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1. EDITORIAL
COUNTERWEIGHTS

“To prevent the abuse of power, power must,
by the very arrangement of things, check
power.” When Montesquieu wrote these
lines in “The Spirit of the Laws” in 1748, he
was obviously not thinking of the S&P 500
or of data centres. Forty years later, howev-
er, the drafters of the US Constitution drew
direct inspiration from it, and James Mad-
ison (the 4th President of the United States)
summed up the idea in his own words: Am-
bition must be countered with ambition.” On
3 November, American voters set this mech-
anism back in motion. By taking control of
both the House of Representatives and the
Senate, the Democrats now act as a coun-

terweight to a Republican White House.

As a first reaction, markets welcomed the outcome:
the day after the vote, the S&P 500 gained 1.5%.
This was not a partisan preference but an old hab-
it. Investors like gridlock because it reduces the risk
of legislative surprises, and history has often proved
them right. In 1995, Bill Clinton had to work with
anewly elected Republican Congress, and the year
ended with the S&P 500 up more than 40%. The
comparison has its limits, since the United States
of 1995 faced neither a conflict in the Middle East
nor debt on today’s scale. It is nevertheless a remind-
er that a constrained government is not necessarily

bad news for markets.

The counterweight remains only partial, howev-
er. Congress regains control over the budget and
investigations, and the Senate will oversee key ap-
pointments, notably to the Federal Reserve and to
the Supreme Court. This is a welcome safeguard
for a central bank that has so far managed to pre-
serve its independence. But the White House re-

tains considerable latitude over tariffs and foreign

policy, through executive orders. Above all, the
war with Iran does not depend on Congress, and
it could resume quickly. Brent crude ended Octo-
ber above 117 dollars a barrel, its highest level since
May. In this context, pressure on inflation and long-
term interest rates will not disappear with the re-

sult of this election.

The new political landscape is not the most favour-
able for Al. Regulatory risks are rising, investiga-
tions targeting the major players becoming a real-
ity, and local restrictions on data centres will need
to be monitored. Investment itself is nevertheless ex-
pected to continue, as it depends more on the race
for technological leadership than on the composi-

tion of Congress.

The vote does, however, brighten the outlook for
other assets. By limiting major budget initiatives, a
Congress at odds with the White House could slow
the rise in long-term yields and, in turn, the rise
of the dollar. This would offer gold some welcome
breathing space after a difficult October (-7%). In-
ternational equities, particularly in emerging mar-
kets, also gain popularity, as the threat of new tar-
iffs and the pressure to invest in the United States

could recede.

Montesquieu was wary of power without any lim-
its. Investors would be wrong to be any less wary of
investment themes without any counterweights. Al
remains a long-term revolution, but October was a
reminder that a portfolio concentrated on a single
idea resembles a regime without checks and balanc-
es: brilliant as long as all goes well, fragile as soon

as the wind turns.



2. FIXED INCOME

AlS PUSHING THE FED, THE ECB AND THE
MID-TERM ELECTIONS INTO THE BACKGROUND

Fears of an Al bubble

Inflation is a major concern for central banks, but it
has already ceased being one for markets. The Fed
and the ECB remain vigilant, as the fight against
inflation is enshrined in their mandates, but mar-
kets are moving on to other matters. What if the Al
bubble were to burst? What if a slowdown or reces-
sion were to feature on the New Year’s Eve menu?
We may have overestimated the projected cash flows
of Al players, and the staggering sums borrowed
by the hyperscalers may come back to haunt us. It
already seems long ago when we used to say that it
didn’t matter what interest rate they borrowed at,
as they were set to rake in massive profits. The re-
sult: they now find themselves having to turn to
the market at a time when underlying government

bond yields have risen alongside their CDS spreads.

The bill is steep and the tide is turning. The ques-
tion on everyone’s lips now: is the sector’s correc-
tion a necessary and/or sufficient condition for a

year-end bond bull market in government bonds?

