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Perspective
Are the planets aligning
once again?
Seldom have the global financial markets
paid so much attention to France, going so far
as to consider the French presidential election
a “game changer” with regard to the euro’s
survival. This was especially the case among
UK and US investors with little familiarity of
the contours of the French constitutional and
electoral system.
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After Emmanuel Macron’s first-round victory over
Marine Le Pen, the markets hurled themselves
forward to a favourable election outcome. As
there was no longer any risk of a second-round
duel between the far left candidate, Jean-Luc
Mélenchon, and the far right candidate, Le Pen.
This triggered a steep rally of the euro against
the dollar, a drop in gold, and a rebound in both
European and US markets. The most heavily
exposed stocks, like French banks, benefited the
most.

Now that the hand-wringing
is behind us, what can we expect
from the markets?
In the short term, inflows are likely to continue,
given how eagerly US and UK investors awaited
the election outcome before returning to the euro
zone. After being scared off in recent years by the
uncertain political environment, there now appears
to be little reason to worry. With expectations of a
favourable epilogue to elections in the Netherlands
and France, and with the 24 September German
federal elections pose no major threats. True,
Italian legislative elections are still impending but
not until the first half of 2018. With all that in mind,
it’s not too early to ask whether the planets are
once again aligning.
In 2015, the European financial markets went
through what was then deemed an “aligning of the
planets”. Featuring lower interest rates, a lower
dollar and lower oil prices.
The current alignment is based on a favourable
combination of:
• t he euro zone’s strongest EPS growth since 2010,
with about 14% forecasted for 2017 and with
stronger earnings revision momentum than is
currently seen in the US;
•m
 oderate and attractive valuations by historical
standards and compared to other international
markets or other asset classes, bonds in
particular.
•a
 nd, now, a political context that, when looked
at optimistically, could lead within a year to a
Europe whose main countries - Germany, France
and Italy - would be governed by parties with
firm European credentials and which, now that
the psychological shock of the French election is
past, are likely to take pro-growth pan-European
political initiatives.
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Indeed, it can be argued that Europe’s problem
is mainly excessive savings and “balkanisation”,
as surpluses from northern Europe are not being
invested in southern Europe but, instead, are being
“exported”. The restoration of confidence could
help keep these savings “at home” and enhance
potential growth.
This will be the challenge of the coming months, a
challenge that the markets will seek to anticipate
- “or not” - in an increasingly mature international
climate in which the global index has surpassed its
2015 peak by far and its 2007 peak even more.
In the US, Goldilocks would love the markets right
now, with growth that is solid but moderate enough
not to worry the fixed-income markets and strong
enough to allow companies to post earnings growth
that the markets are taking note of. However,
there is little room for further earnings growth,
and valuations are not offering much in the way
of premiums, given the degree of uncertainty over
President Trump’s chances of getting his economic
programme passed. Emerging markets, meanwhile,
have been driven up by the rally in commodity
prices. As for China, there is some short-term
concern over the cycle, but the political agenda
is favourable there, with President Xi Jinping’s
ambition to win a second five-year term at the
Chinese Communist Party Congress.

Even after gaining 26% over the past year and
even though they are above their April 2015 peaks,
European markets still offer some upside potential
in the aforementioned environment. The receding
of political fears could help shrink the risk premium
that has dogged euro zone markets, which would
then set them up to outperform international
markets in 2017.

“The receding of political fears could
help shrink the risk premium that has
dogged euro zone markets...”

We are keeping our portfolios positioned in favour
of these cyclical and financial themes, which
are those that are most likely to benefit from a
normalisation of European markets featuring
higher interest rates, strong earnings growth, and
a reduction in the risk premium. Our funds, R Club
and R Conviction Euro in particular, are well placed
to benefit from this new aligning of the planets.
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Risk scale:

The synthetic indicator used to position the UCITS on the risk scale is based on the annualised historical
volatility over a period of 5 years. This scale is non-linear. The level of risk of this UCITS is 6 (volatility between
15% and 25%) and reflects its positioning in the eurozone equities market. The historical data used to calculate this synthetic indicator may not be a reliable indicator of the fund’s future risk profile. The risk category
associated with the UCITS is not guaranteed and may shift upwards or downwards over time. A rating of 1
does not mean that the investment is “risk-free”. The capital invested in the fund is not guaranteed.
“Your money shall be invested primarily in financial instruments selected by the management company.
These instruments will be subject to market fluctuations and uncertainties.”
Investors in this fund expose themselves primarily to the following risks: risk of capital loss, risk associated
with discretionary management, market risk, currency risk, rates risk, counterparty risk, overexposure risk
and performance risk. For further information, please consult the fund’s prospectus.

