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1. EDITORIAL

CYCLE AND SEASONAL EFFECTS

Despite a few bumps at the end of the month,
May ended on a solid note for many asset
classes. Equity markets soared to new highs,
led by the major US indices; the S&P500
and Nasdaql00. Chinese equities, which
have long been forgotten by the current bull
market, look as if they are finally waking
up. Commodities, most of which came un-
der severe pressure in 2023, are not to be
missed, and are experiencing a major re-
bound this year. Fixed Income markets,
still disappointing this year, are nonethe-
less enjoying a slight upturn as long-term

rates stabilise.

While these performances are encouraging, they
should not obscure the areas of weakness that have
also become more obvious in recent months. In-
deed, while US economic figures had surprised on
the upside at the start of the year, and led many
to believe in the pursuit of US exceptionalism, the
latest sequence is more mixed: ISM at half-mast,
negative contributions from external trade and in-
ventories dragging down Q1 US GDP, and a less-
er surprise effect, whereas most market participants
have become accustomed to seeing the US econo-
my surprise for the better. This contrasts with Eu-
rope and China, where expectations were very low
and that are benefiting from the opposite effect.
The latest US macro data finally lends credence
to the soft landing scenario that no-one seemed to

believe in any more.

Against this backdrop of an economic slowdown, the
rebound in equity markets may come as a surprise. A
quick glance at the level of risk premiums shows that
valuations in the US remain high, and sometimes
complacent. The same observation about valuations

does not apply to Europe, let alone China, but we
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are well aware of the US’s leadership in many areas,

particularly when it comes to stock market trends.

The concentration risk on a handful of US stocks
in major indices also makes us uncomfortable. This
risk culminated this month with the quarterly re-
sults of Nvidia, the Artificial Intelligence champi-
on and the single stock within the “Magnificent
Seven” that is driving a significant portion of US
equity gains. With a market capitalisation of USD
2.7 trillion, Nvidia now weighs more than the en-

tire German market!

Recent stock manipulation/erratic moves of over
80%, such as those seen again on Gamestop, are
also a sign of excessive enthusiasm on the part of

mvestors.

Another source of questioning remains the perfor-
mance of commodities, particularly cyclical ones
such as copper, in a context where the economy 1s
showing some signs of weakness. After severe de-
stocking and years of under-investment, it has to be
said that production is struggling to keep pace with
a still robust demand, particularly as the Al devel-
opment requires the build-up of new data-centres
for which copper remains a critical metal given their
electricity needs. Gold is also showing remarkable
health, particularly considering the evolution of real
rates, which until now has been THE main driv-
er explaining the rise and fall of gold price. Since
February 2022, this has changed and the main sup-
porting factor seems to be the appetite of emerging
central banks wanting to “de-dollarise” their X
reserves. In the short run, the increased interest of
Asian households (Indian, but also Japanese and
Chinese) also played a role. All these factors argue
for a constructive view of commodities in the long

term, but a more cautious one in the short term.



So “sell in May and go away”? Although
tempting on paper, this strategy rarely paid
off, as it involves getting both exit and re-
investment timing right. As often remind-
ed, missing one or more of the year’s best
sessions is particularly detrimental to com-
pound performance over the long term. In
a world of rising inflationary pressures, it
is worth considering that equities and com-
modities remain the most effective long-
term weapons to shelter returns from in-
flation, provided good diversification and

picking strategies within these asset classes.

G1: GOLD PRICE (RED LHS) VS US REAL RATES BASED ON US 10YR

(GRAY, RHS INVERSED)
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2. FIXED-INCOME

FEDERAL RESERVE: THE JUNE RATE CUT IS

CONFIRMED!

A rather dovish FOMC

In Europe, markets are waiting for the ECB’s first
monetary easing on 6 June and confirmation that
a second cut is scheduled for 12 September. In the
US, investors have finally given up and are now ex-
pecting a single rate cut towards the end of the year.
As a matter of fact, there will be a US ‘rate cut’ in
June. Jerome Powell confirmed that the tapering of
Quantitative Tightening will start next month, but
the scale at which the tapering is happening turned
out to be greater than expected — USD 35 billion
per month instead of the expected USD 30 billion.
As a result, the size of the central bank’s balance
sheet will continue to shrink, but at a much slower
pace. At the end of the year, this will make a differ-
ence of USD 245 billion, quite a significant amount

which is akin to a “disguised” rate cut.

If we had to sum up Jerome Powell’s comments in
one word, it would be ‘relief’. The Fed admits that
the trajectory taken by inflation is not as expected,
but asks us for a little patience and less worry. The
downturn will come, and a rate cut is still on the
cards. In the current context, fewer rate cuts in 2024
will probably mean more rate cuts in 2025. The US
economy may have peaked in the first quarter and
now seems to be running out of steam. A situation

that has yet to be confirmed.
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The US 10-year in no-man’s-land

Credit is expensive, as spreads may no longer al-
ways justify risk-taking in relation to government
bonds. In our view, the most interesting opportuni-
ty remains the hybrid corporate debt market. They
share many advantages with high-yield debt, one of
which is its significant carry. Coupons are so high
compared with those of Investment Grade senior
debt that duration jolts are mitigated. Hybrids ob-
viously can experience downturns, but as soon as
the markets calm down, the carry effect quickly

puts them back in the black.

