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Monthly outlook — October

Adam Halbéka — Practical asset management: do it yoself, or entrust it to a pro

Last month was the best September in the histotigeofUS stock market since 1939, as the S&P50Xinde
rose by 8.9% after an August that had, by contrasied out to be the worst period in 30 years. Stege-
price movements point to a high degree of high tilitla however, the US index remained within the
previously established band until the end of thentmowhen it managed an upward surge, giving an
impetus to those of the emerging market equitias were already breaking their earlier recordsylaith
India (11%) and Turkey (10%) stood out the most timhe.

The other emerging markets, however, were onlyattarised by restrained optimism, as Europe (+1.5%)
continues to be held back by the economic problemthe PIGS group of countries, while in Japan
(+3.1%) it was only the central bank's currencykaaintervention to curb the strengthening of tea y
that gave any reason to be optimistic. (All yieddls stated in their respective currencies. Dubedbt10%
strengthening of the forint, the yields expressethe Hungarian currency do not fully reflect thereases
that took place in the stock markets.)

On the macro front the outlook remains mixed, tp thee least; the European Commission is expecting a
greater economic upturn in the eurozone than esipusly published prediction, and the Swiss céntra
bank is counting on 2.5% growth in the Alpine courihis year. Meanwhile the European Central Bank
had to intervene in the Irish government securitiesket after the yield on Irish long-term bondseeded
that of its German counterpart by 390 points, dmel €DS level soared to an all-time high. In more
worrying news for investors, the Irish Republiglsahce minister has said that this year's budgitite
could amount to more than 30% of GDP.

In the second half of the month the Japanese ¢dydark commenced measures aimed at weakening its
domestic currency, in an attempt to stem the lestgldished upward trend in the value of the yemrder
to boost the profitability of exporters, which @@ important to the economy.

So how should we invest in an environment wherevir@us countries, competing with each other by
devaluing their own currencies, attempt to increthgequantity of money in circulation, and where th
average yields on bonds no longer represents ttrefdable” return to which savers had previousknbe
accustomed?

| would like to help out small investors by offegim few practical tips, and outline a cost-effextand
rational solution for those who would like to emtralmost all of their investment decisions to asea
manager.

Many small investors take an active interest in guestion of how to grow their savings. They are
constantly seeking opportunities to achieve sulisieasset growth at a low risk. | have some basser
them, however: there are no such solutions.

As soon as investors give up their search for tHely Grail” and start to take a realistic view dfet
opportunities available, the real process of cngatialue can begin. The following, practical steyps
intended for those small investors who would lik&kbhow how a substantial proportion of private bagk
portfolio recommendations and reviews are made.

It is important that instead of setting targetsangldhe lines of “I would like to achieve a 70-80&&urn”,
investors should ask themselves a few questionshyhithough they may seem almost self-evidengnoft
go unanswered, such as:
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1. How much money would | like to invest, over whaméi period and in which currency, so that my
solvency is not endangered over the given investimatizon?

2. How much of a risk am | prepared to take?

3. Do | need to retain the option of immediately ld@iing my investment at any time, or am |
prepared to maintain my position until the endhef investment horizon?

4. Am | an experienced investor, and do | have the timconstantly monitor the markets and make
properly researched decisions?

Answering the above questions can sometimes belesinfut at other times can cause serious
consternation. | think that deciding on the investinhorizon is a simple matter; however, investins't
devote enough time to assessing their appetitasior A simple game can help with this. Let's shgre’s

a prize draw in which there are two possible outesmeach with a 50% likelihood of occurring. The
competitor will either win HUF 5 million, or will @t win anything. How much money would you be
prepared to pay to enter the competition? Obviqulg size of the prize should be matched to your
particular asset situation, since it is only passib measure risk tolerance by setting the apatgpstakes
and loss threshold. The fair value of the competiis 0.5*5 million, which amounts to HUF 2.5 nrolfi.

An investor who is only prepared to pay much Iésstthis in order to participate can most probdigy
categorised as risk-averse. On the other handyastor who is prepared to pay more would be rated
having greater-than-average appetite for risk.

Similarly to the professional managers of investiniends, it is advisable to take a purposeful apphoto

your portfolio investments, selecting a referenndek that suits your risk and investment horizon
preferences, and following a predetermined setutést in order to minimise the chances of making
emotionally-based decisions. This is where the Engame above shows its true benefit: risk-averse
investors are best advised to overweight bondsilgesavd to select a low proportion of shares artteot
risky assets for the benchmark, while the riskrem¢tend to prefer a higher equity and lower fikgacbme
exposure. Since the majority of savers are notegsdbnal asset managers, saving through investment
funds could represent the most obvious solutiorttfem.

Let's assume that a moderately risk-tolerant iraregtith no financial qualifications wishes to invdss
forint savings through investment funds over a &ryeorizon, in the following breakdown: 20% RMAX
Index (Hungarian short bond index, high liquidit$N% MAX Index (Hungarian bonds with a maturity of
more than one year), 30% absolute yield instrume2® CETOP20 Index (Central European share
index).

Sample portfolio:

MAX Index Absolut return
30% 30%

RMAX Index CETOP20 Index
20% 20%
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As the next step, it is worth taking a look at tations available in the domestic investment fund
management market and purchasing collective ingnisrwith a similar benchmark, taking into

consideration the ratios that you have determinad yburself, and also bearing in mind that the
distributor's initial commission could be a facttivat detracts — possibly substantially — from the
performance achieved by the fund. From the perseof risk management it is advisable to set upp's
loss” rules for the various asset classes, a ggathple of this being the liquidation and reinvegimef
shares in the event of a 10% drop in value.

Throughout the term of the investment it is semsitdl regularly review the portfolio, for which | rca
recommend two simple methods. When reviewing simaéstors’ portfolios, to fine-tune the weights of
the reference indices we use either the constaigtiver the portfolio insurance method. The holdofg
constant-weighted assets simply means that yowreeshe original portfolio weights at each regular
review of the investments; in other words you sealiny profits, and in the case of assets that loave
weight, you treat the fall in price as an opportyind buy. The advantage of this method is thanibles
the simple, regular realisation of profit, and ppisthe investor to buy assets that have come ssdler
pressure.

Portfolio insurance works in precisely the oppogitgy, as it involves increasing, in a predetermiexignt
(e.g. 2%) the weight of those asset classes tleatiging in price, while gradually reducing the gl of
the bad performers in the portfolio, at the sante. ®ortfolio insurance is a trend-following stgteand
as such it works best in markets that display ardlendency in one direction or another.

The good news for those who would also like to wesitthe steps described above to a professional ass
manager is that AEGON Fund Management’'s produdedncludes an investment fund with moderate
risk characteristics (AEGON Smart Money Investmiéand of Funds), one the best features of which is
that it performs the necessary reinvestments daagt a monthly basis, in the light of the givenrkea
changes and events. In other words, in times afrdavourable equities market, it prefers absolugddy
instruments, while in a bull market it increases theight of shares and, selecting the most promisin
regions, makes it possible to achieve a highedyikldoes this by switching between investmendfyn
while maintaining a high level of diversificationdcost efficiency.

Prepared by AEGON Global Asset Management / AAM CEE

Adam Halbka — Investment expert

All information contained in this document is intlerdl for information purposes only. AEGON Global éts&lanagement /
AAM CEE accepts no responsibility for any investmelgcisions made on the basis of this publicatiod for the
consequences of such decisions, nor for any pessitirtcomings or inaccuracies in the data indb@ument.