The Undertaking(s) for Collective Investment (UCI) presented above is (are) organised according to French law and regulated by the French financial markets authority (AMF). As the UCIs
may be registered abroad for their active marketing, it is up to each investor to ensure the jurisdictions in which the UCIs are actually registered. For each jurisdiction concerned, investors
are urged to refer to the characteristics specific to each country, indicated in the “administrative characteristics” section. The issuer of this document is Rothschild & Cie Gestion, which is
an investment management company authorised and regulated by the French Financial Markets Authority (www.amf-france.org) under number GP-04000060. The presented information
is not intended to be disseminated and does not in any case constitute an invitation for US persons or their agents. The units or shares of the UCIs presented in this document are not and
will not be registered in the United States pursuant to the US Securities Act of 1933, as amended (hereinafter the “Securities Act”), or admitted under any law of the United States. The
units or shares of the said UCIs must not be offered or sold in or transferred to the United States, including its territories and possessions, or directly or indirectly benefit a “US Person”,
within the meaning of Regulation S of the Securities Act, and equivalent persons, as referred to in the US “HIRE” Act of 18 March 2010 and in the FATCA provisions. The information
contained in this document does not constitute investment advice, an investment recommendation, or tax advice. The information does not resume the suitability of the presented UCIs
for the needs, profile, and experience of each individual investor. In case of doubts as to the presented information or the suitability of the UCIs as to the personal needs, and before any
decision to invest, we recommend that you contact your financial or tax advisor. Investment in units or shares of any UCI is not risk-free. Before any subscription in an UCI, please read
the prospectus carefully, especially its section relating to risks, and the key investor information document (KIID). The net asset value (NAV)/net inventory value (NIV) is available at www.
rothschildgestion.com. The sources of the performance data presented in this document are specified on each slide.Please note that the past performance of UCIs presented in this
document is not a guarantee of future performance and may be misleading. Performance is not constant over time. The value of the investments and the income derived therefrom may
vary up or down and is not guaranteed. It is therefore possible that you will not recover the amount originally invested. Variations in exchange rates may increase or decrease the value of
the investments and the income derived therefrom, if the reference currency of the UCI is different from the currency of your country of residence. UCIs whose investment policy especially
targets specialised markets or sectors (like emerging markets) are generally more volatile than more general and diversified funds. For a volatile UCI, the fluctuations can be particularly
significant, and the value of the investment may therefore drop sharply and significantly.The presented performance figures do not take into account any fees and commissions collected
during the subscription and redemption of the units or shares of the UCIs concerned. The presented portfolios, products, or securities are subject to market fluctuations, and no guarantee
can be given as to their future performance. The tax treatment depends on the individual situation of each investor and may be subject to changes. The comments and analyses in this
document are provided purely for information purposes and do not constitute any investment recommendation or advice. Rothschild cannot be held responsible for any decisions taken
on the basis of the elements contained in this document or inspired by them (total or partial reproduction is prohibited without prior agreement of Rothschild & Cie Gestion). Insofar that
external data is used to establish terms of this document, these data are from reliable sources but whose accuracy or completeness is not guaranteed. Rothschild has not independently
verified the information contained in this document and cannot be held responsible for any errors, omissions or interpretations of the information contained in this document.
About Rothschild Asset Management
Rothschild Asset Management offers an independent perspective in innovative investment solutions, designed around the needs of each and every client. We are a global specialist asset
manager delivering bespoke investment management and advisory services to institutional clients, financial intermediaries, and third party distributors. Across our complementary fields
of expertise in active high-conviction management, open architecture investment solutions or risk-based investment solutions, our business model is grounded in deep understanding
of each and every client’s needs. We combine state-of-the-art technology and the latest sophisticated modelling with deep on-the-ground experience to develop bespoke investment
solutions for our clients. It is this innovative yet considered approach that enables to offer a distinct perspective to our clients and make a meaningful difference to their assets in the
long-term. For more information: www.rothschildgestion.com
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