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This magic paradigm was only recently considered an improbable scenario but
now seems unshakeable. So much so that surveys indicate buoyant investor op-
timism with some strong equity positioning. And as a result, risk asset valuations
are now looking stretched.
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Risk premium on the US market

Investment Officer, 800
Asset Management 700
600
500
e

300 'Voﬁ‘v
) P W vw
200 W\\m\\w’;!\'

100
0
O d AN M T WH OMNOODODO AN MT LW ONNWOO AN MSTWmM ONOO O N M
DO OO0 OO0 0000000 dd A d A A A A A dN NN NN
[N BN RN o RO NoONoONoON N eolNeol ool el eololo oo oo oo oo oo o ool ool o e}
A A A A A A A NN NN AN NN NN NN NN NNNNNNNNNN NN
1. “Goldilocks” when appliedlto egonomigs means US Equity Risk Premium
“not too hot or too cold but just right”. It indicates Average
. . r
moderate and stable growth with the right balance verag
between growth and inflation, so no excessive === +1STD. DEVIATION
moves higher or severe contractions. -1STD. DEVIATION
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Another point worth noting

is that in spite of quantitative Billion USD
tightening?, liquidity has im- 4900
proved in the US (as indicated
in commercial bank reserves 4400
held with the Fed). This is 3900
thanks to massive shifts out
of the monetary funds which 3400
had been parked in the Fed’s

2900
Reverse Repo programme
over the last 3 years. The 5400
programme is almost at an end
so this improvement will not 1900
last. As evidenced in the graph 1400
alongside, liquidity helped o

drive the market rebound but & &

we will soon no longer be able
to count on this.

In other words, we are now
embarking on a phase where

past performance really is no Billion USD
indication of future returns. zg0o
There are now fragile points in
the market which could result 2500
in significant shifts if surprises

2000

occur. And surprises have been
plentiful in recent quarters: we
continue to fear the eventual
impact of (i) higher financial
charges on companies and (ii)
ongoing private sector delev-

1500

1000

500
eraging in western economies.
Finally, should US inflation 0
continue to surprise on the up- Sep-13

side, equity markets counting
on a monetary easing cycle
by the Federal Reserve could

Since the COVID crisis, liquidity has been a driver

US Reserve Balances FED (rhs) —S&P 500 Index (base 100, Ihs)
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The liquidity buffer should soon dry
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Source: Bloomberg as of 28/03/2024.

start to doubt. Even if March's rally was more broad-
based, rather than being concentrated on a handful of
megacaps, we prefer to act preventively by trimming
our overall equity exposure.

We now have no specific geographical bias. However,
we continue to like big data, healthcare and small caps.
Valuations in the small cap universe are still attractive.

bonds so there are still opportunities there. Lastly, we
are overweight emerging country bonds as they should
benefit from the looming Fed rate-cut cycle and China’s
economic recovery.

2. Quantitative tightening is a restrictive monetary policy tool whereby central banks
reduce liquidity or money supply in an economy.

Small caps have significant catch-up po-
tential if the economy stabilises or recov-
ers, if banks loosen lending conditions
(as surveys suggest they might) or if cen-
tral banks actually cut rates. Finally, the
Value segment in the US could rebound
if the more reflationary than expected
environment is confirmed.

There are also opportunities on bond
markets despite tighter spreads. To
start with, rates are now high in absolute
terms so they offer some protection
against any economic accident; lower
rates would offset any spread widening.
And then, subordinated financial debt is
relatively more appealing than corporate

@ KEY POINTS

Today’s magic paradigm seems unshakeable.

Liquidity helped drive the market rebound but we
will soon no longer be able to count on this.

We now have no specific geographical bias but we
continue to like big data, healthcare and small caps

There are also opportunities on bond markets
despite tighter spreads.
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ASSET CLASSES
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Emerging Markets + >
US Investment Grade + »>
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Convertibles = »>

*Range of investment committee ratings on the asset class/geographical zone (from -/- to
+/+). Source: Edmond de Rothschild Asset Management (France). Ratings at 29/03/2024.

* Tactical score.

LEGAL DISCLAIMER : Written on April 02, 2024. 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 solicitation 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. EARAM 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 EARAM on market trends based on economic data and information available as of
today. They may no longer be relevant when investors read this document. In addition,
EdRAM shall assume no liability for the quality or accuracy of information / economic
data provided by third parties. Past performance 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 « EdARAM » 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.
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