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1. EDITORIAL

US ELECTIONS AND THE MARKETS

Investors are fond of historical data, of mar-
ket observations over long periods, and they
tirelessly look for repeatable ‘historical’
patterns. So, when asked ‘Are some months
better than others for stock markets? The
answer is yes. There is no doubt that perfor-
mance is not randomly distributed. In re-
ality, the ‘yes’ is more of a ‘yes but’, as the
recent example in the Hong Kong market
demonstrates. Although September is usu-
ally one of the worst months for the stock
market in general and Hong Kong in par-
ticular, the Hong Kong market actually in-
creased by about 20% in September this
year... perhaps proving that statistics can

be a false friend.

Gl: PERFORMANCE
UNDER THE TRUMP MANDATE

One painful experience is not going to put off statis-
ticians, and as the US elections approach, we should
consider market patterns in an election year from
two angles: What do financial markets say about
the election result? What do the election results in-

dicate about financial markets?

One of the most convincing statistical answers to the
first question is the following: Since 1928, when the
S&P500 rose over the 3 months preceding an elec-
tion, the incumbent candidate’s party won 83% of
the time. The US momentum in recent weeks has
been strong, so based on the statistic Kamala Har-

ris should win the election.

G2: PERFORMANCE
UNDER THE BIDEN MANDATE
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The bookmakers and pollsters take a different view,
both giving Donald Trump a slight advantage. Turn-
ing to the second question, what is the impact of a
particular candidate on financial markets, the first
reading is that financial markets tend to favour a
victory of Donald Trump. Indeed, the recent rise
in US 10-year yields from 3.80% to 4.20% over
the last 4 weeks has often been associated with the
fact that Trump’s programme is more inflationary
than that of Kamala Harris. High tariffs, significant
restrictions on immigration and tax cuts at a time
when the US budget deficit is already a cause for

concern all argue in favour of a higher 10-year rate.

However, we need to be very cautious when it comes
to anticipating the influence that candidates will
have on financial markets or on a particular sec-
tor. First of all, candidates do not always do what
they say: Donald Trump was very ‘vocal’ and ag-
gressive on the banking sector during his first cam-
paign, he then rolled out the red carpet for them
by easing regulations and lowering capital require-
ments... Banks should not have been labelled as a
straight short sale when Trump was elected in 2016.
Less intuitively, even when the programmes imple-
mented are in line with what the candidates prom-
ised, the direct effects on financial markets can of-

ten be surprising.

From 2016 to 2020 — those same Trump years —
the performance of the clean energy sector was
stellar, while during the Biden years it was the fos-
sil fuels sector that shone... In both cases, the op-
posite of what the logic of the programmes would

have indicated.
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The very short-term effects are generally in
line with expectations, but in the medium
and long term there are far too many fac-
tors at play to construct an allocation based
on a political programme. Even with a crys-
tal ball showing us the results of November
5th elections, our portfolio would probably
remain unchanged. On that note, it is more
useful to focus on fundamentals and the in-
trinsic value of underlying assets. From this
point of view, a little caution towards the US
stock market at the end of the year should
not do any harm. We have often mentioned
the high valuation of the Tech sector and the
“Magnificent 7, as well as the US excep-
tionalism, but when Walmart is valued at
35 times its earnings, it is worth thinking

twice before putting new money to work.



2. FIXED INCOME

WHY SUCH A SELL-OFF IN US LONG RATES?

The no-landing scenario
is gaining ground

The US 30-year yield fell below 3.9% on Septem-
ber 17th. Today, it stands at 4.5%. This spectacular
rise has also affected the 10- and 20-year maturities
in similar proportions since the Fed’s famous jumbo
rate cut on September 18th. We see three main rea-
sons for this sell-off. We could add a fourth, a grow-
ing sense of concern about the staggering amount
of US Treasury debt outstanding. This argument is
justified and raises many questions in the medium
to long term. But we do not regard it as the imme-

diate cause of this sharp market movement.

Firstly, there 1s undoubtedly a Trump effect. The
increased likelihood of the Republican candidate’s
victory led to renewed fears of an inflation come
back, and a resulting ripple effect negative impact
on long-term interest rates. Remember once again
that if Trump wins but the Congress is split, it will
be a half-victory and these fears will seem exagger-
ated. Secondly, remaining on the subject of infla-
tionary fears, fixed-income markets have been cau-
tious since the Core CPI release as it has stopped
falling and has actually risen slightly. Will this prove
temporary? Finally, the third reason, which in our
view is the primary one, is the resilience of the US
economy. Mid-September, market participants were
forecasting a US economy plunging into recession,
whereas now the soft landing scenario appears to be
the most likely. Worse still for long duration bonds,
investors are once again considering that a no-land-
ing scenario is entirely plausible. This is why they
believe that the 50bp cut decided at the last FOMC

meeting was probably inappropriate.
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s extending duration a pure folly?

