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Another Lap

Our economic scenario

Growth across the developed world has registered a synchronized pick-up in activity this year and rising corporate
confidence augurs well for further expansion in 2018, Manufacturing output has strengthened, as has international trade, and
we see encouraging signs of increased capital expenditure. Unemployment has fallen across the board, bolstering consumer
confidence and spending. Despite some signs of cooler growth in China, the broader emerging economies are benefiting
from export demand, higher commaodity prices and recent dollar weakness.

Despite robust job creation and rising commaodity prices, inflation continues to run below central banks’ target levels. This is
due in part to corporate cost control, driven by memories of the Great Recession, and in part to lower inflation expectations,
anchored by the sluggish price data in recent years. Among developed economies, the outlier is the UK where sterling
devaluation has imported inflation from abroad. Although generally higher than in the West, inflation in emerging economies
has moderated in recent quarters.

The United States Federal Reserve System has developed both a template for normalization for other central banks to follow
— taper asset purchases and then halt them, hike rates then hike again and finally unwind securities holdings — and two
guiding principles to achieve success, i.e. management of expectations and gradual implementation. For 2018, the
economic outlook suggests further normalization but sluggish inflation means central banks will be in no hurry to over-tighten
policy settings — all in all, a rather benign environment.

How does this impact asset classes? Find out inside.
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The outlook for 2018 looks very familiar to keen observers
of economies and markets. As was the case in 2017, we
expect synchronized growth, sub-par inflation and
stimulative monetary and fiscal policy, creating a
supportive environment for risk assets such as equities.

Main Street versus Wall Street

In the years following the Global Financial Crisis and Great
Recession, many observers were struck by the gap
between sluggish economies and booming asset markets.

On one hand, companies were reluctant to expand their
workforce or to make new capital expenditure commitments.
This meant that many workers felt they were losing out, with
tak of a jobless recovery. Low capital spending led to low
productivity growth, implying little room for wage increases.
And spiraling costs — e.g., for healthcare in the United States
— suggested a decline in living standards.

On the other, interest rates were cut close to or below zero
in an attempt to kick-start growth, pulling government bond
yields down to historic lows in their wake. This meant less
income for depositors, faling net interest margins for banks
and rising liabilities for pension funds. Investors felt
compelled to stretch for retumns in riskier categories of
bonds, pushing prices higher and yields lower. In tum, this
helped spark a long bull-run in equity markets.

As has become apparent with the increasingly polarized
political landscape, the benefits of the rise in asset values
accrued in the main to a small number of already wealthy
individuals, and the painful recovery from the crisis was
mainly felt by the working and middle classes. It is hardly
surprising that non-mainstream politicians and parties have
gained such traction in recent years.

At Last!

But at the same time as Donald Trump and Emmanuel
Macron were seizing their presidencies, signs were
emerging that a healthier economic recovery was underway.

First, the long slump in global trade has begun to reverse.
Volume growth averaged 2.2% between 2010 and 2016,
well below the long-run average of just under 5%, but has
accelerated over the past year to 5.1%. Despite worries
about “deglobalisation” and protectionism, the synchronized
upswing in the global economy is bearing fruit.
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Second and as highlighted in our Better Capital Spending
theme (see The Bigger Picture, p12), companies around the
world have begun to sanction higher capital expenditure
budgets. And we continue to note signs of growth in
corporate capex plans — Standard & Poor's forecast an
increase of 5.5% this year, after four years of declines. If
confirmed, these increases suggest that we can look
forward to improvements in productivity, which might open
the door to higher wage settlements at long last.

Further, the Organisation for Economic Cooperation and
Development's recent Economic Outlook report forecasts
an acceleration in global growth from 3.1% last year to
3.6% in 2017, strengthening further to 3.7% next year. This
is very close to the 1990-2007 average, encouraging
news especially given that not one of the 45 countries
covered is expected to contract over the next three years.

Staying the Course

When we tum to financial markets, further similarities emerge.
Corporate  eamings growth is globaly robust - the
combination of low borrowing costs, negligible wage growth
and strong demand has helped boost profitability this year
and should do so again next. Strong growth and rising
inflation should eventually lift the long end of the curve. Credit
spreads — the difference between sovereign and corporate
bond yields — are namow and should remain so. And as
highlighted last quarter, expansion mode in the global
economy tends to favour equity markets.

This being said, the economic expansion is well advanced
in comparison with previous cycles, the positive backdrop
described above is increasingly recognized by a broad
consensus of investors and valuations across asset
Classes are stretched. As we embark on Another Lap of
the economic and market track, the environment looks
reassuringly familiar but we must be aware that the easy
part of the race is behind us — it will be tough to maintain
the same rate of progress next year.
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Here, we present our VaMoS investment approach, combining economic, valuation, momentum and sentiment signals that
help us fine-tune our views on asset classes for the coming period. The signals below reflect the latest conclusions of our
Global Investment Committee. Here's how to read them:
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INn other words

BONDS*

CURRENCIES

'_
<
=
s
L
—
<

US equities will again benefit from stronger eamings-per-share growth, high margins and strong retum on equity.

