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Weekly Update

CO | EXTERNAL PUBLICATION

The UK’s Fiscal Exercise

Whereas the budget process in Washington seems to last most of the year, in London it is condensed into
two quite short speeches by the Chancellor of the Exchequer — the annual Budget in March and the
Autumn Statement in November. This week, Chancellor Hammond delivered his semi-annual set piece. It
provided some detailed insights into the outlook for the UK economy.

Much of the background is provided by the Office for Budget Responsibility (OBR), which was set up by
George Osbome in 2010 to provide an objective framework of projections and reports, independent from
any government influence. The OBR’s new forecasts suggest a worsening outlook for the UK economy
and its finances.

As shown in the left-hand chart below, the forecasts for real GDP growth have been revised down for this
year and for the next four years — in aggregate, this represents a potential loss of output amounting to
2.2% of UK GDP. In its report, the OBR underlines that this downgrade is due in large part to lower
population and productivity growth. It explains its expectations for the adult population with reference to
less inward migration and slightly higher mortality rates, and those for productivity in light of lower domestic
business investment and foreign direct investment.

The OBR's forecasts for borrowing are shown in the right-hand chart. The short-term outlook looks better
than in March, thanks in part to better-than-expected monthly tax revenues and spending. However, it is
also flattered by recent relaxation of government control over housing associations — this means that up to
£5bn of borrowing has been reclassified as private rather than public. Beyond 2018-2019, the outlook for
public borrowing worsens vis-a-vis the previous forecasts. In effect, Hammond has used some of the
headroom he had against the pledge to keep the deficit below 2% of GDP in 2020-2021 in order to boost
borrowing in coming years.

The increase in borrowing is designed to achieve a number of aims. First, the Chancellor plans a raft of
measures to support house-building — increasing planned spending by £15bn — in order to increase the
number of new homes to 300’000 per annum by 2025 versus 217’000 last year. Second, Hammond has
set an additional £3bn aside to finance preparation for Brexit. Also, he boosted the size of the national
productivity investment fund by £8bn and said it would last a year longer than initially planned.

In summary, this budget exercise keeps the UK’s public finances in line with most of the goverment’s
fiscal targets. However, it also paints a picture of an economy which looks set to underperform growth in
the eurozone over coming years. We continue to expect weakness in the currency and to see better
opportunities for equity investment elsewhere (see Tightening Our Focus).

GDP growth forecasts has been revised down for the five coming years
UK real GDP growth forecasts (2017 to 2022)

Beyond 2018-2019, public borrowing worsens vis-a-vis previous forecasts
UK public sector net borrowing forecasts (2017 to 2022)
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Weekly Update

This week and next
e The PMI confidence index rose from 55.7 to 56.7 in September,
beating expectations (55.6).

e The ZEW survey's “Expectations” component rose from 29.3 to
31.7 in September, pointing to stronger activity.

EUROZONE

e The consumer price index edged up from -0.5% to 0.3% MoM in
August but remained stable at 1.6% on a year-on-year basis over
the same period.

Next week's key events Per,  Prev.  Cons.
27 Sep M3 Money Supply (YoY) Aug  4,5%
28 Sep Consumer confidence Sep -1.2

e Industrial production slipped from 0.2% to -0.9% MoM in August
partly because of the hurricane Harvey.

o Building permits increased from -4.1% to 5.7% in August.
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e The leading index edged up from 0.3% to 0.4% in August,
suggesting solid activity ahead.

e The Philadelphia Fed business confidence index crept up from
18.9 10 23.8 in September.

Next week's key events Per.  Prev. Cons.
26 Sep  New home sales (Mol Aug -94%  51%
27 Sep  Pending home sales (MoM) Aug -08% -0,5%

24 November 2017

e In August, retail sales surged from 1.3% to 2.4% YoY, whie
expectations were for 1.1%. This is quite encouraging in a country
where consumption is such a big driver.

