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1. EDITORIAL

A VERY TR()UMP(HANT) PRESIDENT!

Donald Trump’s inauguration was barely
two weeks ago, but the US President had al-
ready stolen the show, saturating the me-
dia over the past two months. On both so-
cial and economic issues, Donald Trump
was everywhere and the markets, although
quick to anticipate, sometimes struggled

to keep up.

The overwhelming predominance of the United
States is nothing new, and a breakdown of the per-
formance of the world markets last year leaves us
in no doubt about it: almost all of the 2024 perfor-
mance was due to US stocks! Even if we summed
up all the European countries’ contributions to-
gether into a single line, it would barely appear in
the graph below. “USA, what else?”

With a 3.0% increase in January, the S&P500 seems
to be galloping along at last year’s frenetic pace.
What’s new, however, is that Europe and I'rance
are stealing the show, with gains of 6% and 7.5%
respectively. However, the enthusiasm of Europe-
an markets cannot be attributed to the resident in-
vestors euphoric mood: in France and Germany,
sentiment is at half-mast. The ZEW and IFO, the
two major German confidence indicators, contin-

ued to fall.

So to what do we attribute this European stock mar-
ket revival? In light of US news, this might be attrib-
uted to less violent tariff hikes than initially feared,
with the actual President proving to be less ‘tough’
than the candidate — at least for the time being...

But this is probably a little light as an explanation.

G1:2024 CONTRIBUTION TO GLOBAL EQUITIES’ PERFORMANCE BY COUNTRY
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A more detailed analysis of investor flows shows a
sudden and large rebound in appetite for Europe-

an stocks from investors.

To us it seems that the reason for this rather sudden
infatuation has more to do with an excessive valu-
ation gap between US and European stocks. Nev-
er before has the gap between the S&P500 and the
STOXX600 been so wide. The difference in the
composition of these indices goes some way to ex-
plaining this: Nvidia, Apple and Tesla have no Eu-
ropean equivalents, and the average valuation mul-
tiple of US indices is obviously driven upwards by
these stocks, the famous Magnificent 7. However, a
closer look at European stocks with high exposure
to the US markets (such as Ericson, Sanofi and Sch-
neider) shows that in this smaller, more comparable
universe, the geographical discount remains signifi-
cant. A custom basket made of all these stocks high-
lights the European ‘anomaly’. On average, these
stocks have earnings growth of 16% and trade at 15
times earnings, while their US equivalents are val-
ued at more than 20 times for slightly lower earn-
ings growth. In short, the market pays more of a
premium for a US-listing than for the real growth

of companies.
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The undervaluation of these European Blue Chips
can sometimes become too obvious to be ignored: the
good results released by the Richemont group was
greeted by a 17% up move on the day, a single day

appreciation rarely observed with this type of stock.

There is no doubt that Trump and his “First Bud-
dy” Elon Musk will continue to occupy the media
landscape, but as far as financial markets are con-
cerned, markets fond of renewed “narratives”, it
looks to us like the “Trump trades” are losing their
momentum. (And to say that the momentum was
powerful would be an understatement: Despite a dip
in recent days Tesla and Bitcoin have still gained

more than 35% since the US election!)

The new story is perhaps closer to home. Ac-
cording to the Blackrock CEO Larry Fink,
speaking at the Davos forum, “There is
too much pessimism about Europe”. This
“narrative” is gaining traction and should
be a source of opportunity over the coming
months, as the bout of risk aversion trig-

gered by trade tensions may also prove.



2. FIXED INCOME
BACK TO SQUARE ONE

TIPS rally and consequences
for the break-even inflation rate.

As January 2025 comes to an end, two things stand
out. Firstly, nominal rates are back to their year-
end levels or even slightly lower. However, January
proved to be volatile, with yields climbing in the first
half of the month. On January 13th, the US 10-year
exceeded 4.8% and we seemed to be getting dan-
gerously close to the key 5% threshold, which 20-
and 30-year yields had already passed ahead of. In-
flation is easing slightly and Donald Trump is now
truly in the White House. Interest rates can take a
breather, if only temporarily, and occasionally even
regain their safe-haven status during events such as
DeepSeek/tech in the US. On the other hand, real
rates measured by TIPS yields have eased and as a
result, the inflation break-even rate has risen back
above 2.5%. This means that long-dated TIPS are
of little interest today, while nominal rates leave us

wanting more.

