
25. May 2020

https://blog.en.erste-am.com/interview-what-to-expect-from-equity-markets/

Interview: What to expect from equity markets
Paul Severin

© (c) Unsplash
We have met with Peter Szopo, Chief Equity Strategist with Erste Asset Management,  to ask him about the current situation on the capital markets and the positioning of the flagship
products ERSTE STOCK GLOBAL and ERSTE FUTURE INVEST.

The stock exchanges have clearly bounced back from their lows on 23 March. Should investors wait for a correction and then buy, or is it advisable to
largely stay away from equities altogether for the time being?

It is impossible to forecast short-term market cycles systematically, i.e. with any significant degree of certainty. The index of the US technology stock exchange Nasdaq for example is back
at its beginning-of-the-year level, which one would not have necessarily expected.

The current uncertainties about the further development of the covid pandemic and about the way companies and consumers are going to react to the loosening of restrictions are
significant. The smartest strategy is still to stick to regular investments in the equity market via fund savings plans. This approach spreads the purchase price across a diverse set of market
phases and allows the investor to benefit from rising prices in the long term.

At what point will the markets have stabilised enough for cautious and conservative investors to be able to enter the stock market?

The volatility in the stock market is still high and will remain elevated in the coming months. The optimal moment to invest is hard to pinpoint without the proverbial crystal ball, but regular
investments in the equity market ensure that the investor benefits from rising prices.

In the medium term, once the economy is recovering from the shock and company earnings are on the rise again, the outlook for equities remains positive. Given the currently low interest
rates, we expect equities to remain the most attractive asset class over the coming three to five years.

Investors are not the only ones to wait for a vaccine against the corona virus What sort of weighting do pharmaceutical shares command in the portfolio?

US equities in general as well as pharmaceutical companies from the USA and other markets account for a significant portion of the assets that we hold in our global portfolios.

In the Erste Stock Global fund for example, i.e. our most important global equity product, pharmaceutical and medtech companies account for about a fifth of assets under management. Our
positions include industry giants such as Abbott Laboratories and Thermo Fisher Scientific.

However, I do not want to highlight individual companies here. The crucial issue is to follow a strategy of diversification by therapy field and between mature pharmaceutical companies with
a broad drug portfolio and specialized research companies such as Novo Nordisk, which are involved in R&D in specific, promising pharmaceutical fields. Companies in the medtech space
complement the portfolio.

How important is the US stock exchange in a global equity portfolio?

The US stock exchange is of course an important market for any global equity fund. The Erste Stock Global fund, which has been successfully managed for years by Andreas Rieger, the
EAM specialist for global equity portfolios, currently holds more than 60% of its assets in the USA. The focus is on quality stocks with above-average growth prospects. Among the
companies held are technology companies like Alphabet and Microsoft, online retailers such as Amazon and Alibaba Group as well as well-known and amazing consumer goods
manufacturers such as Nike.

Diversification is key in every equity portfolio. That is diversification across sectors and regions, and between large companies and medium-sized, sometimes less well-known companies
that have successfully claimed a niche market. Particularly among the latter, one can find companies that are also attractive from an ESG perspective, i.e. that do well in an environmental,
social, and governance context.
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We often see the advice to buy companies that pay large dividends. However, given the current crisis, many companies have stopped paying out
dividends altogether.

The ability and willingness of companies to let the shareholders participate in their profits by distributing dividends will remain an important criterion. The current, politically motivated
turbulences should not be overstated.

It is important to hold companies in the portfolio whose business model is not based on permanent governmental intervention or subsidies. Dividends that have been generated by a
company’s operating business will continue to exist, and they will, like before, play a certain role in the selection process for our funds.

I have noticed that the equity funds of Erste Asset Management have been on the decline largely in line with the big equity indices due to the corona
crisis. Why did the fund managers not react in time and switch investments?

Particularly during volatile market periods, the correlation between stocks tends to increase significantly. This means that the massive price moves pretty much affect all stocks and sub-
segments. It is impossible to fully escape the market turbulences. That being said, the focus on quality stocks, i.e. on companies with solid balance sheet structure and good profitability has
so far had positive impact, especially during this crisis.

