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QUALITY NEVER GOES OUT OF FASHION:
INVESTING IN HIGH-QUALITY COMPANIES

The defensive virtues of quality stocks are brilliantly illustrated this year. In a world characterised by persistently
high uncertainty and major structural developments, quality stocks remain a core holding of choice.

. This theme remains highly attractive. It is
still an ideal core portfolio component.
Global by nature, it can be applied in all
equity markets.

. Companies with strong balance sheets,
clear visibility on earnings growth and
limited profit variability will remain in high
demand.

*+  They will still be expensive amid weak
economic growth and major structural
changes.

An exogenous shock highlights the
strengths of quality stocks

Quality stocks have a reputation for delivering above-
average returns in the late stages of the cycle and
especially during recessions. They demonstrated this
brilliantly in the first part of the year as the global
economy could no longer function normally.

The health crisis has revived investor interest in stocks
offering three advantages: Llimited gearing, high
profitability and low profit variability. These three criteria
characterise quality stocks.

A core holding in a post-pandemic
world

The Covid-19 pandemic is a triple shock: human,
production capacity and consumption. Companies will
look to diversify their supply chains and digitise their
processes. The shock on business volumes and cash flow
generation will require limiting capital expenditure.

Adding to this will be a focus on health care, which will
lead to a drop in ordinary household spending.
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+  The outperformance of quality stocks
has been strong (a wide spread above
their 200-day moving average). This
positive trend calls for a period of
digestion.

. The high valuation of quality stocks is
their biggest disadvantage.

. A normalisation of economic activity
will revive risk appetite, temporarily
overshadowing the advantages of
quality stocks.

SHARP OUTPERFORMANCE OF QUALITY STOCKS

Theme 1: Quality Companies
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All of these factors, along with the structural trends of
deglobalisation and the need for deleveraging, will feed
an ongoing appetite for quality stocks, and thereby
maintaining their high price.
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2020 UPDATED INVESTMENT THEMES
|

High-quality stocks
We must now favour companies which have high profitability, limited debt, low profit variability
and large cash reserves.

THEME 02 - Defensive solutions
The trend is to search for alternative returns via good quality corporate bonds, hedge funds and
structured products.

THEME 03 - De-globalisation

Protectionist trends and dependence on international supply chains are expected to lead to a
stabilisation and even a decline in international trade in the long term. This ‘deglobalisation’ should
provide opportunities for some companies or even for some countries. In particular, producers of goods
and services which substitute imports are well positioned to benefit from this trend. The same is true
for emerging market countries which compete with China.

THEME 04 - Digitalisation and technological innovations

Alongside the trends in health care, this is one of the most marked trends: 5G and Artificial
Intelligence will benefit from the increased communication and data needs generated by the
Ccrisis.

THEME 05 - Innovations in health care
This sector is growing faster than the rest of the economy. Thanks to digitalisation, analytics,
database management and Artificial Intelligence, the way treatment/care is given will change

considerably at all levels and generate a wave of capital expenditure.

All the themes proposed at the beginning of the year remain attractive but will not be detailed in
this document. However, an update on their performance since January is available at the end of

this document.

THE INVESTMENT STRATEGY TEAM
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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.
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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.
© BNP Paribas (2020). All rights reserved.
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