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2020 has changed our thought patterns, both in terms of health and economics.
But, as the markets have quickly integrated it, we need to look” beyond the valley”.

The health crisis has challenged many established
beliefs. With regard to economic mechanisms, we
have noted in particular:

* The marginal impact on household income,
despite a decline in produced wealth of around
5% in the United States, and 8% in Europe'®,
thanks to transfers to the states;

* A fall in government rates, despite an increase
in public debt of around 20 percentage points of
GDP on both sides of the Atlantic?.

Of course, this can be explained by the past response
of states and monetary institutions.

By protecting income, governments give cause
for hope of future consumption, and lower rates
allow deferred profits to be valued more. This act
of looking "beyond the valley is at the origin of the
good behaviour of the markets, which swiftly erased

(1) Source: OECD, November 2020.
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the losses of the second quarter, ending the year at
an all-time high, both with regards to equities (MSCI
World) and bonds (JPM Global Bonds).

From then on, all eyes are on 2021

Once again, the changes in interest rates will be the
key point. Indeed, the markets can patiently wait for
the recovery of profits, in line with the rebound of
the economy once the health crisis has passed and
especially as vaccines are deployed.

Based on economists’ estimates, the rebound in the
economies would return to the 2019 level of activity
from 2021 in the United States, and from 2022
in Europe. Corporate profits from the main equity
indices should follow the same curve, the one in
Europe having a much more pronounced “V” shape
than that of the United States, due on the one hand,
to the amplitude of the cycle and, on the other, to
sectoral composition.



The rise in the markets would give rise to higher
valuation levels than the average of the last five
years, while at the same time preserving significant
risk premiums, compared to sovereign spreads.

We therefore understand that the catch-up
movement of assets (overdue equities and
High Yield® bonds) can continue, as long as
investor optimism does not affect long-term rates,
particularly in the United States, and hamper the
action of central banks, by an effect of contagion
in other areas. Assuming, of course, that we have

overcome the health crisis. Once this readjustment
has taken place, the potential for appreciation would
be limited by the loss of potential nominal growth
in the medium term and by covering the current
discount on variable-income assets.

Unless we consider that the crisis, by accelerating
the process of “digitalisation” of the economy, will
finally make it possible to improve the productivity
of production factors and therefore the growth
potential. m
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(2) Bonds with a high credit risk. Their financial rating is below BBB- according to Standard & Poor’s scale.

Disclaimer

Advertising, simplified and non-contractual document.
The information, comments and analyses in this document
are provided for information purposes only and should not be
construed as an investment or tax advice, or as an investment
recommendation from Rothschild & Co Asset Management
Europe. The information/opinions/data mentioned in this
document considered legitimate and correct on the day of
publication, in accordance with the economic and financial
environment in place at that date, are subject to change at any
time.

Although this document has been prepared with the greatest
care from sources that Rothschild & Co Asset Management
Europe believed to be reliable and in good faith, no
representation or warranty, express or implied, is made as to
information accuracy or completeness, which are indicative
only and are subject to change without notice. Rothschild & Co
Asset Management Europe has not independently verified the
information contained in this document and cannot be held
responsible for any errors, omissions or interpretations of the
information contained in this document. This analysis is only
valid at the time of writing of this report.

The information does not presume the suitability of the UCI
presented to the profile and experience of each individual
investor. Rothschild & Co Asset Management Europe shall not
be liable for any decision taken on the basis of or inspired by
the information contained in this document. In case of doubt,
and before making any investment decision, we recommend
that you contact your financial or tax advisor. The UCls
presented above are organised according to French law and
regulated by the French financial markets authority (AMF). Any
investment is always subject to risk. Before any investment,
please imperatively read the key investor information
document (KIID) and prospectus of the UCIs carefully,
especially its section relating to risks. Each investor must also
ensure the jurisdictions in which the UCI is registered. The
KIID, the full prospectus as well as the net asset value (NAV)
/net inventory value (NIV) are available on our website: www.
am.eu.rothschildandco.com. The information presented is not
intended to be disseminated and does not constitute in any
way an invitation for US nationals or their agents. The units
or shares of the UCIs presented in this document are not and

will not be registered in the United States pursuant to the U.S.
Securities Act of 1933 as amended (“Securities Act 1933”)
or admitted under any law of the United States. These units
or shares may neither be offered, sold in or transferred to the
United States (including in its territories and possessions),
nor directly or indirectly benefit to a “US Person” (within the
meaning of Regulation S of the Securities Act of 1933) and
equivalent persons (as referred to in the US “HIRE” Act of 18
March 2010 and in the FATCA provisions).

Figures provided relate to previous years. Past performance
is not a reliable indicator of future performance and is not
constant over time. The value of investments and the income
derived from them may vary both upwards and downwards,
and is not guaranteed. The value of investments and the
income derived from them may vary both upwards and
downwards, and is not guaranteed. It is therefore possible that
you may not recover the amount originally invested. Exchange
rates variation may increase or decrease the value of the
investments and the resulting income when the reference
currency of the UCI is different from the currency of your
country of residence. UCIs whose investment policy is aimed
more specifically at specialised markets or sectors (such as
emerging markets) are generally more volatile than common
and diversified allocation funds. For a volatile mutual fund,
the fluctuations may be particularly large, and the value of
the investment may therefore fall sharply. The performances
presented do not take into account any fees and commissions
received on the subscription and redemption of units or
shares of the UCI herein. The portfolios, products or securities
presented are subject to market fluctuations and no guarantee
can be given as to their future development. The tax treatment
depends on the individual situation of each investor and may
be subject to change.
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Register of Paris RCS Paris 824 540 173. A management
company licensed by the Autorité des Marchés Financiers
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