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Equity-market perspectives

Who's afraid of Janet Yellen's first move?

No subiect has been discussed more widely within the financeal
markats during the past twelve months than a possible rate hike
by the Fed, The Fed snd s expansionary monetary policy have
strongly supported the eqguity-rmarkeat boom which startad in
2009, Would a shift in the policy stance by Fad chair Janat Yellan,
by contrast, not automatically weigh on squitles?

History shows that the 5&P 500 Indax has initially rescted with
incraased volatility in the months aroend & shift in monetary
palicy but reported price gainsg in the months that follow, S0 no
FRESON 1O Worry?

A mora differentiated view with a clear distinction betwean
the drivers of price gains - earnings growth and equity-market
valuation — seerns appropriate. Inthe past, corporate-eamings
growth rates have often excesded 15% in the yvear following the
first rata hike sinca many industrial sectors had just emergad
from recession. But the second driver - valuation - has often
partialiy offset this. Valustion measures such as the price-to-
earnings {P/E} ratio have usually fallen during this period, due
to market participants’ conceins that the central bank might
impedes economic activity with its anti-inflationary rate hikes,
Despite this countervailing trend, aquaty investors have, in
sum, tendad to record price gaine in the six 1o twelbve monthe
fellowing the first Fed hike due to strong earmings growth.

Wil history repeat itself? 2015 s somewhat different since the
LLS recovery is no longer in its inftial phase, Equity investors
ahatild theretore instead be prepared for one-digit yearly growth
rates in the S&P 500 Index for the rest of this economic cycle.
Most of the valuation measuras have already exceaded their
historie average valuss. & slight decling of P/E ratios theretore
seams plausible for the years to come,

Due to divarging central-bank policies, equities outside tha
Linited States should ba less negatively affectad during this

cyele than inthe past, Ever if the Fed starts tghteng this year,
the central banks of Eurcpe, Japan and China will continue to
expand kquidtty. Equities remain an attractive investment cholos
in thi= environment.

Al in all, we are not afraid of Ms. Yellan's declsion. Price
adjustments may rather be séen as buying opportunities.
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I aver 70% of aff incidents, the LS, aquity market advanced
by an average of 8% in the 812 months after the first Fed hike.
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FPast performance is not indicative of future returns, No assursnos can bes given that any forscast, investment objectives andfor

expeciad retums will be achieved. Allocations are subject to changs without notice. Forecasts are based on assumplions, estimates,
opinions and hypothetical models that may prove to be incorrect. investments come with risk. The value of an investmant can fall as
wed as rise and your canital may be 8t sk You might not get back the amount originally investad at any point In timea.
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