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Not so Mellow Yellow

After the “bonnets rouges” in 2013, France has experienced another of its periodic bouts of violent, if
colourful, protests with the recent “gilets jaunes” movement. Although the initial trigger was again linked to
vehicle transport — the “écotaxe” arches five years ago and the increases in fuel taxes in 2018 — this year's
movement quickly evolved into a broad protest against declining living standards and ever-higher taxes
(left-hand chart).

Faced with pitched battles between police and protesters in major cities and roadblocks around
commercial centers and refineries, the French goverment switched tack. First, the hikes in fuel duties
were postponed for six months. Then, Emmanuel Macron announced on December 10 a series of
measures designed to address the protesters’ demands and reduce tensions.

These included a 6% increase in the minimum wage, fully financed by the State; the cancellation of the
planned increase in social security contributions for the poorest pensioners; and tax exemptions for
overtime hours and 2018 year-end bonuses. These boosts to household purchasing power will be
financed in part by the postponement of planned cuts to corporate taxes. However, President Macron
decided to hold the course on other reforms — the partial repeal of the wealth tax and the reduction in
capital gains taxes, for example.

Our economists calculate that these measures will cost around €10 billion, adding around 0.5 percentage
point (pp) to France’s deficit to GDP ratio. This is likely to take the deficit over the 3% threshold enshrined
in the Maastricht Treaty, an uncomfortably high level given recent tensions with the European Commission
over ltaly's (lower) planned budget deficit. However, the spike in the deficit should only be temporary —
2019 will see a tax credit replaced by permanent cuts to social security contributions, a one-off factor
adding 0.8pp to next year's deficit.

Provided that the protests die down, the impact on growth should be limited. On the one hand, INSEE
(French official statistics institution) has cut its Q4 GDP growth forecast from 0.4% to 0.2% QoQ. On the
other, our economists suggest that the concessions, combined with the recent decline in oll prices, could
boost household purchasing power by 0.9pp next year, the fastest pace in ten years. And as the
measures target lower-income families — which spend a higher proportion of income than others —
household spending is expected to benefit. In all, the fiscal slippage should bolster next year's growth by
around 0.2pp.

Putting it all together. For now, Macron's reforms remain on track despite the hit to credibility. The gap in
yields between French and German government bonds has widened by 10 basis points since end
September. However, the relationship between French debt and its neighbours (75% Germany, 25% ltaly
and Spain) continues to hold, as shown on the right-hand chart.

France has the highest tax burden in the OECD

Tax revenue in % of GDP (2017)
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France: 75% core + 25% periphery?
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This week and next

% e Eurozone inflation was revised down from 2.0% to 1.9% YoY in % e Consumer price inflation slowed to 2.3% in November from 2.4% in
8 November after October's 2.2%, the highest since 2012. Core 8 QOctober, while core readings dropped to 1.8% from 1.9%. Headline
% inflation dropped to 1% from 1.1% in October, in line with flash % prices hit a 20-month low on a sharp fall in oll prices.
i . a)
estimates. I e UK retall sales rose 3.6% YoY in November versus 2.0% expected,
e ECB confirmed the end of the asset purchase programme this % while core retall sales also rose 3.8% in November from October's
month, highlighting “continuing confidence but increasing caution” 2.7%.
as macro risks are tilted to the downside. e The Bank of England (BoE) kept the benchmark rate unchanged at
e Germany's Ifo Business Climate Index dropped to 101 in December 0.75% as consumer demand and business investment were likely to
from 102 in November, the lowest level in over two years. have suffered amid Brexit uncertainty.
Next week's key events Per.  Prev. Cons. No key events next week Per. Prev.  Cons.
28 Dec Germany: Inflation rate YoY Dec 23% 1.9%