The Fed and the ECB:
a welcome status quo

Both the Fed and the ECB opted for a monetary
status quo at the end of October. The Fed is buying
itself time. Although the economy remains robust
and inflation persists, the US central bank wish-
es to have more data before taking any decisions.
The labour market remains strong, first-half growth
has been revised upwards from 1.8 per cent to 2.4
per cent, and third-quarter growth is estimated at
3 per cent. In theory, these figures should enable

the Fed to crack down hard on inflation. Yet it is
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still hesitating, even though, in its own words, cur-
rent policy is not restrictive. Without naming it, the
AT bubble is on everyone’s mind. Central bankers
no doubt believe that, despite the satisfactory fig-
ures, growth remains fragile and that it would be
unwise to slow it down. The ECB’s pause follows
the same line of thinking, with one significant dif-
ference: growth in the eurozone is infinitely more
fragile than it is in the United States. It is unlikely
to be driven by the tech sector, and any restrictive

policy could send France into a slump.
In summary

The end-of-year rally in long-term interest rates,
which had been expected around Thanksgiving,
got underway a month early. The bond markets
have shown little or no reaction to central banks’
decisions. The mid-term elections, which were ex-
pected to be a major event, have been upstaged by
Al and barring any huge surprises in the results,
US long-term rates are unlikely to experience sig-
nificant fluctuations. What we can expect is for US
long-term rates to remain firm between now and

the end of the year.

T BANQUE

) ERIC STURDZA




3. EQUITIES

CHANGE OF LEADERSHIP ON THE STOCK MARKET

At first glance, the US stock market bare-
ly moved in October: the S&P 500 index fell
by just 0.9%. But beneath the surface, it
was a turbulent month. The large technol-
ogy stocks that had been driving the mar-
ket for months fell sharply, while most oth-
er companies rose. The “equal-weighted”
version of the S&P 500, in which every com-
pany carries the same weight regardless of
its size, clearly shows this shift as it gained
4.9% over the month. A gap this large in fa-
vour of the majority of stocks had not been

seen in the index since April 2009.

Al'is no longer enough
to convince investors

The trigger came from company results. The tech

giants continue to invest considerable sums in ar-

tificial intelligence, but investors now want to see
profits. On that front, the figures published at the
end of October disappointed. Alphabet (Goog-
le) had to draw 9 billion dollars from its cash re-
serves to fund its Al projects, and its share price
lost almost 19% over the month. Meta (Facebook)
fell 15% after raising its spending once again and
announcing a share issue to finance it. At Ama-
zon, Al-related costs exceed cash flow generated,
which is pushing the group to borrow. Chipmak-
ers, which are essential to Al fell by around 14%
worldwide. In recent years, simply announcing an
investment in Al was enough to lift a company’s
share price. That is no longer the case: the mar-
ket is becoming more selective. More broadly, the
earnings season remains decent, with more than
8 out of 10 US companies beating expectations.
However, the size of these positive surprises is the

smallest since the end of 2022.
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The return of defensive stocks

The money that left the technology sector moved
into more stable sectors, whose business depends
little on the economic cycle: healthcare, food and
consumer staples all gained around 10% over the
month. Energy rose more than 12%, driven by

higher oil prices.

In our previous commentary, we highlighted weak
“market breadth”: the rally rested on a small num-
ber of companies. In October, the move broadened
to many more stocks. This is rather good news for
the market’s resilience, even if this broadening came

at the expense of the former market leaders.
Switzerland, this month big winner

The Swiss stock market particularly benefited from
this shift, as its heavyweights are clearly defensive
stocks. Roche (+12%), Nestlé (+10%) and Novar-
tis (almost +7%) drove the SMI, which reached a
new all-time high on the 29th October. Over the
month, the Swiss index gained 7.1%, while Europe
as a whole performed considerably less well (Stoxx
600: +1.9%). European banks, on the other hand,
fell sharply, by around 10%, hit by concerns over

public finances and the political situation in France.

By contrast, Asian markets, which are heavily ex-
posed to chipmakers, fell steeply: -4.3% for Japan,
-8.4% for Taiwan and -15.6% for South Korea.
Emerging markets lost more than 8% overall, with
a sharp fall in Brazil (-12%) following President Lu-

la’s unexpected re-election.
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A geopolitical backdrop
that remains tense

The conflict in the Middle East continues to weigh
on markets. Brent crude ended the month above 117
dollars a barrel, its highest level since early May,
after oil tankers struck mines in the Strait of Hor-
muz. The US Federal Reserve and the ECB both
left their interest rates unchanged. This respite came
on top of a slight easing in long-term interest rates,
with the US 10-year yield falling back below 5%.
Together, these two factors supported the sectors

most sensitive to interest rates.