It is key retrospectively consider the three above
arguments regarding the sell-off in October, be-
cause if we want to lengthen the duration of our
portfolios, it is essential to take a view on the evo-
lution of long term rates. Firstly, to estimate how
much longer this correction will last, and second-
ly to take action if any of them (or all three at the
same time) weaken or even disappear. Until the fog
surrounding our three explanatory factors clears,
we rule out any extension in duration, which would
be more of a gamble than a strategy. On the oth-
er hand, at the first sign of light, we do not rule out

investing again in long-term rates.

The major events taking place in November (elec-
tions and the FOMC) may provide some investment
opportunities. A US 10-year above 4.5% would be
a good start. Let’s also not forget TIPS (Treasury
Inflation Protected Securities). If we were to rein-
vest in very long rates, we would seriously consider
buying 30-year TIPS at the expense of their nom-
inal counterparts. Today, we have the calm before
the storm. But the storm could come quickly once
we have the US election results and/or the Fed’s de-

cision on its key rate.



3. EQUITIES

HAVE MARKETS ALREADY VOTED?

October was a rather uneventful month for
US markets with investors more focused on
the ongoing earnings season. The S&P500,
the US flagship index, consolidated its YTD
gains bringing its YTD performance to
+21%. The heightened volatility tradition-
ally associated with presidential elections
did not materialise, and yet rarely has an
election been so hotly disputed. In the US
electoral system, the path to success lies
in 7 swing states (Arizona, North Caroli-
na, Georgia, Nevada, Michigan, Pennsyl-
vania and Wisconsin) that together repre-
sent 93 of the 270 votes required to achieve
a majority in the Electoral College. Howev-
er, the latest polls in these states indicate
a very narrow gap between the two candi-
dates ranging from 1% to 2% at best, clear-

ly within the pollster margin of error.

After a series of ups and downs, Trump’s very re-
cent comeback in the polls cannot certainly be ig-
nored as a possible factor explaining US market re-
silience. Indeed the Republican candidate and his
promises of tax cuts and deregulation are common-
ly viewed as more favourable to US equities. The
increased likelihood of the Republicans achieving
a ‘Red Sweep’, i.e. gaining control of both hous-
es, 13 also a supporting factor. On this last point,
while the control of the Senate seems to be more
or less taken for granted for the Republicans, the
same cannot be said of the House of Representa-
tives, where the way electoral districts have been re-
shaped means that the results could be very close.
This point could be important, bearing in mind
that while protectionist measures and trade policy
are the sole responsibility of the US President, fis-
cal policy and therefore potential tax cuts require

passing through the Congress.

G3: CHANGE IN VIX INDEX FROM 31/8/2000 TO 15/12/2000 (RED CANDLES)

VS. VIX 31/08/24 TO NOW (GREY CANDLES)
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The narrow margin between the two candidates
combined with legal action procedures already devel-
oping mean that the results are likely to be contest-
ed and it will probably be difficult to determine the
clear winner the day after the election, especially if
neither wants to concede victory. The volatility that
investors were expecting before the election could
make a rapid come back: Ones thoughts go back to
the year 2000 and the disputed presidential election
between George W. Bush and Al Gore, when the
VIX (S&P500 implied volatility) rose briefly from
24%o to 31% before heading back to its pre-election
level once the uncertainty had been resolved and
Al Gore finally conceded.

Beyond the temporary effect on volatility that elec-
tions can have, there can be a significant gap be-
tween what candidates say and what they do can
be significant, as pointed out earlier in this letter.
This gap can be even greater when compared to the
stock market reality. The examples of the fossil fu-
els and clean energy sectors under the Trump and
Biden administrations are particularly telling. The
case of the FAAMG (Facebook/Meta, Apple, Am-
azon, Microsoft, Google/Alphabet) is even more so.
Regardless of the administration, these stocks were
the big winners over the last 8 years: neither Don-
ald Trump’s threats against Mark Zukerberg and
Jeft Bezos nor those of the Biden administration’s
Department of Justice against Alphabet have man-
aged to derail their formidable stock market trajec-

tory, at least for the time being.
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If the political factor alone has proved in-
capable of reversing or boosting stock mar-
ket momentum over the long term, itis the
fundamentals that should be examined to
for explanations. Unfortunately, with the US
market trading at 23x expected 12-month
earnings and EPS growth of 9%, caution

and selectivity are still the order of the day.