@ e The New York Fed’'s Empire State manufacturing index fell to 10.9 E_EUJ) e Japan's export growth slowed to 0.1% YoY in November from
% in December from 23.3 in the previous month. That is the lowest = 82% in October, as shipments to the US and China weakened
- level since May 2017, and the biggest decline since May 2016. 8 sharply amid trade war tensions.
O
E e The US current account deficit climbed to a 10-year high in Q3 at ¢ The Bank of Japan (BoJ) kept policy unchanged, maintaining that
- $124.8bn, up from $101.2bn in Q2 as growth remains strong. % economic expansion remains steady despite the US/China trade
o
o The Federal Reserve hiked Fed Funds by 25 basis points (op) to a % war.
range of 2.25% to 2.5% on Wednesday, much as expected. ﬁ e Unemployment in Turkey continued to rise, hiting 11.4% in
10-year vields tumbled further to 2.76% from 2.82%. % September in the aftermath of August's sell-off.
<
Next week's key events Per.  Prev. Cons. Next week's key events Per,  Prev. Cons.
27 Dec  Consumer Confidence Dec 1357 133.6 28 Dec Japan Retail trade YoY Nov 35% 2.1%
27 Dec  New Home sales Nov 544k 567k 28 Dec Japan Jobless Rate Nov 2.4% 2.4%

Sources: Datastream, Bloomberg, 21 December 2018, 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 3-month targets for currencies and commodities

Thursday close 3mth target

EUR/USD 1.14 112

GBP/USD 1.27 108 No changes made to our
3-month targets this week.

EUR/CHFE 1.13 112

USD/JPY 111 112

Brent $54.9 65

Gold $1258/once 1220

Past performance should not be seen as a guarantee of future returns.
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Question time

Past performance should not be seen as a guarantee of future returns.

SPAIN — THE CURRENT PICTURE

A look at macro-economics, public finances and
Spanish equities

What is the current macro-economic picture in Spain?

The Spanish economy has been resilient this year despite slower
growth in the eurozone. The country has addressed its imbalances
and achieved (a) gains in competitiveness, (b) steady decline in
unemployment over the past five years, (c) deleveraging of both the
private and financial sectors, and (d) a lower rate of non-performing
loans. Economic growth has expanded at a sustained pace over the
past three years. Real GDP growth printed at 2.5% YoY in Q3 2018,
while core inflation remains moderate (1% YoY in October). Growth
drivers are far more diversified than in the past when the economy
was mostly driven by real estate and construction — exports and
services are now significant contributors to the economic expansion.
Thanks to improved wage competitiveness, export growth has been
solid and the current account has moved from deficit to surplus, at
around 1.2% of GDP in 2018. However, Spain's ratio of trade to GDP
remains lower than in France and Germany, making it is less
vulnerable to trade tensions.

What about public finances?

Spain has gradually reduced its deficit over the past decade.
According to European Commission forecasts, the public deficit
should fall from 2.7% to 2.0% of GDP in 2019, and public debt is
now close to the eurozone average at 97% of GDP.
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Could you give us your views on Spanish equities”?

Despite a supportive economic background, the Spanish equity
market has trended lower this year, down -9.4% year-to-date* (YTD),
roughly in line with the Euro Stoxx. The main culprit is the heavyweight
Banking sector (29% of total market capitalisation) which has dropped
23.7% YTD*. Bank stocks have been weak across the Eurozone, but
Spain faces some specific worries — Spanish banks have high
exposure to Turkey, and have suffered as ltaly's woes have revived
worries about banking stability in the periphery.

Nevertheless, the IBEX 35 index has outperformed the German and
ltalian indices, as it is less exposed to the ongoing trade war than the
others. For example, the Automobile and Metals & Mining sectors
account for less than 2% of total market capitalisation, compared to
13.2% for the DAX, 11.8% for the FTSE MIB or 5% for the CAC 40.

In coming months, the banking sector could remain a significant
hurdle for the Spanish equity market. However, heavyweight
exposure to several defensive sectors (Utilities and Communications
services) may provide some support despite the global economic
slowdown.

*Source.! Bloomberg, as of 19 December 2018
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Market performance

Past performance should not be seen as a guarantee of future retumns.

