures,
comments, forward looking statements and elements provided in this document reflect the opinion of EdARAM on market trends based on economic data and infor-

mation available as of today. They may no longer be relevant when investors
read this document. In addition, EARAM shall assume no liability for the quality
or accuracy of information / economic data provided by third parties. Past per-
formance and past volatility are not reliable indicators for future performance
and future volatility. Performance may vary over time and be independently
affected by, inter alia, changes in exchange rates. « Edmond de Rothschild
Asset Management » or « EARAM » refers to the Asset Management division of
the Edmond de Rothschild Group. In addition, it is the commercial name of the
asset management entities of the Edmond de Rothschild Group.

EDMOND DE ROTHSCHILD ASSET MANAGEMENT
(FRANCE)

47, rue du Faubourg Saint-Honoré, 75401 Paris Cedex 08

Société anonyme governed by an executive board and a supervisory board with
capital of €11,033,769 - AMF registration No. GP 04000015 - 332.652.536 R.C.S Paris

www.edmond-de-rothschild.com