5. PERFORMANCE

EQUITIES 30.10.24

MSCI WORLD f3706 ¢ -04% | 3,8% | 12,1% | 16,9% | 244% | -177% | 224% | 16,5% | 28,4%

MSCIWORLD MSCIWORLD GROWTH:K 5595 | 0,6% @ 50% & 150% : 21,3% : 37,3% & -29,0% '@ 21,4% @ 34,2% : 34,2%

MSCIWORLD VALUE | 3793 | -15% | 2,5% @ 9,2% @ 12,5% @ 124% @ -5,8% & 22.8% & -0,3% '@ 22,8%

DOW JONES Cog2142 1 04% o3,2% 1 11,4% | 11,8% | 16,2% | -6,9% | 20,9% | 9% | 25,3%

S&P 500 {5814 0,9% | 5,3% | 154% | 21,9% | 26,3% © -18,1% | 28,7% @ 18,4% : 31,5%

WORLD & US S&P500 EW fo7224 P L06% | 3,8% | 10,5% | 12,8% | 13,8% | -115% | 29,6% @ 12,8% : 29,2%

NASDAQ 100 {20388 1 1,6% | 5,3% | 16,9% | 21,2% | 55,1% | -32.4% | 27,5% | 48,9% : 39,5%

RUSSELL 2000 ©2233 1 00%  -L,0%  13,0% | 10,2% | 16,9% | -20,5% @ 14,8%  19,9% © 255%

STOXX 600 D512 G 20% ©o-13%  1,3% | 6,8% | 16,6% | -9,9% | 258% | -14% | 27,9%

FTSE 100 ©8160 i -0,9% | -2,5% | 02% : 55% 7% L 4,6% © 184% | -114% | 17,2%

CAC 40 C7428 1 27% © -L4% © 7,0% ¢ -15% G 20,0% © -67% ¢ 31,9%  -5,0% © 30,5%

EUROPE DAX ©19257 1 -0,3% | 4,0%  74% © 15,0%  20,3% | -12,3% @ 158% : 3,5%  255%

IBEX 35 1715 b c14% ©o5,9% 0 7,9% §o16,0%  28,1% | -2,0% | 10,5%  -12,7% | 16,5%

SWISS MARKET | 11968 | -1,7% | -2,8% | 6,3% . 7.5% 7% | -14,3% | 237% © 4,3% | 30,2%

SPI SWISS {15937 o 1,0% G -2,6%  5,8% | 9,4% 6,1% | -16,5% | 23,4% : 3,8% | 30,6%

10,2% | -19.8% | -2,3% | 18,8% @ 18,8%

MSCI EM for127 f 38% ¢ o3.8%  77% | 10,0%

TOPIX Eo2704 P o22% ©o32%  14% G 14,3%  28.3% | -2,5% | 12,8% | 74% | 18,1%

HANG SENG {20381 3,6% | 17,5% | 14,7% | 19,6%  -10,5% | -12,6% | -11,8% | -0,2% : 13,0%

CSI300

3889 © -3,2% | 13,0% | 7,9% | 13,4% | -9,1% : -19.8% i -3,5% | 29,9% @ 39,2%

FX &

COMMODITIES | 30.10.24 ECURRENTE 1M 3M 6M YTD

3,1% | -59% | -6,9% | 8,9% . -2,2%

EUR-USD ©1,086 ¢ 2,5% i o0,3% ¢ 18% | -1,7%

EUR-CHF 0,941 ¢ -0,1% i -1,0% © -4,1% | 1,3% -6,1% | -4,6% : -4,0% i -0,4% @ -3,6%

CURRENCIES 9,0% | 1,3% | 3,1% | -8,4% | -1,6%

USD-CHF {0,867 i 2,5% i -1,3% i -57% | 3,0%

USD-JPY {153,420 ¢ 6,8% | 2,3% | -2.8% | 8,8% | 10,5% | 13,9% | 11,5% | -4.9% | -1,0%

USD INDEX ©103,99 ©32% ¢ o-00% | -20% | 2,6% © -2,1% | 82% | 7.0% | -7,3% | 1,2%

Gold {2787,61 | 5.8% | 13,9% | 21,9% | 351% | 13,1% © -0,3% | -4,.2% | 25,0% : 18,3%

Silver {3378 1 84% | 164% | 28,5% | 41,9% | -07% © 2,8% | -13,6% @ 48,7% : 12,7%

WTI Grude Oil L6861 1 0,6% | -11,9% | -16,3% | -4,2%  -10,7% : 6,7% | 59,1% | -21,5% : 11,6%

{ COMMODITIES

Natural Gas foa8s P o27% | o39,7% | 42,9% | 13,2% | -43,8% | 20,0% : 46,9% | 16,0% | -25,5%