The first central bank meetings

Japan set the ball rolling on January 24th by rais-
ing its key rate to 0.5%. The Anglo-Saxon special-
ist media claimed that the BoJ had become “hawk-
ish”. However going from 0.25% to 0.5% does not
mean that the BoJ’s policy has gone into a restric-
tive mode. It is simply a little less accommodative,
moving a little further away from the zero interest
rate policy because the current levels of Japanese

inflation no longer justify it.
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The Fed has wisely and unanimously opted for a
“wait and see” approach, which seems logical given
three figures: core inflation at 2.8%, growth above
2.5% and unemployment stabilised at 4.1%. Add to
this 4 major uncertainties listed by Jay Powell: tar-
iffs, immigration, taxation and regulation. We are
expecting a prolonged status quo, and it is worth
noting that the phrase “inflation is making progress
towards our objective” has not been mentioned this
time. Money markets are likely to compete with

bonds, at least during the first half of the year.

Quite logically, the ECB made its 5th rate cut (the
4th in a row). The disinflation process is on the right
track, but the economy is still suffering from head-
winds. The next decisions will be “data dependent”,
but at Davos, Francois Villeroy de Galhau stated
that he saw the ECB rate going to around 2% as

early as this summer.

The monetary policies of the Fed and the
ECB are therefore both slightly restrictive
above the neutral point. But while the Fed is
likely to remain in ‘wait and see’ mode for
longer than expected, its Frankfurt coun-
terpartis likely to move rapidly into accom-
modative policy. However, the forthcoming
monetary easing is already factored into the

yield on the 10-year German Bund at 2.5%.



3. EQUITY

FUROPE AND ASIA FACED WITH TRUMP'S

"KNOWN UNKNOWNS"

Donald Trump had barely been inaugurated
when a deluge of presidential executive or-
ders set the tone and priorities for his term
ahead in office. From this point of view,
the fight against immigration or the use of
tariffs as negotiating tools are, in the end,
fairly consistent with his campaign mani-
festo. More surprising are the first victims:
Canada and Mexico, historic partners and
allies of the United States. China, scorned
during the election campaign, fared better
— at least for the time being — as had the Eu-
ropean Union, although the pressure for the
latter is undoubtedly mounting. This seems
a good time to take a closer look at the im-
plications of a Trump administration from

Europe and China
A Trump moment for Europe?

For Europe, the new administration comes with
many “known unknowns” (the scale of tariff in-
creases, future NATO support, the truce in Ukraine,
and yes....Greenland!). As always, what will matter
most for investors is likely to be the completely un-
expected (which is not priced in), though one should
not underestimate the fact that this election looks
likely to fully entrench a shift in the global world
order from free-market globalization to mercantil-
ism. Short term, a lot is at stake on tariffs though.
It is, however, the case for both sides. While the
trade deficit with the EU rose by $60 billion since
Trump’s first term started in 2017, US goods ex-
ports to the EU hit a record high of $370 billion in
2023. The EU-US trade relationship remains the
largest bilateral trade and investment partnership

globally. Far from a quick resolution or an all-out

) BANQUE
1 ERICSTURDZA

breakdown of transatlantic relations, our prefered
scenario remains that of a “managed mess.” While
selected and gradual tit-for-tat tariffs are likely, fur-

ther escalation from both sides is not.