Interest rates Last 1wk smth YD 12mth  Govemment bonds® Twk 3mth YD 12mth
EONA (EUR) -36bp Obp = 0 bp -2 bp -1 bp United States (3-7yr) 05% ® 21% 07% 10%
3mth Euribor (EUR) -31bp Obp = 1 bp 2 bp 2 bp United Kingdom (3-7yr) 01% = 16% 08% 11%
3mth Libor (USD) 282bp 4bp A 46bp 113bp 117 bp Germany (3-7yr) 01% ® 08% 09% 07%
3mth Libor (GBP) 91bp 1bp == 10bp 39bp 39bp Japan (3-7yr) 01% = 04% 02% 02%
10-year US Treasury bond  279bp -12bp % -29bp 38bp 29 bp
10-year German bond 23bp -5bp ® 25bp -19bp -17bp Equities” Last 1wk 3mth YD 12mth
10-year French bond 68bp -5bp & -12bp -11bp -7bp MSCI AC World 451 53% ¥ -1839% -100% -94%
10-year UK bond 127bp -8bp # -32bp 8bp 1 bp Eurostoxx 50 3000 -35% ® -114% -11.83% -125%
DAX 10,611 -29% & -1839% -17.9% -188%
Credit Twk 3mth YD 12mth CAC 40 4692 -40% % -185% -87% -94%
BAML EURO Corp. IG 02% 4 -06% -11% -1.3% S&P 500 2467 -69% ¥ -1564% -59% -6.1%
BAML EURO Corp HY -02% % -38% -35% -34% FTSE 100 6,712 24% % 82% -90% -7.0%
BAML GBP Corp IG 03% ® 01% -20% -1.4% SMI 8414 -45% % -65% -72% -65%
BAML US IG 06% ® 02% -23% -1.5% Topix 1517 -62% % -144% -148% -149%
BAML US HY 22% ¥ -44% -21% -19% IBOV Brazil 85269 -29% ¥ 92% 116% 162%
JPM Global EM Sov. Plus 03% & -04% -53% -50% MICEX Russia * 238 -11% & -20% 115% 11.9%
MSCI EM 960 26% % -72% -149% -129%
Exchange rates Last Twk 3mth YTD 12mth SENSEX 30 India 36,432 14% #® -1.7% 91% 92%
EUR/USD 114 07% ® -28% -47% -36% Hang Seng (H-K) 25624 -34% % 65% -113% -92%
EUR/CHF 113 01% = 01% -834% -35% Shanghai Com posite 25636 37% % -71% -2833% -229%
GBP/USD 127 00% = -46% -63% -54%
USD/JPY 11 21% ¥ 11% -12% -1.9% Commodities Last Twk 3mth  YTD  12mth
USD/BRL 38 -13% % -58% 160% 16.5% Brent $55 94% % -302% -176% -148%
USD/CNY 689 01% = 06% 58% 4.7% Gold $1268 12% ® 45% -35% -05%
USD/RUB 683 32% 4 30% 185% 16.4% Silver $147 -083% ¥ 35% -1834% -91%

Source: DataStream, on 20/12/2018. 1wk = 1-week change, 3mth = 3-month change, 12mth = 12-month change, YTD = year-to-date change,
YoY = year-on-year change, BAML = Bank of America Merrill Lynch, JPM = JP Morgan, IG = Investment Grade, EM = emerging markets. * Price
return for MICEX equity index. Equities; total return in local currency. Government bonds = 3-7 year returns. Figures are rounded.
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Important information

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 SW1Y 4JU. Societe Generale Private Banking is a division
of the Societe 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” and “Kleinwort Hamboros” brands, and which
distribute this document.

Important Information

This document is provided for information purposes only. It does not constitute and under no circumstances should it be considered in whole or in part as an
offer, a solicitation, advice, a recommendation or a contract. It is intended to be used by the recipient only and may not be passed on or disclosed to any other
persons and/or in any jurisdiction that would render the distribution illegal.

Itis the responsibility of any person in possession of this document to inform himself or herself of and to observe all applicable laws and regulations of the relevant
jurisdictions. This document is in no way intended to be distributed in or into the United States of America nor directly or indirectly to any U.S. person.