There will be a US “rate cut” in_June.
Indeed Jerome Powell confirmed that

the tapering will strart next month.

Are expensive credit spreads a further sign that we
need to lengthen maturities by buying long Treas-
uries again? Today, at around 4.50% yield, the
US 10-year is in a kind of in-between position. If
long rates were to rise again, it would be tempt-
ing to lengthen duration towards level equivalent
to 4.80%. If we were to switch to a fixed income
bull market, we’d still be waiting for a confirma-
tion of some 4.20%. Today, it is incongruous and
premature to talk of a return to the fixed income
bull market in US long rates. We’re not very enthu-
siastic about this ‘no-no” approach, as it’s not in our
nature to hide behind neutral exposures. But in the
current situation, it seems important not to adopt

overly aggressive strategies.



3. EQUITIES
BUY IN MAY?

After a briefbreak in April, the S&P500 once
again hit record highs in May, breaching
the 5,300-point barrier. This rise was once
again accompanied by a multiple expansion
that sent the S&P to levels of over 23 times

earnings, well over its historical average.

However, this must be nuanced by the fact that the
index concentration in a handful of technology stocks
is having a greater impact than ever, and conceal a
less buoyant reality that is highlighted in the S&P500
Equal Weight performance, whose Y'TD return is
now half the one of the S&P500 (5% versus 12%).

What’s more, in recent weeks we’ve seen a number
of daily trading sessions almost exclusively driven by

one or two stocks. For instance, when Nvidia released

its results, handily beating lofty expectations with cir-
ca USD 6 of quarterly earnings per share (to com-
pare with USD 5.6 expected and USD 0.874 over
the same period last year), the stock was up 10% the
next day performance, offsetting some of the other
stocks losses and enabling the S&P500 to close on
that day at -0.74% . Without Nvidia, the S&P 500’

performance that day would have been twice as bad!

It’s no surprise that active managers’ performance
is increasingly called into question. Their weak or
lack of relative performance is becoming very dif-
ficult to justify. However, history shows that such
phenomena may prove temporary, and that acute
investors should not forget the harsh economic and
accounting realities that always act as a reminder

when the tide goes out.

G2: ECONOMIC SURPRISES INDEX (LEFT SCALE) VS. S&P500 PERFORMANCE

6M CHG % (RIGHT SCALE)
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In Europe, market performances were also positive
in May, after closing in negative territory in April.
Like its big brother on the other side of the Atlan-
tic, the broad European index reached an all-time
high this month. The economic momentum seems
more favourable (admittedly from a low base and
limited expectations), supporting a market that re-
mains largely discounted vs. the US one (PE at 14.3x
versus 23.2x for the S&P500).

In Asia, the International Monetary Fund has just
revised its growth expectations for China in 2024
to 5% from 4.6% a few weeks ago, reflecting the
good momentum the Chinese economy enjoyed
since the start of 2024 and additional support ex-
pected from the government. This upward revision
gives ground to our favourable positioning on the
region. This is despite existing trade tensions with
Western economies and the desire to ‘de-dollarise’
their economy, as shown by the 17% surge in their
gold reserves since December 2022 (Sino-Arab Co-

operation Forum).
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The recent upturn in inflation in Europe
and the US is already having an impact on
rates and causing uncertainties with re-
gards to central banks’ future decisions and
their timing. For the time being, however,
the market does not seem to be overly wor-
ried by it, as evidenced by still depressed
volatility indicators. So far, May has nei-
ther confirmed the adage ‘sell in May & Go
Away,’ but nor it has completely reassured

equity investors.