UNITED KINGDOM

Next week's key events Per.  Prev. Cons.
28 Sep Nationwide house Px (MolV) Sep  -0,1%

E_EUJJ e In Japan, exports increased more than expected, rising from 13.4%
E 10 18.4% in August. This was the fastest pace since November
8 2013. Imports increased by 15.2% in August but exports were ever
8 stronger, pushing the Japanese trade balance further in surplus
% (113.6 billion yen).
G e Taiwan, industrial production grew 3.25% YoY in August, above
é the 1.856% surveyed.
<
2
Next week's key events Per. Prev. Cons.
27 Sep Japan: Small business confidence Sep 49 --
27 Sep China: Industrial Profits (YoY) Aug 16.5%

Sources: Datastream, Bloomberg, 24 November 2017, Note: YoY = year-on-year; QoQ = quarter-on-quarter; MoM = month-on-month, P = preliminary figure, A = advanced figure, F = final figure,

seasonally adjusted, ECB = European Central Bank

Our 6-month targets

Thursday close O6mth target

%)
% EUR/USD 1.19 1.20
5 @BPUSD 1.33 1.28
=
% USD/RUB 58.4 60
< AUDMUSD 0.76 0.72
@ EURCHF 116 118
O We maintain our 6-month
pd
% USD/CNY 6.58 7. targets this week.
L USD/CAD 1.27 1.37
@)

USD/JPY 111 118

Brent $63.4 $55

Gold $1291 $1225

Forecast figures are not a reliable indicator of future performance
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Question time

Past performance should not been seen as a guarantee of future retums.

CURRENCIES
What is your view on EUR/USD?

24 November 2017

We remain constructive on the euro and slightly bearish dollar at 6 and
12 months.

Stronger global growth and receding or low inflation in many countries
should encourage investors to build long carry positions on high-yielding
currencies.

Also, dollar supports (a Fed rate hike in December, elusive hopes of a
tax reform) already seemed to be priced in. With moderate long-term
inflation expectations and recent disappointment on the wage front (US
hourly eamings decreased from 2.8% to 2.4% YoY in October), we see
no reason for US rate hike expectations to be revised up.

Interest rate differentials have been less of a driver for currency moves
these last twelve months. Relative valuation, macro momentum, and risk
sentiment have taken over during the recent period.

In the current context, the dollar looks slightly expensive and the euro
moderately cheap.
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Interest rates
EONA (EUR)

3mth Euribor (EUR)

3mth Libor (USD)

3mth Libor (GBP)

10-year US Treasury bond

10-year German bond
10-year French bond

10-year UK bond

Crediit

Last
-36 bp
-33 bp
146 bp
52 bp
232 bp
35 bp
55 bp

129 bp

BAML EURO Corp. IG
BAML EURO Corp HY

BAML GBP Corp IG

BAML US IG

BAML US HY

JPM Global EM Sov. Plus

Exchange rates Last
EUR/USD 1.19
EUR/CHF 1.16
GBP/USD 1.33
USD/JPY 11
USD/BRL 322
USD/CNY 6.58
USD/RUB 58.4
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Market performance

Past performance should not been seen as a guarantee of future retums.

Twk
0 bp
0 bp
3 bp
0 bp
-5 bp
-3 bp
-5 bp

-5 bp

Twk
0.1%
0.2%
0.5%
0.5%
0.4%

0.7%

Twk
0.7%
-0.6 %
0.9%
-1.6 %
-1.6%
-0.7 %

-2.1 %
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3mth
0 bp
0 bp
14 bp
24 bp
15 bp

4 bp

-13 bp

19 bp

3mth
0.7 %

1.5%

-0.8 %

0.7 %

1.4 %

1.0%

3mth

0.4 %

21 %

4.0%

20%

26%

-1.1%

-1.0%

YTD
-3 bp
-1 bp
46 bp
16 bp
-12 bp
24 bp
-14 bp

5 bp

YTD
2.7 %
6.8 %
4.0 %
6.0 %
7.0%

10.8 %

YTD
12.7 %
8.6 %
7.9%

-4.9 %

12mth
-1 bp
-2 bp
53 bp
12 bp
-3 bp
15 bp
-25 bp

-18 bp

12mth
3.4 %
9.0 %
7.0%
6.8 %
9.4 %

12.1 %

12mth
12.2%
8.4%
7.0%
-1.2%
-5.1%
-4.9%

-9.2%

Govemment bonds*
United States (3-7yr)
United Kingdom (3-7yr)

Germany (3-7yr)

Japan (3-7yr)

Equities™ Last
MSCI AC World 502
Eurostoxx 50 35672

DAX 13 009

CAC 40 5380

S&P 500 2 697

FTSE 100 7417

SMI 9316

Topix 1777

IBOV Brazil 74 487

MICEX Russia * 2149

MSCI EM 1162

SENSEX 30 India 33588

Hang Seng (H-K) 29708
Shanghai Com posite 852
Commodities Last
Brent $63

Gold $1 291

Silver $17.1
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0.2 %
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6.4 %