US elections:
uncertainty lifted

The Democrats won control of both chambers of
Congress in the midterm elections on the 3rd No-
vember. Markets welcomed the end of the uncer-
tainty. In practical terms, the President and Con-
gress will now have to compromise, which makes

major reforms unlikely.

Markets generally like this kind of situation, as it
reduces the risk of surprises. Some sectors could
suffer, however, such as data centres, big pharma-
ceuticals and oil. Others could benefit, such as in-
frastructure and renewable energy. Since 1970, the
S&P 500 has risen by an average of 15.5% in the six
months following midterm elections, but this average

hides wide variations from one election to the next.
Outlook

The change of leadership seen in October does
not mean the end of the AI theme, which remains
a long-term driver of growth. But it is a reminder
that the most prominent stocks are also the most

exposed to disappointment.



5. PERFORMANCES

EQUITIES ' 31.10.26
MSCI WORLD 4862 -0,8% 0,3% 4,3% 9,8% 19,5% | 17,0% i 24,4% : -17,7% i 22,4%
WORLD MSCI WORLD GROWTH 7204 -4,2% -1,9% 1,1% 3,7% 20,4% | 25,1% @ 37,3% : -29,0% @ 21,4%
MSCI WORLD VALUE 5041 2,6% 2,5% 7,7% 16,0% : 18,2% 9,0% 12,4% | -5,8% @ 22,8%
DOW JONES 51770 1,7% -1,4% 4,3% 7,7% 13,0% : 12,9% & 16,2% @ -6,9% & 20,9%
S&P 500 7580 -0,9% 1,2% 5,1% 10,7% i 16,4% | 23,3% @ 26,3% : -18,1% @ 28,7%
us S&P500 EW 8842 4,9% 1,6% 7,4% 13,9% 9,3% 10,9% i 13,8% @ -11,5% : 29,6%
NASDAQ 100 28 385 -6,7% 0,4% 3,4% 12,4% © 20,2%  24,9% i 55,1% : -32,4% i 27,5%
RUSSELL 2000 2812 0,5% -4,1% 0,4% 13,3%  11,3% : 10,0% @ 16,9% : -20,5% @ 14,8%
STOXX 600 647 1,9% -0,4% 5,8% 9,2% 16,7% 6,0% 16,6% © -9,9% @ 25,8%
FTSE 100 10 730 1,2% -1,3% 3,4% 8,0% 21,5% 5,7% 7,7% 4,6% 18,4%
EUROPE CAC 40 7969 0,1% -6,3% -1,8% -2,2% 10,4% © -2,2% : 20,1% @ -6,7% : 31,9%
DAX 25 818 2,5% 0,7% 6,3% 5,4% 23,0% : 18,8% : 20,3% @ -12,3% : 15,8%
SWISS MARKET 14 811 7,1% 3,2% 12,7% | 11,6% : 14,4% 4,2% 7,1% -14,3% i 23,7%
MSCI Asia ex Japan 1038 -8,3% | -59% : -0,7% 13,7% © 29,3% 9,8% 3,6% | -21,5%  -6,4%
TOPIX 3930 -4,3% -1,8% 5,4% 15,3% | 22,4% 17,7% © 28,3% : -2,5% @ 12,8%
EM & ASIA i - - -
HANG SENG 24187 -1,7% -6,6%  -6,2% : -5,6% @ 27,8% 17,7% & -10,5% : -12,6% @ -11,8%
CSI 300 3986 -8,5% | -13,1% @ -17,1% : -13,9% : 17,7% 14,7% 9,1% | -19,8%  -3,5%
Communication Services 148,3 -13,5% -10,6% -17,7% -11,0% 30,9% 32,6% 44,0% -37,6% 13,4%
Consumer Discretionary 478,1 3,0% -3,3% -2,6% -4,9% 7,4% 20,4% 33,6% -34,0% 17,1%
