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Real returns without 100% equity risk

0 3 – ACHIEVE REAL R ETURNS WIT HOUT 100%  EQ UIT Y RISK

 We believe the medium-term equity market outlook remains positive, so we do not
advise investors to sell their stock market exposure despite accumulating outsized gains
since early 2020.

 However, over the summer months, some rotation of equity exposure out of riskier
cyclical sectors and stocks into more defensive factors and sectors,such as Low Volatility
and Health Care, has historically achieved superior results . Low volatility and quality
income dividend strategies are an attractive option for income-oriented investors who
are seeking positive real returns, not available in cash, sovereign bonds or IG credit.

15 June ,  2021

Nervous investors seek to dial down their equity risk

“Sell in May and Go Away” (until the end of September). This year there are a host of reasons
for even calm and rational investors to heed to this old stock market adage:

Strong stock market returns : the global stock market has risen 84% in USD terms since the
March 2020 market low, and 27% since the beginning of November. Stock market valuations
are on the high side, particularly in the US (end-2022 P/E of 22.3x for the S&P 500 index). We
know that high valuations today generally lead to lower future long-term returns.

Negative seasonality: equity returns have historically been far worse over the summer (May-
September inclusive) than over October-April, suggesting that investors should take a more
defensive approach at this point in time.

There are some strategies that still deliver positive returns on average over the summer
months. These are Low Volatility and Defensive equity strategies in Europe. Low and
minimum volatility factors have generated small, albeit positive, returns (1.0%) on average
over the May-September period, at a time when the benchmark STOXX Europe index has
typically declined by 1.7%. Looking at defensive stocks (companies that are not economically
sensitive in general, including Health Care, Utilities and Food & Beverages), we see a similar
pattern emerging . Since 2005, European defensive stocks have gained 2.4% over the summer,
while cyclical stocks have delivered only a flat return on average over the same period.

Low volatility, quality dividend strategies make a come-back: low volatility and quality
dividend strategies are starting to perform well once again, after a long period of
underperformance for equity dividend strategies in general. Dividends are at last making a
comeback in Europe, with banks now able to pay 2021 dividends (after generally being banned
by financial regulators from paying dividends in 2020). While there is still very little yield on
offer from cash, sovereign or even Investment Grade corporate bonds, the Euro STOXX Select
Dividend 30 index offers a 5%+ dividend yield on end-2021 estimates.

We prefer not to have an exposure to a pure high dividend index like the Select 30, but rather to
a dividend growth or quality dividend strategy that may have a slightly lower (but still
appealing) dividend yield, combined with a reasonable payout ratio, strong profitability and
future dividend growth potential. This gives a far better chance both of maintaining and/or
growing the dividend over time, and also generally gives a better total return to the patient
investor.

Note too that academic research has highlighted the risk-adjusted outperformance over time of a
low-volatility, high dividend equityportfolio strategy, which correlates well with the quality and
dividend growth approaches to equity income investing. In Europe, since 2016 Low Volatility
and QualityDividend stock indices have returned between 6% and 13% on average annually, at a
lower level of risk than for the STOXX Europe benchmark index.

MEDIUM-TERM, MEDIUMRISK

Low volatility factor wins over the summer
Health Care, Food & Bev., Global Tech have all 
beaten the European benchmark over time

Source: BloombergNote: Average returns over 1997-2020
Source: BNP Paribas, Bloomberg
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Hybrid income, real return solutions
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 Hybrid asset classes sit in between risky stocks and ultra-low yield bonds, with a
potential positive real return on offer but at lower-than-stock market risk.

 We favour hybrid asset exposure for income and real returns: convertible bonds,
contingent convertible (co-co) bonds, and preferred shares.

 Listed and private real estate funds continue to offer attractive valuations, solid yields
and the potential for both capital and rental growth over time. The reopening of
European economies should be a catalyst to spur recovery in office and retail sectors.

 Lower-volatility forms of investment in equities can also be achieved via structured
products and alternative UCITS funds.

15 June ,  2021

Seeking less risky solutions than equities, but yielding more than bonds

Looking for positive after-inflation returns, but not from stocks? Without accepting the
negative after-inflation returns from government bonds or cash, there are several hybrid
asset classes which have historically been less risky than stocks, but have beaten bonds and
credit returns. Convertible bonds: these are hybrid fixed-income corporate bonds that yield
interest payments, but can also be converted into a predetermined number of equity shares.
The conversion from the bond to stock can be done at certain times during the bond's life and
is usually at the discretion of the bondholder. Since 2016, Euro convertibles have returned
3.6% on average per year, beating Euro Investment Grade credit and government bonds by
over 1%. Contingent convertible (AT1) bonds: these are corporate bonds issued by European
banks. They offer a higher yield than traditional bonds given the higher risk involved. Also
known as “CoCo bonds”, they are perpetual bonds with callable dates and bear a risk of loss
absorption. They are converted into shares (at current price i.e. depreciated) once the issuer's
equity ratio falls below a predefined level. The issuer can cancel the interest payment.
Preferred shares : these are shares of a company’s stock with dividends that are paid before
common stock dividends are issued, and rank above common shares in the event of
insolvency. Most preferred (or “preference”) shares have a fixed dividend, and have returned
on average 7+% since 2021.

