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Building\the right asset
allocation in line with/your
objectives and risk profile

Strategic Asset Allocation (Strategic-A), Investment Strategy (CIO), Discretionary Portfolio
Management (DPM): one may feel confused and wonder what their respective roles and
objectives are in the investment process! How do they all connect to each other towards the same
unique goal: building an asset allocation in line with the client’s objectives and risk profile,
protecting his capital against market downwards movements but also targeting an appreciation of
the client’s wealth?

One of the key elements to differentiate the role of each of those activities is to look at their
investment horizon: Strategic-A addresses strategic asset allocation with a 5-to-10-year
investment horizon while the recommendations of the Investment Strategy will cover the next 12
to 24 months and finally the DPM will focus on delivering performance via tactical asset
allocation with a maximum 12-month horizon to eventually outperform a strategic benchmark
over a 3-to-5-year period. But let us concentrate more specifically on the three of them...

STRATEGIC ASSET ALLOCATION TACTICAL ASSET ALLOCATION
(STRATEGIC-A) INVESTMENT STRATEGY (DPM)
HORIZON 5 to10-year horizon 12-month horizon 6-month to 1-year horizon

= Define the optimal asset allocation of a portfolio = Define the macro-economic and investment = Based on Investment Strategy views, define a tactical
by asset class with a long-term investment strategy scenario over a 12-month horizon asset allocation with a 6 month-1 year horizon
horizon (3' 101?'{,' E?JI.S) n line with the client's = Identify key macro-economic turning points = .. and select investments by asset class taking
return and risk objectives and highlight asset classes major trends advantage of short-term market opportunities to

ROLE . Stic_k éo tlf]evstrate%ic g_sset _al]ocatiun over Io_ng = Achieve proper risk management implement the allocation
perio fs of time and adjust it once a year or in = Manage mandates in line with client's risk and
case ol major event financial proﬁle
= Outperform a strategic benchmark over a 3-5 year
period
ASSET CLASS/
INVESTMENT ASSET CLASSES ASSET CLASSES ASSET CLASSES (listed)
LEVEL (all) (all + focus on specific themes & sectors) & INVESTMENTS
= Investment Strategy LT expected returns = BNPP economic studies, BNPP AM, CIB, Exane, = Investment Strategy (global and local views,
SOURCES (published every year) external providers internal and external research)
= Client risk & return objectives = Client risk & return objectives
= Use of the client Strategic-A analysis (if one has
been done)
CAPTURE KEY MACRO & MAKE TACTICAL DECISIONS
BUILD PORTFOLIO BACKBONE
u ORTFOLIO BACKBO ASSET CLASS TRENDS & SELECT RELEVANT INVESTMENTS

w h A

BUILD AN ASSET ALLOCATION IN LINE WITH THE CLIENT'S RETURN AND RISK PROFILE, PROTECTING HIS CAPITAL AGAINST
MARKET DOWNWARDS MOVEMENTS BUT ALSO TARGETING AN APPRECIATION OF THE CLIENT'S WEALTH
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STRATEGIC-A: building the portfolio
backbone, at the asset class level, with
a long-term investment horizon

Strategic-A is about strategic asset allocation
and strategic asset allocation is the first
critical step when building your portfolio
allocation. The past 5 years have been a roller
coaster ride in financial markets and higher
uncertainty is likely to be a permanent feature
of the market for years to come. To cope with
such an environment, it is not sufficient to
buy and hold stocks or bonds in an
opportunistic manner to weather market
shocks. No, first, before thinking of investing
in single products, investors should step
back, think long term (5-10 years) and
define and build, at the asset class level, the
most appropriate portfolio allocation,
according to their investor profile. This is
called strategic asset allocation and provides
an efficient framework to preserve capital
over the long term. Efficient strategic asset
allocation is indeed a critical source of
portfolio performance stabilization in the
long-run: 80% to 91% of the variability of a
portfolio returns can be explained by the
strategic asset allocation policy*.

To go through the strategic asset allocation
process, you will have to ask yourself upfront
several key questions: what is my
performance target, what level of loss can I
accept, what are my liquidity needs, do I have
specific deadlines (like retirement) or projects
(an investment in real estate, the financing of
my children’s studies, the sale of my private
company, etc.)? Then, according to these
objectives and constraints, the next step will
be to define the right asset classes’ mix,
covering all asset classes whether listed or
non-listed.

The fundamental idea behind strategic asset
allocation is to use diversification in the most
efficient way possible.

L = BNP PARIBAS

X . WEALTH MANAGEMENT

More precisely, this is about leveraging three
key parameters:

e  First, understanding the specific risk-
return profile of each asset class. Long
term expected returns and volatilities
are defined by asset class with a LT
investment horizon based on the
Investment Strategy publication.

e  Secondly, assessing each asset class’s
sensitivity to  economic  factors.
Typically, equities do well during times
of growth, but commodities do better
during times of inflation.

e And, finally, measuring the intensity of
connections between the different asset
classes, including the non-traditional
ones such as Private Equity, Real Estate,
Hedge Funds, to combine them in the
most efficient way. This is called
correlation.