From a long-term perspective, the US election and
the aforementioned shift away from free-market glo-
balization to mercantilism and from multilateralism
to war-economics could well act as an overdue wake-
up call for Europe. On that note, the Draghi report
also stressed the need to simplify rules, reduce reg-
ulatory burdens and prevent excessive de-industri-
alisation — points that are as urgent for Mr Draghi
as they are for Mr Musk and his DOGE. Taking
inspiration from the US model, affirming Europe-
an sovereignty via self-sufficiency in Defense could
be another worthy goal, and one likely to provide
long-term support to industrial domestic jobs. Fi-
nally, and this time in a clear departure from the
US’s stated objectives, Europe has a unique oppor-
tunity to cement its lead in the US administration’s
obvious blind spot, by fostering industrial innova-
tion in decarbonization and energy efficiency. Cli-
mate threats are likely to far outlive a 4-year pres-
idential tenure and look like an arguably better
destination for private R&D than a battered auto-
motive sector still swallowing a third of European
R&D spending.

From an investor’s point of view, it is also important
to remember that European companies are not just
about European macroeconomics or transatlantic
geopolitics: the European equity market is rich in
world-class companies with unrivalled competitive
advantages. From a valuation point of view, they
are also far from being in bubble territory, unlike

some pockets of the US market.



Asia and China charting
their course

On the Asian side, with the notable exception of
the Philippines, which has clearly sided with the
United States, the majority of Asian countries do
not want to be forced to take sides. It is good to do
business with both giants, not to mention the rapid
growth in intra-Asian trade, which now contributes
the majority of the region’s trade. On the Chinese
side, after a long period of structural adjustment
and challenges in the property sector, the Chinese
economy looks poised for a rebound in 2025. The
Chinese government has worked to rebuild eco-
nomic confidence through targeted policy meas-
ures, including real estate stabilization, capital mar-
ket reforms, and most recently, a pledge to loosen
monetary policy. With pent-up household savings
over last a few years, there is potential for consum-
er spending and investment to drive GDP growth
beyond the government’s 5% annual target. Con-
cerns of a prolonged trade war will persist, howev-
er, government stimulus will be precisely targeted,

focusing on restoring the trade balance and stock

G2: S&P500 & STOXX600 EST FYO0 P/E (LHS) AND

market confidence. Continued growth in high-tech
manufacturing sectors such as electric vehicles, bat-
teries and semiconductors highlights China’s global

leadership in many manufacturing areas.

The latest example in the field of Al the DeepS-
eek R1 opensource model, has demonstrated its
ability to compete on an equal footing with the lat-
est Open Al models, and even to surpass them in
terms of advanced coding, mathematics and gener-
al knowledge, at a minimal operating cost. By wip-
ing out nearly 1 trillion worth of the market capi-
talisation of US tech giants in a single session, this
announcement showed that China matters in the
AT and Tech fields and that the AI theme prospects
are also a function of valuation multiples and where

expectations are set.

From the point of view of diversification
at the dawn of Trump’s second term in of-
fice, We feel that investors would be well ad-
vised to look beyond the 70% of world mar-
ket capitalization currently represented by

US equities.
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5. PERFORMANCES