Real Estate Investment Trusts (REITs) and funds: Listed European real estate companies
(REITs) performed strongly up until February last year, and are now staging a strong recovery in
values as European economies move towards reopening post-pandemic, led by shopping centre
and warehouse real estate assets.

Structured products typically involve the use of sophisticated instruments (futures, options and
credit default swaps) to which individual investors usually have limited access. These
instruments serve to optimise returns or limit losses while reducing sensitivity to a rise in
interest rates or a fall in underlying shares. We focus on equity-based structured products of two
types: a) those offering a partial or full capital guarantee plus exposure to any rise in European
stock markets; and b) those combining a long exposure to European or global stock markets
together with a long volatility or long put option that can act as a hedge against falling stocks.

Alternative UCITS (hedge) funds: these funds can take both a long and short exposure to asset
classes like equities, allowing them to reduce the net exposure of a fund to the stock market and
thereby reducing the volatility of a fund’s returns over the long term. We focus on three
strategies here: Long/Short equity (8.0% average annual return since 2012), Global Macro (4.6%)
and Event-Driven (6.7%), all of which have far outpaced credit and government bond returns
(albeit at lower volatility) than for equity markets.

Real Estate, Preferreds outperform bonds + credit

Source: BloombergSource: BNP Paribas, Bloomberg

Co-Co bonds, convertibles beat bonds, credit
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DISCLAIMER

This marketing document is provided by the Wealth Management
business of BNP Paribas, a French public limited company with a
capital of € 2,499,597,122, registered office 16 bd des Italiens 75009
Paris - France, registered at RCS Paris under number 662,042,449,
authorised in France, under the number 662,042,449, approved in
France by the Autorité des Marchés Financiers (AMF). As a
marketing document, it has not been produced in accordance with
regulatory constraints to ensure the independence of investment
research and is not subject to the prior transaction ban. It has not
been submitted to the AMF or other market authority. This
document is confidential and intended solely for use by BNP Paribas
SA, BNP Paribas Wealth Management SA and companies of their
Group (‘BNP Paribas’) and the persons to whom this document is
issued. It may not be distributed, published, reproduced or revealed
by recipients to other persons or reference to another document
without the prior consent of BNP Paribas.

This document is for informational purposes only and does not
constitute an offer or solicitation in any State or jurisdiction in
which such offer or solicitation is not authorised, or with persons
in respect of whom such offer, solicitation or sale is unlawful. It is
not, and should under no circumstances be considered as a
prospectus. The information provided has been obtained from
public or non-public sources that can be considered to be reliable,
and although all reasonable precautions have been taken to
prepare this document, and, in the event of any reasonable
precautions, the accuracy or omission of the document shall not be
recognised. BNP Paribas does not certify and guarantees any
planned or expected success, profit, return, performance, effect,
effect or profit (whether from a legal, regulatory, tax, financial,
accounting or other point of view) or the product or investment.
Investors should not give excessive confidence in theoretical
historical information relating to theoretical historical
performance. This document may refer to historical performance;
Past performance is not a guide to future performance.

The information contained in this document has been drafted

without taking into account your personal situation, including your
financial situation, risk profile and investment objectives. Before
investing in a product, the investor must fully understand the
risks, including any market risk associated with the issuer, the
financial merits and the suitability of such products and consult its
own legal, tax, financial and accounting advisers before making an
investment decision. Any investor must fully understand the
characteristics of the transaction and, if not otherwise provided, be
financially able to bear the loss of his investment and want to
accept such risk. The investor should remember that the value of
an investment as well as the income from them may fall as well as
rise and that past performance is not a guide to future performance.
Any investment in a product described is subject to prior reading
and to an understanding of the product documentation, in
particular that which describes in detail the rights and duties of the
investors and the risks inherent in an investment in that product.
In the absence of any written provision, BNP Paribas does not act as
an investor's financial adviser for its transactions.

The information, opinions or estimates contained in this document
reflect the author's judgement on the day of his drafting; they must
not be considered as authority or be substituted by anyone in the
exercise of his or her own judgement and subject to change without
notice. Neither BNP Paribas nor any BNP Paribas Group entity will
be liable for any consequences that may arise from the use of the
information, opinions or estimates contained in this document.

As a distributor of the products presented in this document, BNP
Paribas may receive distribution fees on which you can obtain
further information on specific request. BNP Paribas, its employees
or Directors may hold positions in or relationship with their
issuers.

By receiving this document you agree to be bound by the above
limitations.
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Thanks!

Follow us on Voice Of Wealth :
https://wealthmanagement.bnpparibas/vow/fr.html
https://apps.apple.com/fr/app/voice-of-wealth/id1020677619
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