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Prague, 4 Jan. 2021 Financial Markets Focus on Outcomes of U.S. Senate Elections
and Future Corporate Results

The just passed year was very demanding for the financial markets. The Corona virus
Pandemic hit almost all market segments; we witnessed major drops both as regards
equities and corporate bonds, in particular, in the first quarter of the past year. The
situation required unprecedented responses from the central banks in the form of
reductions of interest rates and supplies of new liquidity. Also fiscal incentives offered by
individual governments and – last but not least – the development and approval of a
new vaccine, have been of great help. The equity markets responded by calming down
and a subsequent growth.

The best monitored S&P 500 Index gained a strong +16.2 percent in respect of the
whole year. On the other hand, the Czech PX Index, for example, failed to wipe off its
year-round losses and it ended up with a drop of -8.6 percent; a similar result was
recorded by the European Euro Stoxx 50, with a decline of -5.8 percent.

Among sectors, the best performance was recorded in the course of the past year by
technologies (+42 percent), the consumer durables sector (+28.2 percent) and the
materials sector (+17.9 percent). On the contrary, energies (-36.9 percent), the financial
sector (-4.2 percent), and utilities-infrastructure (-2.9 percent) ranked among the worst
performing sectors. The VIX Volatility Index exceeded the value of 80 in March,
however, it dropped to the value of 23 towards the end of the year (the ten-year
average amounts approximately to 19.5), which indicates a substantial calming down
of the markets.

Investors will follow again, among other things, corporate economic results for the
previous year, to be published in the course of January 2021. Expectations have it that
profits generated by the firms belonging to the S&P 500 Index will plunge in aggregate
by -13.6 percent, y/y, and that revenues would drop by -1.8 percent, y/y, as regards
the entire last year. On the other hand, aggregated profits of the companies listed in the
S&P 500 Index will grow by 22.1 percent, y/y, in 2021, and revenues will increase by
7.9 percent, y/y. At the same time, analysts expect potential rotations of sectors since
higher growth in cyclical sector profits and a slightly steeper yield curve are expected.
Currently, yields of sovereign bonds remain very low (e.g., the 5-year Czech state debt
bears 0.66 percent, p.a., and the figure stands at 0.36 percent, p.a., in the U.S.A.; in
the Euro area, these yields are even negative.

The anticipated P/E of 22.1 over the next 12 month is higher for the S&P 500 Index
than its five-year average of 17.4 (Source: FactSet). Although the yield of the U.S. ten-
year sovereign bond has improved to approximately 0.92 percent, its value remain low,
which in turn encourages the equity markets.
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The markets see it as a risk should the Republicans fail to win in the Senate election in Georgia held on 5 January
2021. A potential increase in corporate taxes, higher business regulation, and a consequent slowdown in the U.S.
economic growth, could have a negative impact on stock markets. Yet another risk for the equity markets and
corporate bond markets has still been viewed in slow distribution of sufficient quantities of the Corona virus vaccine
or the rift in the U.S.-China trade relations.

Our funds entered the tranquil close of the otherwise very turbulent year 2020 more than successfully. This was
mainly thanks to the positive development in the global equity markets, whereas almost all stock markets that we
have monitored closed their trading higher than in November (also very successful). Our revised investment strategy
also brought positive points, when the share component was increased at the expense of bonds several times in
2020. When boosting the equity component, in addition to broader equity indices where we prefer cyclical
companies from the U.S.A. and South East Asia, we also focused on more specific investment topics. For example,
on areas that may participate in the gradual ‘return to normal’ following the approval of the Covid-19 vaccines, or
on sectors that may benefit significantly from the U.S. presidential change. Therefore, we purchased, for example,
U.S. airlines or shares in companies benefiting from the development of alternative energy sources. In addition to
these purchases, we can also mention active trading despite the otherwise quiet last month of the year. More such
trading took place, for example, in respect of Russian shares, where price movements in excess of 10 percent were
no exceptions in December. As regards the bond portions of our portfolios, investments in high-quality U.S.
corporate bonds were preferred, as well as in U.S. government bonds, which can participate in the growth of local
inflation.

We wish you a successful start in New Year 2021!

For the Asset Management team

Michal Ondruška
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Summary of Investment Strategies:

Tactical Allocation
Equity overweighed in portfolios

Current 3M outlook

Min Max Min Max

Interest Rate Risk
Average bond maturities (Duration)

Current 3M outlook

Min Max Min Max

Credit Risk
Portions of, e.g., corporate bonds

Current 3M outlook

Min Max Min Max

Currency Risk
Unsecured positions in foreign currencies

Current 3M outlook

Min Max Min Max

Source: Raiffeisenbank, a.s., Asset Management, data valid as of 4 January 2021.



Raiffeisenbank a.s. Hvězdova 1716/2b, PO box 64, 140 78 Praha 4, tel.: +420 234 401 111, fax: +420 234 402 111,
e-mail: info@rb.cz, www.rb.cz, IČ: 49240901, zapsaná v obchodním rejstříku vedeném Městským soudem v Praze, oddíl B, vložka 2051

NOTICE
All opinions, information, and any other facts and figures contained in the present document are
solely for reference purposes, not binding, and they represent the opinions of Raiffeisenbank a.s.
(“RB”). Information and figures related to movements recorded in capital markets and presented
in connection with the provision of client asset management services and contained in the
present document have been based on publicly available sources and on information or data
published by such rating agencies as Reuters, Bloomberg, FactSet, etc. The present document is
not a solicitation of purchase or sale of any financial assets or any other financial instruments.
Prior to adopting any investment decisions, it is the responsibility of each investor to perform a
search of detailed information about the envisaged investment or trade. RB shall not be liable for
any loss or damage or lost profit caused to any third parties by making use of any information
and data contained in the present document. Raiffeisenbank a.s. wishes to point out that the
provision of client asset management services contains a number of risk factors, which may
affect either return on or loss of such investments. Investments do not represent bank deposits
and they are not insured under the Deposit Insurance Fund. The higher the expected yields, the
higher the potential risks. The duration of investments affects the level of risk. Yields also fluctuate
due to exchange rate fluctuations. The value of invested amounts and related yields may rise or
fall, while full return on the originally invested sum is not guaranteed. Past or anticipated
performance does not guarantee future performances. Due to unforeseen fluctuations and
development on financial markets and risks inherent in investment instruments, the investment
goals pre-determined by clients need not be achieved. Any yields from such investments shall be
reduced by rewards and expenses of Raiffeisenbank a.s. as agreed in the contractual
documentation, and/or rewards and fees listed in the Raiffeisenbank a.s. price-list. Taxation of
the client’s assets always depends on the client’s personal circumstances and it may change.
Raiffeisenbank a.s. does not offer tax advices and therefore any liabilities associated with the
tax consequences of investing in bonds remain in full up to the client. Investment services shall
not be offered to clients defined as U.S. persons.

Information about Raiffeisenbank a.s.
The document has been drafted by Raiffeisenbank a.s., with registered office at Hvězdova
1716/2b, Praha 4, Registration number (IČO): 49240901, incorporated in the Companies
Register administered by the Municipal Court in Prague, Section B, File no. 2051.
Raiffeisenbank a.s. has been supervised by the Czech National Bank.
The information has been valid as of 4 January 2021. This information may be modified in future
and RB shall not be required to inform any recipients of the present document about such
modifications.
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