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"Forget bears and bulls: 2019 is shaping up to be a bunny
market”

"Market experts like to describe the exchange’s different moods and seasons in terms of
animal imagery. 2019 is shaping up to be the Year of the Bunny!”

Bulls, bears and rabbits

b " . A bull market refers to the way the animal in question raises its horns when
attacking, making it a symbol of share prices.

o Bears, by contrast, tend to strike downwards with their claws and hence stand
for falling indices.

o Less well known is that there is also such a thing as a ‘bunny market’. Rabbits
hop up and down, but never go far in the same direction.

How is 2019 shaping up?

e With an upward cycle due to enter its eleventh
consecutive year in April, the bulls are unlikely KBC Trends 2019: "Forget bears and bulls: 20.. Qo ~
to charge much further — certainly not in the I
US, where profit margins care ct a historical high “ | ‘ .
and economic growth has peaked. H ”

e At the same time, we shouldn't be afraid of a |
bear market. These are only seen when the
world economy tips into recession, which isn'‘t
immediately in prospect.

e So a bunny market it is then? We're not sure
there’s any such thing in the animal kingdom,
but we're counting on a hefty rabbit with little
horns: in other words, a market that will
continue to climb a little higher, but not without some hops and jumps along the way.

“Forget bears and bulls 2017 1s shaping up to be a bunny market:

How come we're still optimistic?

o The earnings cycle doesn't seem to have ended yet. There’s certainly still room for margins to improve
in Europe: the weckening of the euro will boost the margins of lots of cyclical businesses, while rising
interest rates (at last) can ratchet up earnings at the financials.

o With a price/earnings ratio of 15 in the US and just over 12 in the euro area, markets can hardly be
described as expensive.

o TINA has been pensioned off in the US, but thanks to a dawdling ECB, she’s still going strong in the
euro ared, where dividend vield alone is already several times bigger than bond vields.

o Italy, the trade war and Brexit are all weighing on sentiment right now, but a positive development
in one of these arecas or even simple habituction could result in positive share prices.

What is KBC choosing to emphasise?

o Our preference at regional level is the euro area with the stress on Germany, family businesses and
high-dividend stocks: economic growth there is sufficiently dynamic to catch up with the US, a weaker
euro will boost earnings figures and scope remains for improved profit margins ond P/E ratios. We're
not writing America off: US growth remains powerful.
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Growth-sensitive businesses or defensive stocks? Selection is all-important this far into the cycle. Robust

earnings growth and an acceptable valuation are what were looking for, which takes us to the

technology sector (partially incorporated in Communications Services since the GICS reform) and to

the financial stocks. Don't forget the energy sector either: the growth markets” hunger for energy means

that higher oil prices are here to stay, something that has yet to be priced into shares.
As along-term growth narrative, water remains a strong and stable theme.

. L Een bear market only occurs in a recession
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How do you invest in a bunny market with little horns?

What you definitely don't do is sit on the sidelines waiting for the right moment to buy. You can't time
this and you risk missing out on returns. Parking places such as savings accounts and bonds don't
earn you anything and they expose your savings to erosion by rising inflation.

There's only one remedy for the fear of buying too high, and that's to spread your purchases over time.
If you have a large amount of capital to invest, do so in several tranches. But don't wait too long either,
because you're then losing out on returns. If you have a monthly cash surplus you don't know what
to do with, put it in a dynamic investment plon. Sometimes you'll buy low and sometimes high, but
on average you'll be fine and you'll build up a nice capital sum.

Spreading over time makes sense!
The example shown below of a frisky S&P500 in 2015-16 is a good illustration.

+8.7%: You bought at the beginning of the year; at the end of the ride you have a nice return,
but you dipped well into the red along the way.
+16.6%: Your timing is petfect: you bought at the low and achieved the best return.
+9.1% You spread your investment over 12 months; you avoided a sharp dip and earned a
better return thaom if you'd gone all-in at the beginning.
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send cn e-maiil to frontrow@klbc.be with the subject line ‘The Front Row’ and/or ‘Notendop'.

Disclaimer

This publication provides a general picture of the current economic situation cnd cannot be taken to
constitute investment advice or a recommendation to invest in the financial instruments describbed, nor is
any investment strategy proposed. In some cases, however, this publication may refer to ond contain
summoaries of investment recommendations from other entities forming part of the KBC group.

The information contcined in this publication may be reused, provided that this is requested in advance
and KBC has given its explicit permission for such reuse. Reuse must be limited in all cases to the textual
information. The information contained in this publication has been taken by KBC Bank from sources which
it considers to be reliable. However, no gucrantee is given concerning the accuracy, completeness or
timeliness of that information. No guarantee caon be given that cny proposed scenarios, risks or forecasts
reflect market expectations, or that they will actually materialise.

Neither KBC Group NV nor any other company forming part of the KBC group (nor any party appointed by
them) can be held liable for any loss, direct or indirect, resulting from access to, consultation or use of the
information ond data contained in this publication or on the websites www.klbcam.be,
http: //www.kbcsecurities.be and www.kbcprivatebonking.be.

KBC Group NV - under the supervision of the Financial Services and Markets Authority — www.klbc.com
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