EQUITIES 30.01.25

MSCI WORLD 7,9% 17,0% | 24,4% | -17,7% | 22,4% | 16,5%

MSCIWORLD :MSCIWORLD GROWT

5038 | 2,9% | 8.8% | 114% | 2,9% | 251% | 37,3% | -29,0% | 214% & 34,2%

MSGI WORLD VALUE 3859 | 50% : 2,5% | 4,3% | 50% | 0,0% | 124% : -58% & 22.8% & -0,3%

44882 | 55% | 75% | 9,9% | 55% | 12,9% | 16,2%  -6,9% & 20,9% | 9,7%

6071 | 3.2% | 64% | 99% | 3,2% | 23,3% | 26,3% : -18,1% | 28,7% & 18,4%

WORLD & US 7399 1 4,2% | 3.6% | 6,4% | 4,2% | 10,9% | 13,8% | -11,5% | 29.6% & 12,8%

21508 | 24% | 81% | I1L1% | 24% | 24,9% | 551% | -32,4% | 27,5% & 48,9%

2307 3,5% © 50% | 23%  3,5% © 10,0% | 16,9% : -20,5% | 14,8% @ 19,9%

539 1 62% | 6,6% - 40% | 62%  6,0% © 166% @ -99%  258% | -1,4%

8647 © 58% | 66% : 33%  58% © 57% | 7%  4,6% © 184% @ -114%

7942 1 7,6% © 8,0% - 54% | 7.6% | 2.2% | 20,0%  -67% : 31,9% © -50%

EUROPE

2781 94% | 14.2% © 177% © 94% © 18,8% | 20,3% : -12,3% | 158% : 3,5%

12657 ¢ 9,1% | 7,3% | 2.8% | 9,1% 42% 7% G -14,3% | 237% | 4,3%

16811 | 8,7% | 7,0% | 2.8% | 87% | 62% | 61% i -16,5% | 234% | 3,8%

1096 : 1,9% | -2,1%  1,0% : 1,9% 51% | 10,2% : -19,8% @ -2,3% : 18,8%

2789 1 01% | 35% | -02% | 01% | 17,7% | 28,3%  -2,5% | 12,8% | 7.4%

ASIA i H H H
20225  0,8% : -0,5% : 16,6% @ 0,8%

17,7% | -10,5% & -12,6% | -11,8% & -0,2%

CSI300 i 3817 3,0% 1 -1,9% | 10,9% 14,7% | -9,1% | -19.8% | -3,5% | 29,9%

FX &
COMMODITIES

30.01.25

EUR-USD

-6,2% 3,1% -5,9% -6,9% 8,9%

0,945 i 0,6% : 05% : -0,6% : 0,6% 1,2% | -6,1% : -4,6% & -4,0% : -0,4%

CURRENCIES | USD-CHF {0910 ¢ 0,3% © 53% | 3,6% | 0,3% 7.8% | -9,0% | 1,3% | 3,1% | -8,4%

11,5% © 10,5% @ 13,9% : 11,5% @ -4,9%

154,3  © -1,9%  1,5% i 2,9% : -1,9%

107,80 -0.6% | 3% | 3.6% | -0,6% | 7,1% | -21% | 82%  7,0% i -7.3%

2794,59 | 6,5% | 1,8% | 14.2% | 6,5% | 27,2% | 13,1% | -0,3% | -4,2% | 25,0%

31,60 9.3% | -3,3% | 8,9% | 9,3% | 21,5% : -07% : 2,8% & -13,6% @ 48,7%

{ COMMODITIES ' 7273 1 14% | 5,0% | -6,6% | 1,4% 0,1% | -10,7% | 6,7% | 59,1% | -21,5%

3,05 | -16,1% | 12,6% | 49,7% | -16,1% | 44,5% | -43,8% | 20,0% @ 46,9% : 16,0%

9008,68 2,2% 0,9% i -14,1% | 25,7% @ 26,0%

FIXED INCOME

Obps | 237bps | ©-100bps |

252 . 015 . 013 i 022 | 015 : 34bps  -54bps | 275bps | 39bps | -38bps |

582,4 i 0,4%  0,8% | 1,7% i 0,4% 34% § T,1%  -11,2% | -14% i 5,6%

23045 1 0,6% | -02% | -00% | 0,6% | 06% : 41% @ -12,5% | -2,3% | 8,0%

352,20 12% © 0,0%  05% | 1,2% | 18% © 3,9% . -1L,9% | 6,0% & 110%

3314,3 | 0,8% | 0,1% - 10% - 08%  21% . 85% | -158% | -1,0% | 9,9%

BONDS US High Yield Co2719,9 1 14% L 2,0% 0 49% 0 14% | 8,2% | 134% | -11,2% | 53% | 7,1%

241,81 -0,6% | 03% | L1%  -0,6% | 2,0%  70% | -182% | -34% | 4,7%

EuroIG Corporates | 2581 | 0,1% | 12% | 25% i 01% 4.7% | 8,2% | -13,6% | -1,0% | 2,8%

Euro High Yield 4804 03% © L8% | 47% | 0,3% © 91%  12,8% | -1LI% | 4,2% | 1,8%

EMUSD Aggregate | 12622 | L1% | 1,0% & 3,5% & L1% @ 66% & 91% : -153% . -17% | 6,5%

Source: Bloomber, 30/01/25
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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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