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KEY POINTS
» Slight equity overweight

» Focus on high yield
bonds and subordinated
financial debt

» Neutral on the US dollar

“Investors should start the year
overweight equities”

The reflationary trade triggered by Donald Trump’s election continued
into December. The month witnessed a strong catch up from European
equities after their significant underperformance in November.

The upswing in Europe was unaffected by the No vote in the Italian
referendum as it had largely been discounted by investors.

A new US President has fostered hopes for economic stimulus but
generally speaking, we feel that economic data had already been
pointing to an improvement in the US economy before the election.
That trend has been largely confirmed since. The Citi economic surprise
index, for example, which covers the world’s major economies, is now
back to its historic highs. This augurs well for hopes of a global
economic recovery in the coming months.

Markets have already priced in a significant economic improvement so we are extending
our slight equity overweight, split between Europe and the US. In spite of recent

outperformance from cyclicals, financials and value stocks, the catch up in both zones is
not yet over judging from relative valuations. We therefore expect the trend to continue.

In defensives, we prefer healthcare (and especially biotechs and mutual healthcare

insurers). The sector had initially been hit by the possibility that if Hillary Clinton became
president she would push for more restrictive reform.
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And when Donald Trump won, it suffered from the big rotation
into cyclicals. The sector is trading at a large discount even though
the outlook for earnings growth is higher than the market average.
And we can also expect to see a revival of deal-making in the
sector. All this means we prefer to take a style and sector approach,
especially on the US market, as it helps us detect opportunities.

Europe is interesting as foreign investors are still very way

of the zone. They are still sellers, probably because of a busy
political agenda in Europe in 2017. But this caution is a source of
opportunities: as long as political risk does not explode this year,
Europe is clearly better positioned to benefit from the global
recovery and the rising US dollar, especially as the ECB will
remain very accommodating.

For our bond investments, we continue to prefer Europe.

The ECB clarified its positions at its last monetary committee
meeting, providing good visibility on the chances of its
accommodating stance lasting for several months and inviting us
to reassert our European overweight.

Written on January 3, 2017. This document is for information only.

We are focusing on high yield bonds and subordinated financial
debt. High yield will benefit from good company fundamentals and
the state of the European economy. Subordinated financials should
gain from their ability to deliver yield now that the fears which
had affected the entire sector, both in Italy and Germany, appear
to have abated or even evaporated. Risks on the US bond market
now look more symmetrical which is why we closed out our US
Treasury underweight last month.

We remain neutral on US dollar exposure after taking profits last
month for reasons of portfolio construction. Following its recent
surge, the dollar, and equity markets too, could be hit by any
disappointment over ongoing US reflation. And our portfolios are
already overweight equities.

NEXT HEADLINE EVENTS

» Next ECB meeting on January 19

» Donald Trump’s inauguration on January 20

» Next BoJ meeting on January 30-31

» Next Fed meeting on January 31 and February 1

Disclaimer: The data, comments and analysis in this document reflect the opinion of Edmond de Rothschild Asset
Management (France) and its affiliates with respect to the markets, their trends, regulation and tax issues, on the
basis of its own expertise, economic analysis and information currently known to it. However, they shall not under any
circumstances be construed as comprising any sort of undertaking or guarantee whatsoever on the part of Edmond de
Rothschild Asset Management (France). Any investment involves specific risks. Main investment risks: risk of capital loss,
equity risk, credit risk and fixed income risk. Any investment involves specific risks. All potential investors must take prior
measures and specialist advice in order to analyse the risks and establish his or her own opinion independent of Edmond
de Rothschild Asset Management (France) in order to determine the relevance of such an investment to his or her own
financial situation.

Special warning for Belgium: Please note that this communication is intended for institutional or professional investors
only, as mentioned in the Belgian Law of July 20th, 2004 on certain forms of collective management of investment
portfolios This notice is also intended only for investors who are not consumers as described in the Belgian Law of July
14th, 1991 on trade practices and information and protection of consumers.
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