4.2%

6.9 %

5.4 %

6.8 %

1.2%

4.1 %

12.0%

5.7 %

9.7 %

7.5%

6.7 %

9.4 %

20%

YTD

1.6%

0.1 %

-0.6 %

0.1%

YTD

21.7 %

12.0%

13.3 %
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Important disclaimers

Kleinwort Hambros is the brand name of SG Kleinwort Hambros Bank Limited, which is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential
Regulation Authority. The firm reference number is 119250. The company is incorporated in England and Wales under number 964058 and its registered address is 5th Floor, 8 St James's Square, London SW1TY
4JU.

Societe Generale Private Banking is a division of the Societe Generale Group operating through its head office within Societe Generadle S.A. and its network (subsidiaries, branches or departments of Societe
Generale S.A.) located in the countries mentioned hereafter which use the “Societe Generale Private Banking” brand, and which distribute this document.

Societe Generale Private Banking is a division of the Soclete Generale Group operating through its head office within Societe Generale S.A. and its network (subsidiaries, branches or departments of Societe
Generale S.A.) located in the countries mentioned hereafter which use the “Societe Generale Private Banking” brand, and which distribute this document.

Subject of the document
This document has been prepared by experts of the Group Societe Generale, and more particularly of Societe Generale Private Banking division, to provide you with information relating to certain financial and
economic data. The names and functions of the people who prepared this document are indicated on the first pages of the document.

This document is non-independent research and is a marketing communication. It has not been prepared in accordance with legal requirements designed to promote the independence of investment research
and the investment service provider is not subject to any prohibition on dealing ahead of the dissemination of investment research.

In order to read and understand the financial and economic information included in this document, you wil need to have knowledge and experience of financial markets. If this is not the case, please contact your
advisor so that you no longer recelve the document. Unless you do this, we shall consider that you have the necessary skills to understand this document.

Please note that this document only aims to provide simple information to help you in your investment or disinvestment decisions, and that it does not constitute a personalised recommendation. You remain
responsible for the management of your assets, and you take your investment decisions freely. Moreover, the document may mention asset classes that are not authorised/marketed in certain countries, and/or
which might be reserved for certain categories of investors. Therefore, should you wish to make an investment, as the case may be and according to the applicable laws, your advisor within the Societe Generale
Private Banking entity of which you are a dlient wil check your eligibility for this investment and whether it comesponds to your investment profile.

Should you not wish to receive this document, please inform your private banker in wiiting, and he/she wil take the appropriate measures.

Conflicts of interest

This document contains the views of Societe Generale Private Banking's experts. Societe Generale Private Banking trading desks may trade, or have traded, as principal on the basis of the expert(s) views and
reports. In addition, Societe Generdle Private Banking's experts receive compensation based, in part, on the quality and accuracy of their analysis, client feedback, revenues of their entity of the Societe Generale
Group and competitive factors.

As a general matter, entities within the Societe Generale Group may make a market or act as a principal trader in securties referred to in this report, and can provide banking services to the companies mentioned in
that document, and to their subsidiary. Entities within the Societe Generale Group may from time to time deal in, profit from trading on, hold on a principal basis, or act advisers or brokers or bankers in relation to
securties, or dervatives thereof, or asset class(es) mentioned in this document.

Entiies within the Societe Generale Group may be represented on the supenvisory board or on the executive board of such persons, firms or entities.
Employees of the Societe Generale Group, or persons/entities connected to them, may from time to time have positions in or hold any of the investment products/ asset class(es) mentioned in this document.

Entties within the Societe Generale Group may acauire orfiquidate from time to time positions in the securties and/or underlying assets (including derivatives thereof) refered to herein, if any, or in any other asset,
and therefore any retum to prospective investor(s) may directly or indirectly be affected.

Entiies within the Societe Generale Group are under no obligation to disclose or take into account this document when advising or dealing with or on behalf of customers.

In addttion, Societe Generale Private Banking may issue other reports that are inconsistent with, and reach different conclusions from the information presented in this report and is under no obligation to ensure that
such other reports are brought to the attention of any recipient of this report.