Financial Promotion
This document is a financial promotion.

Advice

We offer restricted advice, which will be based on a imited analysis of different types of products which include (but are not limited to) financial instruments or
products linked to entiies in the Societe Generale Group.  We will advise and make a recommendation for you after we have assessed your needs. Please
speak to your Private Banker for details of the range of products on which we provide advice.

Legal, Tax and Accounting

The information in this document does not constitute legal, tax or accounting advice. A potential investor should seek independent tax advice (where
appropriate).

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. In order to read and understand the financial and economic information included in this
document, you will need o have knowledge and experience of financial markets. If this is not the case, please contact your advisor so that you no longer
receive the document. Unless you do this, we shall consider that you have the necessary skilis 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. 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 client will check your eligibility for an investment and whether it corresponds to your
investment profile.

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

General Waming

The present information may change with market fluctuations, and the information and views reflected in this document may change. The Societe Generale
Private Banking entities disclaim any responsibility for the updating or revising of this document. The document’s only aim is to offer information to investors,
who will take their investment decisions without relying solely on this document. The Societe Generale Private Banking entities disclaim all responsibility for
direct or indirect losses related to any use of this document or its content. The Societe Generale Private Banking entities do not offer no implicit or explicit
guarantees as to the accuracy or exhaustiveness of the information or as to the profitability 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 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 external advisors, on the condition they themselves respect this confidentiality undertaking). It may not be copied in whole or in part without
the prior written consent of the relevant Societe Generale Private Banking entity.

Specific wamings per jurisdiction

France: Unless otherwise expressly indicated, this document has been issued and distributed by Soclete Generale, a French bank authorised and supenvised by
the Autorité de Contréle Prudentiel et de Résolution, located at 61, rue Taitbout, 75436 Paris CEDEX 09 under the prudential supervision of the European Central
Bank (‘ECB"), and under the contral of the Autorité des Marchés Financiers ("AMF"). Societe Generale is also registered at ORIAS as an insurance intermediary
under the number 07 022 493 orias.fr. Societe Générale is a French Société Anonyme with its registered address at 29 boulevard Haussmann, 75009 Peris,
with a capital of EUR 1,009,897,173.75 on 11 December 2017 and unique identification number 552 120 222 R.C.S. Paris. Further details are avalable on
request or can be found at vww.privatebanking.societegenerale. i/,
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Belgium: This document has been distributed in Belgium by Société Générale Private Banking SA/NV, a Belgian credit institution according to Belgian law
and authorized and supervised by the National Bank of Belgium (“NBB”) and the Financial Senvices and Markets Authority (‘FSMA), and under the prudential
supervision of the European Central Bank- ECB. Société Générale Private Banking SA/NV s registered as an insurance broker at the FSMA under the
number 61033A. Société Générale Private Banking SA/NV has its registered address at 9000 Ghent, Kortriksesteenweg 302, registered at the RPM Ghent,
under the number VAT BE 0415.835.337. Further detalls are available on request or can be found at www.privatebanking.societegenerale.be.

Luxembourg: This document has been distributed in Luxembourg by Societe Generale Bank and Trust (“SGBT”), a credit institution which is authorised and
regulated by the Commission de Surveillance du Secteur Financier (*CSSF") under the prudential supervision of the European Central Bank (‘ECB"), and
whose head office is located at 11 avenue Emile Reuter — L 2420 Luxembourg. Further details are available on request or can be found at vwwwv.sobt.lu. No
investment decision whatsoever may result from solely reading this document. SGBT accepts no responsibility for the accuracy or otherwise of information
contained in this document. SGBT accepts no liability or otherwise in respect of actions taken by recipients on the basis of this document only and SGBT
does not hold itself out as providing any advice, particularly in relation to investment services. The opinions, views and forecasts expressed in this document
(including any attachments thereto) reflect the personal views of the author(s) and do not reflect the views of any other person or SGBT unless otherwise
mentioned. SGBT has neither verified nor independently analysed the information contained in this document. The CSSF has neither verified nor analysed the
information contained in this document.