Despite all the market turmoil, the Erste Stock Techno fund has been positive in the year to date and has outperformed the equity segment in which it invests. Erste Stock Global and Erste
Future Invest have lost significantly less than the overall market would have suggested in the year to date as well. This is quite a solid achievement in such a turbulent phase, and it confirms
that the right selection of stocks and the portfolio construction support the active management of risk.

 

This document is an advertisement. Unless indicated otherwise, source: Erste Asset Management GmbH. The language of communication of the sales offices is German and the languages of communication of the
Management Company also include English.

The prospectus for UCITS funds (including any amendments) is prepared and published in accordance with the provisions of the InvFG 2011 as amended. Information for Investors pursuant to § 21 AIFMG is
prepared for the alternative investment funds (AIF) administered by Erste Asset Management GmbH pursuant to the provisions of the AIFMG in conjunction with the InvFG 2011.

The currently valid versions of the prospectus, the Information for Investors pursuant to § 21 AIFMG, and the key information document can be found on the website www.erste-am.com under “Mandatory
publications” and can be obtained free of charge by interested investors at the offices of the Management Company and at the offices of the depositary bank. The exact date of the most recent publication of the
prospectus, the languages in which the key information document is available, and any other locations where the documents can be obtained are indicated on the website www.erste-am.com. A summary of the
investor rights is available in German and English on the website www.erste-am.com/investor-rights and can also be obtained from the Management Company.

The Management Company can decide to suspend the provisions it has taken for the sale of unit certificates in other countries in accordance with the regulatory requirements.

Note: You are about to purchase a product that may be difficult to understand. We recommend that you read the indicated fund documents before making an investment decision. In addition to the locations listed
above, you can obtain these documents free of charge at the offices of the referring Sparkassen bank and the offices of Erste Bank der oesterreichischen Sparkassen AG. You can also access these documents
electronically at www.erste-am.com.

N.B.: The performance scenarios listed in the key information document are based on a calculation method that is specified in an EU regulation. The future market development cannot be accurately predicted. The
depicted performance scenarios merely present potential earnings, but are based on the earnings in the recent past. The actual earnings may be lower than indicated. Our analyses and conclusions are general in
nature and do not take into account the individual characteristics of our investors in terms of earnings, taxation, experience and knowledge, investment objective, financial position, capacity for loss, and risk tolerance.

Please note: Past performance is not a reliable indicator of the future performance of a fund. Investments in securities entail risks in addition to the opportunities presented here. The value of units and their earnings
can rise and fall. Changes in exchange rates can also have a positive or negative effect on the value of an investment. For this reason, you may receive less than your originally invested amount when you redeem
your units. Persons who are interested in purchasing units in investment funds are advised to read the current fund prospectus(es) and the Information for Investors pursuant to § 21 AIFMG, especially the risk
notices they contain, before making an investment decision. If the fund currency is different than the investor’s home currency, changes in the relevant exchange rate can positively or negatively influence the value of
the investment and the amount of the costs associated with the fund in the home currency.

We are not permitted to directly or indirectly offer, sell, transfer, or deliver this financial product to natural or legal persons whose place of residence or domicile is located in a country where this is legally prohibited. In
this case, we may not provide any product information, either.

Please consult the corresponding information in the fund prospectus and the Information for Investors pursuant to § 21 AIFMG for restrictions on the sale of the fund to American or Russian citizens.

It is expressly noted that this communication does not provide any investment recommendations, but only expresses our current market assessment. Thus, this communication is not a substitute for investment
advice, does not take into account the legal regulations aimed at promoting the independence of financial analyses, and is not subject to a prohibition on trading following the distribution of financial analyses.

This document does not represent a sales activity of the Management Company and therefore may not be construed as an offer for the purchase or sale of financial or investment instruments.

Erste Asset Management GmbH is affiliated with the referring Sparkassen banks and Erste Bank.

Please also read the “Information about us and our securities services” published by your bank.
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