Societe Generale Group maintains and operates effective organisational and administrative arrangerments taking all reasonable steps to identify, monitor and manage conficts of interest. To help the Societe
Generale Private Banking Enttities to do this, they have put in place a management of conflicts of interest policy designed to prevent confiicts of interest giving rise to a material risk of damage to the interests of
Societe Generale Private Barking's clients. For further information, Societe Generale Private Banking's clients can refer to the management of conflicts of interests policy, which was provided to them by the Soclete
Generale Private Banking entity of which they are dlients.

General Waming
This document, which is subject to modifications, is provided for information purposes only and has no legal value.

This material has been prepared for information purposes only and is not intended to provide investment advice nor any other investment service. The document does not constitute and under no circumstances
should it be considered in whole or in part as an offer, a personal recommendation or advice from any of the Societe Generale Private Banking entities, regarding investment in the asset classes mentioned therein.
The information in this document does not constitute legal, tax or accounting advice.

Some products and servicies might not be avalable in all Société Générale Private Banking entities. Their avallabiity in your jurisdiction may be restricted depending on local laws and tax regulations. You should be
aware that the investment to which this material relates may involve numerous risks. The amount of risk may vary but can expose you to a significant risk of losing all of your capital, including a potential unlimited loss.
Accordingly these products or services may be reserved only for a certain category of eligible investors such as those who are sophisticated and familiar with these types of investment and who understand the risks
involved. Also, they have to comply with the Société Générale Group Tax Code of Conduct. Furthermore, accessing some of these products, services and solutions might be subject to other eligibiity conditions.
Your private banker is avallable to discuss these products, services and solutions with you and to check if they can respond to your needs and are suitable for your investor profile.

Accordingly, before making an investment decision, a potentiel investor, as the case may be and according to the applicable laws, wil be questioned by his or her advisor within the Soclete Generale Private
Banking entity, of which the investor is a client, regarding his €ligibility for the envisaged investrment, and the compatibility of this investment with his investment profile and objectives. Before any investrment, the
potential investor should also consult his own independent financial, legal and tax advisers in order to obtain all the financial, legal and tax information which will allow him to appraise the characteristics and the risks
of the envisaged investment and the pertinence of the strategies discussed in this document, as well as the tax treatment of the investment, in the light of his own circumstances.

Prior to any investment, a potential investor must be aware of, understand and sign the related contractual and informative information, including documentation relating to risks. The potentia investor has to
remember that he should not base any investment decision and/or instructions solely on the basis of this document. Any investment may have tax consequences and it is important to bear in mind that the Societe
Generale Private Banking entities, do not provide tax advice. A potential investor should seek independent tax advice (where appropriate).

Investment in some of the asset classes described in this document may not be authorised in certain countries, or may be restricted to certain categories of investors. It is the responsibility of any person in
possession of this document to be aware of and to observe al applicable laws and regulations of relevant jurisdictions. This document is not intended to be distributed to people or in jurisdictions where such
distribution is restricted or illegal. It is not to be published or distributed in the United States of America and cannot be made avallable directly or indirectly in the United States of America or to any U.S. person.

The price and value of investments and the income derived from them can go down as well as up. Changes in inflation, interest rates and exchange rates may have adverse effects on the value, price and income
of investments issued in a different cumency from that of the client. The simulations and examples included in this document are provided for informational and flustration purposes alone. The present information
may change with market fluctuations, and the information and views reflected in this docurment may change. The Societe Generale Private Banking entities disclaim any responsioility for the updating or revising of
this document. The document’s only aim s to offer information to investors, who will take their investment decisions withot relying solely on this document. The Societe Generale Private Banking entities disclaim all
responsibiity for direct or indirect losses related to any use of this document or its content. The Societe Generale Private Banking entiies do not offer no implicit or explicit guarantees as to the accuracy or
exhaustivity of the information or as to the profitabity or performance of the asset classes, countries and markets concemed.

The historical data, information and opinions provided herein have been obtained from, or are based upon, extemal sources that the Societe Generale Private Banking entities believe to be reliable, but which have
not been independently verified. The Societe Generale Private Banking entities shall not be liable for the accuracy, relevance or exhaustiveness of this information. Information about past performance is not a guide
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to future performance and may not be repeated. Investment value is not guaranteed and the value of investments may fluctuate. Estimates of future performance are based on assumptions that may not be
realised.

This document is confidential. It is intended exclusively for the person to whom it is given, and may not be communicated or notified to any third party (with the exception of extemal advisors, on the condition they
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