Monaco: The present document has been distributed in Monaco by Société Générale Private Banking (Monaco) S.AM ., located 13-15 bld des Moulins,
98000 Monaco, Principality of Monaco, govemed by the Autorité de Contréle Prudentiel et de Résolution and the Commission de Controle des Activités
Financieres. The Financial products marketed in Monaco can be reserved for qualified investors in accordance with Law No. 1339 of 07/09/2007 and
Sovereign Ordinance No 1.285 of 10/09/2007. Further details are available upon request or on www.privatebanking.societegenerale.me.

Switzerland: This document has been communicated in Switzerland by Société Générale Private Banking (Suisse) SA (« SGPBS »), whose head office is
located at rue du Rhéne 8, CP 5022, CH-1211 Geneva 11. SGPBS is a bank authorized by the Swiss Financial Market Supenvisory Authority (‘FINMAY).
Further detalls are available on request or can be found at www.privatebanking.societegenerale.ch. This document (i) does not provide any opinion or
recommendation about a company or a security, or (i) has been prepared outside of Switzerland for the « Private banking ». Therefore, the Directives of the
Swiss Bankers Association (SBA) on the Independence of Financial Research do not apply to this document. This document has not been prepared by
SGPBS. SGPBS has neither verified nor independently analyzed the information contained in this document. SGPBS accepts no responsibility for the
accuracy or otherwise of information contained in this document. The opinions, views and forecasts expressed in this document reflect the personal views of
the relevant author(s) and shall not engage SGPB's liability. This document is not a prospectus within the meaning of articles 652a and 1156 of the Swiss
Code of Obligations. This document is issued by the following companies in the Kleinwort Hambros Group under the brand name Kleinwort Hambros:

United Kingdom: SG Kleinwort Hambros Bank Limited 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 SW1Y 4JU.

Jersey: SG Kleinwort Hambros Bank (Cl) Limited is regulated by the Jersey Financial Senvices Commission ("JFSC") for banking, investment, funds services
and money services business. The company is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK regulated
mortgage business. The firm reference number is 310344, The company is incorporated in Jersey under number 2693 and its registered address is PO Box
78, SG Hambros House, 18 Esplanade, St Helier, Jersey JE4 8PR. This document has not been authorised or reviewed by the JFSC or FCA.

Guemsey: SG Kleinwort Hamboros Bank (Cl) Limited — Guemsey Branch is regulated by the Guemsey Financial Services Commission ("GFSC") for banking,
investment and money senvices business and by the Jersey Financial Services Commission ("'JFSC") for banking, investment, fund services and money
senvices business. Its address is PO Box 6, Hambro House, St Julian's Avenue, St Peter Port, Guemsey, GY1 3AE. SG Kleinwort Hambros Bank (Cl) Limited
(including the branch) is also authorised and regulated by the UK Financial Conduct Authority ("FCA") in respect of UK regulated mortgage business. The firm
reference number is 310344. The company is incorporated in Jersey under numioer 2693 and its registered address is PO Box 78, SG Hambros House, 18
Esplanade, St Helier, Jersey JE4 8PR. This document has not been authorised or reviewed by the JFSC, GFSC or FCA.

Gibraltar: SG Kleinwort Hambros Bank (Gibraltar) Limited is authorised and regulated by the Gibraltar Financial Services Commission for the conduct of
panking, investment and insurance mediation business. The company is incorporated in Gibraltar under number 01294 and its registered address is 32 Line
Wall Road, Gibraltar. Kleinwort Hambros is part of Societe Generale Private Banking, which is part of the wealth management arm of the Societe Generale
Group. Societe Generale is a French Bank authorised in France by the Autorité de Contrdle Prudentiel et de Resolution, located at 61, rue Taitbout, 75436
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by the Financial Conduct Authority and the Prudential Regulation Authority.

Further information on the Kleinwort Hambros Group including additional legal and regulatory details can be found at: www.Kleinworthambros.com.
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