Consumer Staples 333,4 10,5% 4,8% 5,6% 12,2% 6,4% 3,5% 0,1% -8,0% | 10,8%
Energy 404,0 12,8% | 14,6% @ 13,6% : 51,2% 9,8% -0,4% -0,7% i 41,1% i 35,1%
Finance 244,4 1,6% -3,2% 6,7% 5,8% 26,1% : 23,8% @ 13,1% : -12,4% : 251%
SECTORS i - - -
Healthcare 456,2 9,8% 11,6% & 20,7% : 14,2% : 13,2% & -0,1% 2,4% -6,6% © 18,3%
Industrials 530,5 -1,3% 5,9% 1 -4,7% 6,2% 23,0% © 32,2% @ 52,3% : -31,3% @ 15,1%
Information Technology 1166,1 -7,0% 3,0% 12,2% | 19,8% | 234% : 11,7% : 21,2% @ -14,6% : 29,1%
Materials 428,8 -0,9% 0,3% -3,1% 8,2% 23,4% -7,5% 11,7% | -13,7% © 12,9%
L Utilities H f207,8 0 7,8% 1 -14% ¢ -6,6% | 4,3% © 21,7% | 10,0% i -2,5%  -7,0% : 7,0%
ComtoSiS & 31.10.26 CURRENT | ' ' '
EUR-USD 1,116 -1,5% 3,2% i -4,9% i -5,0% 13,1% | -6,2% 3,1% 5,9% i -6,9%
USD-CHF 0,825 -1,3% 2,2% 5,6% 4,1% i -12,3% 7,8% -9,0% 1,3% 3,1%
CURRENCIES i - - -
USD-JPY 157,6 0,1% 0,1% 0,6% 0,5% 0,3% 11,5% © 10,5% : 13,9% @ 11,5%
USD INDEX 101,88 0,4% | 2,0% : 3,9% 3,6% -9,1% 7,1% -2,1% 8,2% 7,0%
Gold 3874,62 -6,8% © -4,2% © -16,1% : -10,3% : 65,3% @ 27,2% @ 13,1% : -0,3% @ -4,2%
Silver 49,10 18,7% i -14,7% i -33,4% | -31,5% : 132,4% i 21,5% : -0,7% 2,8% | -13,6%
COMMODITIES - - - i R L S s
WTI Crude Oil 104,12 15,2%  23,0% | -0,9% : 81,3% @ -21,0% ; 0,1% -10,7% | 6,7% 59,1%
Copper 14 329 -0,9% 3,6% 11,0% : 15,1% : 37,4% 2,2% : 0,9% i -14,1%  25,7%
FIXED INCOME 31.10.26 ECURRENTE
US 10 year gvt 4,93 (0,36) 0,19 0,56 0,76 -42bps : 69 bps Obps : 237bps : 60bps
RATES German 10 year gvt 3,32 (0,26) 0,12 0,29 0,47 53 bps 34bps : -54bps : 275bps : 39bps
Global Ai%rzga‘e USD ;6102 1,7% 0,2% 0,1% 0,3% V 4,6% 3,4% 7,1% -11,2% -1,4%
Global Agh%‘r;ga‘e EUR 217,3 1,6% -0,2% -0,6% 1% 2,5% 1,7% 4,7% -13,3% -2,2%
Global Agllﬁjzga‘e GHF ! 155,4 : 1,3% : -0,9% : -1,9% : -3,2% i 0,3% : -1,0% : 2,5% : -13,7% : -2,5%
US Treasuries 2423,4 2,4% 0,4% -0,4% -0,5% 6,1% 0,6% 4,1% | -12,5% i -2,3%
BONDS US IG Corporates 3509,0 2,2% -0,2% i -0,9% -1,0% 7,5% 2,1% 8,5% | -15,8% : -1,0%
US High Yield 2926,2 0,3% -1,3% -0,8% 0,4% 8,2% 8,2% 13,4%  -11,2% & 5,3%
Euro Government 239,6 1,0% -1,7% -1,9% -2,1% 0,3% 2,0% 7,1% -18,2% : -3,4%
Euro IG Corporates 264,6 0,8% -0,8% -0,4% -0,5% 2,8% 4,7% 8,2% -13,6% -1,0%
Euro High Yield 498,5 -1,1% -2,3% -1,1% -0,7% 4,6% 9,1% 12,8% | -11,1% @ 4,2%
EM USD Aggregate 1383,1 1,3% -1,0% -1,0% -0,3% i 10,9% 6,6% 9,1% i -15,3% | -1,7%

Source: Banque Eric Sturdza, 31.10.2026
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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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