Copper 9398,03 3,2% 5,0% | 11,0% 0,9% | -14,1% i 257% : 26,0% 3,4%

FIXED INCOME | 30.10.24 { CURRENT |

US10yeargvt 430 052 027 | (0,38) | 042 | Obps  237bps : 60bps :-100bps  -77bps '

Germanl0yeargvt | 2,39 © 027 | 008 | (0,200 | 0,36 : -54bps | 275bps . 39bps : -38bps | -43bps |

Global Aggregate USD

Te, 7,1% 112A) -1,4% 5,6% 8,2%

5779  © -1,3% © 0,9% i 4,7% : 3,0%

US Treasuries | 2307,3 | -24% | 00% . 47% | L,3% | 41% | -125% @ -2,3% | 80% & 69%

US TIPS D324 L L7% L 06% - 49% | 3,1% 3,9% ©-1L,9% i 6,0%  1L0% | 84%

USIG Corporates | 33146 | -2,3% | 1,0% | 6,0% | 2,9% 8,5% | -158% | -1,0% | 9,9% | 14,5%

BONDS US High Yield C 26681 | -04% | 2,9% | 70% - 7,6% © 134%  -112% | 53% | 71% | 14,3%

Euro Government | 2411 © -0,9% = 08% : 31% . 1,1% 1% | -18,2% © 34%  47% © 6,3%

EuroIG Corporates 2552 & -02% @ 1,3% | 4,0% & 3,6% = 82% & -13,6% | -1,0% | 2.8% | 62%

EuroHigh Yield | 4730 = 0% & 31% | 59% @ 7,8% | 12,8% | -111% @ 42% @ 18% & 12,3%

EMUSD Aggregate 12514 | -1,2%  2,6% | 7,0% @ 69% | 9% & -153% i -17% | 65% . 13,1%

Source: Bloomber, 30/10/24
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Legal information

This document intends to provide information and opinions on dif-
ferent matters. It is intended only for this purpose. This document
does not constitute an advice, an offer nor a solicitation by Banque
Eric Sturdza S.A. or on behalf of Banque Eric Strudza S.A. to buy
or sell any financial instrument or to subscribe to any financial in-
strument. This document does not contain any recommendation per-
sonal or generic and does not take into account the investment ob-
jectives, financial situation or needs, or knowledge and experience
of any persons. This document does not contain any offer or any
solicitation to purchase or subscribe to any financial services or to
participate in any financial strategy in any jurisdiction. It does not
constitute an advertisement or an investment recommendation or a
research or strategy recommendation. Moreover, it is provided for
informational and illustrative purposes only and does not contain fi-
nancial analysis. This document mentions and presents benchmarks
which may only be used for comparison. The information provided
must not be relied on and must not be the only source to make a de-
cision about financial investments. It is also not a legal or tax advice,
or any recommendation about any kind of financial services and is
not intended to constitute any kind of basis on which to make a de-
cision on a financial investment. Banque Eric Sturdza SA is not re-
sponsible and may not be held responsible for any loss arising from
decision taken on the basis of the information provided in this doc-
ument or for any liabilities arising from such decision. Although all
due diligence has been performed to ensure that this information is
accurate at the time of its publication, no guarantee is given regard-
ing its accuracy, exhaustiveness or reliability. The information pro-
vided may change, even immediately after publication and there is
no obligation to provide an up to date information at any time. Fur-
thermore, the information provided in this document do not intend
to provide all the legal and necessary information on financial in-
struments or on issuers. Other publications from Banque Eric Stur-
dza SA may in the past or in the future reach different conclusions
from the information contained in this document. Furthermore, the
present document and the information provided do not in any way
engage the responsibility of Banque Eric Sturdza S.A., its affiliated

companies, or its employees.
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Information on risks

Investments are subject to a variety of risks. Before taking any deci-
sion of investment or entering in any transaction, any investor should
request detailed information on the risks associated with the decision
of investment and with the financial investment. Some type of prod-
ucts are in general bearing higher risks than others but general rules
cannot be relied on. It is remembered that past performance is not
a reliable indication of future results and that historical returns and
past performance as well as financial market scenarios are not relia-
ble indicator of future performance, significant losses remaining al-
ways possible. The value of any investment depends also on the fact
that the base currency of the portfolio is different from the currency
of the investment subject to the foreign exchange rates. The exchange
rates may fluctuate and adversely affect the value of the investment

when it is realized and converted in the base currency of the portfolio.

Distribution information

This document is not directed towards specified jurisdictions or to-
ward specific person or entity resident in a specific jurisdiction and
doesn’t constitute any act of distribution, in jurisdiction where such
publication or such distribution is contrary to the applicable law or
regulation or would be contrary to any mandatory license require-
ment. This document is provided for the sole use of its recipient and

must not be transferred to a third person or reproduced.
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