5. PERFORMANCES

EQUITIES | 29.05.24 {CURRENT! 1M | 3M | 6M | YTD | 2023 { 2022 | 2021 | 2020 | 2019

MSCI WORLD © 3430 1 3,8% | 2,8%  134% | 82% | 244% | -177% | 224% | 16,5% | 284%

MSCIWORLD :MSCIWORLD GROWTH: 5175 | 64% @ 3,8% & 172% & 12,3% & 37,3% @ -29.0% & 214% & 34,2% @ 34,2%

MSCIWORLD VALUE | 3510 | L1% & 1,7% & 9,6% & 41% @ 124% & -58% & 22,8% @ -0,3% & 22,8%

DOW JONES ©o38442 1 L7%  -La% o 6,9% | 2,0% | 162% | -69% @ 20,9% : 97%  253%

S&P 500 © 5267 i 4,6% | 3,3%  153% | 104% | 263% | -18,1% @ 28,7% : 184% & 31,5%

S&P500 EW © 6503 1 0,9% © 0,0%  98% : 30% | 13,8% | -1L5% @ 29,6% @ 12,8% & 29,2%

NASDAQ 100 ©18737 1 74% | 3,8%  17,5% | 114% | 551% | -32.4% | 27,5% . 48,9% © 39,5%

RUSSELL2000 2036 = 3,2% & -0,0% @ 12,6% & 04%  16,9% @ -20,5% : 14,8% & 199% = 25,5%

STOXX 600 COsI138 1 L7%  3.8% o 1L2% | 7,2% | 16,6% | -9.9% © 258% | -14% © 27,9%

FTSE 100 ©8183 1 05% © 7.2%  9.8%  58% | 77% | 4,6% @ 184% | -114% | 17,2%

CAC 40 ©7935 1 -0.6% © 01%  85% : 52%  20,1% © -67% @ 31,9% : -5,0% : 30,5%

EUROPE

DAX © 18473 1 3,0% | 4,5%  13,9% | 10,3% | 20,3% © -12,3% @ 158% : 3,5%  255%

IBEX 35 11145 P 27% §o114% © 10,8% © 10,3%  28,1% | -2,0% | 10,5%  -12,7% | 16,5%

6,1% © -16,5% | 234% | 3,8% @ 30,6%

SPI SWISS ©o15742 1 45% © 6,0% © 10,6% - 80%

MSCIEM D102 1 25% © 5,0% © 8,6% | 47% | 10,2% © -198%  -2,3% | 18,8%  18,8%

TOPIX

28,3% 12,8%

S0,1% | 2,5% © 154%  15,9% 74% | 18,1%

HANG SENG 4,0% 11,9% 8,4% 8,4% -10,5% -11,8% -0,2% 13,0%

FX &

COMMODITIES 29.05.24

EUR-USD 1,080 1,3% 0,0% -0,8% -2,2% 3,1% -5,9% -6,9% 8,9% -2,2%

EUR-CHF ©0986 i 06% © 3,2% | 3,5% © 62%  -61% i -4,6% | -40% : -04% : -3,6%

CURRENCIES USD-CHF EO0013 1 -07% © 3,2% | 4,3%  85%  -9,0% i 1,3%  31%  -84% i -1,6%

USD-JPY {157,640 © -0,1% © 51% | 6,4% | 11,8% | 10,5% : 13,9% | 11,5% | -4,9%  -1,0%

USD INDEX {10502  § -1,0% ¢ 0,9% i L,6% | 3,7% | -21% | 82% | 7,0% | -73% | 1,2%

Gold 233812 1 2,3% | 144% © 14,8% | 13,3% | 13,1% | -0,3% @ -42% @ 250%  18,3%

Silver {31,981 21,6% | 41,0% | 26,5% | 34,4% © -0,8% | 2,8% : -13,6% @ 48,7% © 12,7%

10,7% G 6,7% ¢ 59,1%  -21,5%  11,6%

. COMMODITIES WTI Grude Oil D923 1 33%  12% 0 4,3%  10,6%

Natural Gas Y249 D 252% | 34,0% © -11,0% | -0,8% : -43,8% | 20,0% @ 46,9% | 16,0% : -25,5%

Copper © 1032627 © 44% © 22,9% © 23,0% | 22,0%  0,9%  -141% | 257% | 26,0% : 3,4%

FIXED INCOME | 29.05.24 { CURRENT |

US 10 year gvt ©o461 1 (007 ¢ 036 © 029 © 073 i Obps : 237bps  60bps :-100bps: -77bps :

Germanl0yeargvt | 2,69 | Ol | 028 @ 024 i 067 : -54bps | 275bps | 39bps : -38bps | -43bps |

Global Aggregate USD

T, 554,61 04% 1 -0,3% | 2,0% | -12% | 7% © -11,2% i -14% | 56%  82%

US Treasuries Co2219,0 1 07% L -LO0%  07%  -2,6% © 4,1%  -12,5% | -2,3% | 8,0% | 69%

USIG Corporates 31578 | 1,0% @ -0,3% & 2,3% & -2,0% | 85% . -158% i -1,0% : 9,9% @ 14,5%

US High Yield Coos142 1 0,9% | L1% 0 52%  14% G 13.4% | -112% | 53% | 71% | 14,3%

BONDS : : : : : : : : :
i  EuroGovernment | 233,0 | -0,3%  -0,7% | 12% | -2,3% 7% | -18,2% i -34% i 47% | 6,3%

EuroIG Corporates | 2457 & 01% @ 05% @ 2,5% & -02% @ 82% & -13,6% i -10% | 2,8%  62%

EuroHigh Yield | 4511 © 10% & 14% @ 57% @ 2,8% | 12,8% & -111% @ 42% & 18% & 12,3%

EMUSD Aggregate | 11842 | 1,3%  1,3% | 54% & L1% & 91% & -153% | -17% : 65% @ 13,1%

Source: Bloomber, 29/05/24
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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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