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2019 continues to be marked mainly by macroeconomic data that continue to worsen and central banks’ aggressive
reactions to that data. Investors are now pricing in no fewer than five interest rate cuts in the United States and the
resumption in quantitative easing (QE) by the European Central Bank. Anaemic inflation is serving as an alibi for the
Fed and, in the absence of tax harmonization, Mario Draghi uses the last months of his mandate to avoid a recession
in the euro zone at all costs. Interest rates will remain low for along time, perhaps a very long time...

How should risky assets be priced in this new paradigm?

Historical valuation models still place lots of emphasis on dis-
counting future cash flows. Portfolio managers leave mostly
unchanged their discount rates, composed of an estimated
long-term return plus a risk premium. Do they sufficiently take
into account the reduction in the risk-free rate?

Growth stocks that are most sensitive to interest rates (such
as luxury goods, beverages, real estate and, to a lesser ex-
tent, utilities) have recently performed completely differently
from cyclicals. Justifiably so, as investors have focused
above all on growth at all cost in an environment of slacken-
ing growth.

What should be done now when the valuation gap is becom-
ing extreme between growth stocks and cyclicals?

Let’s analyse the impact of a change in assumptions:
1. A cutin the discount rate

No need to be a great mathematician to understand that re-
pricing would be huge in this case. The theoretical price of a
stock based on discounting cash flows 10 years out rises
immediately by 8% if the risk-free rate falls by 1% (from 5%
to 4%, for example). We would then enter into a new para-
digm in which cash flow growth and extent would become a
discriminating factor in pricing shares. This valuation gap
would then no longer be an anomaly but, rather, the new
standard.

2. Factoring negative interest rates into risk premiums

The risk premium, measured as the gap between the esti-
mated dividend yield (1/PE) and the 10-year risk-free rate, is
moving back to the peaks last observed during the market
collapse in late 2018.

On some stocks, the expected rate of return is 12% (with a
P/E of 8) and good visibility on future cash flows. Can one
decently fail to invest in stocks like this when all so-called
risk-free assets offer zero or even negative yields?

3. Evaluating the disruption

A first reply to this requires a fundamental analysis of possi-
ble future disruptions in certain sectors, whether regulatory or
Schumpeterian (i.e., creative destruction) in nature. But here
as well, it would require us to reinvent ourselves and not just
analyze traditional structured data, but also look as quickly as
possible at Big Data, which alone is able to detect the new
trends.

So, back to the average and catch up on discounted equities
or a new standard and continuation of the current trend that
favors growth companies? We would be tempted to choose
the first hypothesis given the high expectations of a rate cut
in view of the economic situation.

At a minimum, if the analyst / fund manager succeeds in se-
lecting companies with such attractive risk premiums, able to
withstand the current technological and geopolitical up-
heaval, then the performance of this type of portfolio will be
sustainable over time, even in the event of a cycle reversal.

Thus, in dealing with these changes, we use artificial intelli-
gence in the investment process of our thematic strategies.
Exploring new universes to serve our clients better.
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It would require us to rein-
vent ourselves and not just
analyze traditional struc-
tured data, but also look
as quickly as possible at
Big Data, the only data“
that can detect new
trends.
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Disclaimer

ODDO BHF Asset Management (ODDO BHF AM) is the asset management unit of the ODDO BHF group. ODDO BHF AM is the joint brand of four legally inde-
pendent entities: ODDO BHF Asset Management SAS (France), ODDO BHF Asset Management GmbH (Germany), ODDO BHF Private Equity (France) and
ODDO BHF AM Lux (Luxembourg).

The following document was produced by ODDO BHF ASSET MANAGEMENT SAS for promotional purposes. Dissemination of this document is under the
responsibility of any distributor, broker or advisor. Potential investors are invited to consult an investment advisor before subscribing to the fund regulated by the
Autorité des Marchés Financiers (AMF), the Commission de Surveillance du Secteur Financier (CSSF) or the Federal Financial Supervisory Authority (BaFin).
Investors are hereby informed that the funds incur a risk of loss of invested principle, as well as a number of risks incurred from investing in portfolio instruments
and strategies. When investing in the fund, investors are required to read the Key Investor Information Document (KIID) or the fund prospectus, in order to obtain
full information on the risks incurred. The value of financial investments is subject to both upward and downward fluctuations, and it is possible that invested
sums will not be returned in full. The investment must be in accordance with the investor’s investment goals, investment horizon, and ability to cope with the risks
incurred by the transaction. ODDO BHF AM assumes no liability for any direct or indirect damages of any sort resulting from the use of this document, or any
portion thereof. Information is provided solely as an illustration and is subject to change at any time without prior notice.

Past performances are not a reliable indication or guarantee of future performances, which are subject to fluctuations over time. Performances are expressed on
an after-fee basis, with the exception of any subscription fees that may be charged by the distributor, and of local taxes. The opinions expressed in this document
reflect our market expectations at the time of publication. They are subject to change with market conditions and may under no circumstances incur the contrac-
tual liability of ODDO BHF ASSET MANAGEMENT SAS. The net asset values provided in this document are meant only as illustrations. Only the net asset value
given on the transaction statement and account statement is binding. Fund subscriptions and redemption requests are made on the basis of a then-unknown net
asset value.

The KIID and prospectus are available free of charge from ODDO BHF ASSET MANAGEMENT SAS or at am.oddo-bhf.com as well as from authorised distribu-
tors. The annual and interim reports are available free of charge from ODDO BHF ASSET MANAGEMENT SAS or on request from ODDO BHF Asset Manage-
ment GmbH.

Please note that, effective from January 3, 2018, when OBAM provides investment advisory services, it always does so on a non-independent basis pursuant to
the European Directive 2014/65/EU (so-called “MIFID Il Directive”). Please also note that all recommendations made by OBAM are always provided for diversifi-
cation purposes
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