Of course, depending on the initial long-term
requirements, the most relevant strategic
asset allocation may vary. For example, let's
say you are about to retire, after investing
for 30 years. In such a context, your major
worry will be to clarify and optimize your
portfolio allocation to pass it on smoothly to
your children. Your “ideal” allocation will be
completely different from that of a young
entrepreneur who has just sold his company
and envision creating a new business and
launching important real estate projects.
However, for both of you, the SAA process
will help you take a step back, get a holistic
view and answer key questions to eventually
build the most efficiently diversified portfolio
by asset class. This will be the backbone, the
strong foundations of your asset allocation!

To conclude, Strategic-A, by defining the
most relevant strategic asset allocation, acts
as a cornerstone in a wealth management
strategy. But other critical steps do come
afterwards!
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INVESTMENT STRATEGY: identifying
key macro turning points & capturing
key positive asset classes trends over a
12-month horizon

Strategic-A sets the long-term direction of
diversified multi-asset portfolios for the long
term according to a client’s risk and return
profile.

The Investment Strategy team works more
on a 12-month investment horizon. They set
investment recommendations by asset class,
investment theme and geography, industry
sector and other factors for our clients with
this investment time horizon in mind.

Academic research demonstrates that asset
allocation remains a key driver of multi-asset
investment portfolios over time, more so than
stock picking or currency hedging for
example. Effective asset allocation on a 12-
month investment horizon can deliver risk-
adjusted outperformance when done in a
rigorous manner, by identifying key asset
class trends and also by identifying key
macroeconomic turning points.

On the one hand then, we look to capture the
major uptrends in the various asset classes
such as stocks, government bonds, corporate
bonds and alternative assets in our published
recommendations. In this way, we seek to
improve client investment portfolio returns
over time by capturing the bulk of these
positive trends.

But on the other, we also look to actively
manage risk over this time horizon for
clients, notably by taking a more cautious
stance in our recommendations when
necessary. This typically occurs at key macro
turning points as signaled by economic
recession, major geopolitical events or even
times of acute financial stress. Effectively,
avoiding the bulk of the resultant negative
trends for asset classes to reduce portfolio
drawdowns is just as important in protecting
long-term portfolio performance as is
capturing positive asset class trends.
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DPM: taking asset allocation &
products selection decisions with a 6
month-to-1-year horizon to maximize
portfolio performance over a strategic
benchmark

Discretionary portfolio management offering
is covering a large range of mandates with
different level of risks (from low to high).
These levels of risk are related to the weight
of assets from the less risky (as cash or
bonds) to the riskier one (as equities for
example): we calibrate the weight of each
asset class according to the client’'s desired
level of risk.

In order to structure a mandate a so-called
strategic benchmark is designed with defined
assets classes’ weight. This benchmark is a
mock-up of expected risk/return of the
mandate on a medium to long term horizon
(3-5 years).

With Discretionary Portfolio Management,
the client delegates the analysis, selection of
the best investments and constant
monitoring of his portfolio to a team of
portfolio managers.

The objective of the portfolio manager is to
beat the strategic benchmark’s
performance by taking allocation (asset
classes, countries, and duration for bonds)
and selection (stock, funds and bond
picking) decisions. In order to beat the
benchmark those decisions are of 3 types: be
underweight, in line or overweight the
different asset classes’ weight of the
benchmark.

For example, if the conviction is that equities
will over-perform the other asset classes,
then the portfolio manager will overweight
this asset class compared to benchmark. If
the portfolio manager is right, for the equity
part, the mandate will register an added
value on top of the benchmark return.
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This is what we call a tactical asset allocation as this decision is made for a shorter-term
horizon (6 months to 1 year) than the strategic benchmark.

BNP Paribas Wealth Management has defined a global asset allocation process in order to
make sure there is a consistency between the Investment strategy scenario as defined by the
Investment Strategy and the tactical asset allocation decisions made by the local Asset
Allocators. The objective is to ensure clients’ comprehension regarding the global
communication of the strategic scenario of Wealth Management and what he sees in his
personal mandate.

For clients who have had performed a Strategic-A analysis on their global wealth, a

discretionary mandate can be implemented and managed on a part of their strategic asset
allocation in line with the client’s objectives.

CONCLUSION

Finally, whether Strategic-A, Investment Strategy, or Discretionary Portfolio
Management (DPM), they all aim at building the most relevant asset allocation for
the client, in line with his objectives and risk profile. But while targeting the same
goal, each of them plays its own critical part, being complementary to each other! In

a nutshell Strategic-A defines the framework at the asset class level with a long-
term horizon, the Investment Strategy adjusts it with a shorter time horizon and
finally DPM, with a view to outperform the reference index at the end of the
management mandate, applies tactical moves on investment products with short
term views.

*"A global approach to Strategic Asset Allocation and a review of country specificities”, Vanguard Research - August 2016. The observation
period runs from January 1990 to September 2015. Calculations were based on monthly net returns, and policy allocations were derived
from a fund’s actual performance compared with a benchmark using returns-based style analysis (as developed by William F. Sharpe) on a
36-month rolling basis. Only funds with at least 48 months of return history were considered, and each fund had to have a greater-than-
20% long-run domestic and international equity exposure (based on the average of all the 36-month rolling periods) and a greater-than-20%
domestic and international bond allocation over its lifetime.
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates ("BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.

L= BNP PARIBAS

o

WEALTH MANAGEMENT

The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing, they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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