I’ tat
United States However, upside will be limited by stretched valuations. We would advise staying neutral.
Europe Corporate eamings will remain supported by the global economic recovery but gains will be slower. Folitical
P uncertainty (Brexit, Italian elections) and ECB tapering will leave investors nervous.
Eurozone Despite a positive economic backdrop, we only expect modest outperformance by eurozone equities.
UK UK equities will continue to face many headwinds next year, ranging from weaker profit growth to Brexit concems.
Switzertand Earnings growth will be supported by a weaker franc and the economic recovery in the eurozone, Switzerland'’s
main trading partner.
Japan Solid domestic and extemal demand will boost eamings while valuation remains attractive. Japanese equities will
P also benefit from corporate governance reforms and sound company fundamentals.
Emerging The Chinese slowdown and US rate hikes will not prevent another year of strong EPS growth on emerging markets.
Sovereigns Strong growth and rising inflation should eventually lift the long end of the curve, putting pressure on govies.
Duration We still favour short maturities as yield curves may steepen or shift upwards.

Inflation-linked

Investment
Grade

High Yield

Emerging debt

This bucket offers a good hedge against rising inflation.
We sitill prefer High Yield over Investment Grade bonds in euro-denominated portfolios.

We remain constructive on eurozone High Yield bonds. However, we turn more cautious in the US.

So far, emerging debt has been supported by the global economic recovery, muted inflation and fund inflows.
However, given spreads have tightened markedly, we would tum more selective and overweight segments likely

finEenels) to benefit from positive growth on top of their favourable carry.

EUR/USD We remain bullish on the euro, despite support for the dollar from US rate hike expectations.

GBP/USD Lingering uncertainty about trade talks with the EU and weaker growth will weigh on sterling.

FUR/GBP We would expect the euro to appreciate versus sterfing given the eurozone will record stronger growth than the UK.
USD/JPY The yen should again lose ground versus the dollar as monetary easing will remain aggressive in Japan.

EUR/CHF The Swiss franc should continue to correct its overvaluation but only gradually.

Eremin Stronger fundamentals, positive growth momentum and prudent economic policies should help emerging

currencies withstand the deterioration in funding conditions following Fed rate hikes. \We remain Neutral overall,

Hedge funds

Gold

Ol

The outlook is improving for Long/Short Equity, in particular for deep value strategies, in Europe and Japan. Event
Driven funds will benefit from activist campaigns by Special Situations managers, while wider takeover bid spreads
will be helptul for Merger Arbitrage.

We retain gold in our portfolios as a diversification tool given its low correlation with other asset classes. We still
target $1225 in six months and $1200 in a year.

Ol supply is likely to grow quicker than demand, which should cap oil prices. We stil target $55/barrel in 6
months.
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Central banks

Turning the tap off, gradually

rates unchanged.

e Favour short maturities and inflation-linked bonds.

i
L

Fed to hike rates again

The US tax boost could strengthen rate hike
expectations.

o While the economic recovery could have been expected to
drive prices higher, globalisation, digitalization and robotization
are likely to keep inflation muted worldwide. This means we
should not expect much from central banks, especially given
high debt levels in the private and public sectors.

e US Federal Reserve to hike rates again. Stronger growth
and higher inflation could lead to further rate hikes. The
monetary policy committee projects three moves next year
while market expectations are for only one.
Much will depend on data — any inflation
surprise  could cause turbulence as

The tax boost and cuts in asset
holdings could add to upward
pressure on long-term rates.

Monetan
remain very
investors prepare for higher rates. the US and e

. conditions

e More rate hikes to come in the US as tax reform looks set to go ahead.

e The European Central Bank (ECB) will reduce asset purchases further in 2018 but muted inflation should keep

e With slower growth and lower inflation, the Bank of England (BoE) is likely to stay put in 2018.

The ECB and Bok won't walk the talk

We expect no rate hike before 2019 — at earliest.

o ECB in slow motion. Despite stronger growth, the
European Central Bank (ECB) expects inflation to stay
below target until 2019. The central bank has decided
to shrink its monthly asset purchases next year but will
continue buying through to September. Given strong
growth and the revival in bank lending, the ECB wiill
come under pressure to wind down the programme
earlier, but no debate is lkely before mid-2018.

Nonetheless, any tweaks to current monetary

policy should be considered as a step
towards normalization. However, there

is litle hope of rate hikes next year
with inflation kept persistently low
by the slow improvement in job
data and the stronger euro.
Moreover, any moves to take

e Prefer short maturities. In the US,
higher inflation and rate hikes could
drive long-term bond yields up in
2018, With long-term vields stil low, &
even a glight rise in interest rates
could translate into negative retums.

The upward pressure could spread to
other  fixed-income markets  despite

divergences in  monetary policy. After ECB
purchases kept core yields artificially low this year, we expect
them to rise in 2018, narrowing the gap with US Treasuries.
Non-core bonds are attractive for their carry and spreads
could tighten further, although much depends on macro and
politics. In the UK, where weaker growth and high inflation are
puling in opposite directions, bond vields are likely to move
higher in sympathy with the US and eurozone. Overall, we stil
prefer short maturities and inflation-linked bonds.

O LlospmwrOO

Sources: SGPB, Bloomberg, 30/11/2017. Past performance should not be seen as an indication of future performance. Investrments may be subject to market fluctuations, and the price and

US Fed Funds Rate
= = = = Taylor Rule for the US

ECB Refinancing Rate
Taylor Rule for the Eurozone

the deposit rate back into
positive territory could prove
counterproductive as they could
push the currency even higher.
We expect no rate hikes before
2019 — at the earliest.

e Bank of England — staying put. In late

November, the BoE raised its key rate by 25

basis points. However, this move had more to do with

excess credit than any economic improvement. In 2018,

softer growth and weaker inflation should encourage the

central bank to stay put, especially as current low Gilt

yields reduce its room for manoeuvre. Brexit talks will

also remain of great consequence for the country's
economic outlook and monetary policy.

value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Government bonds

Higher yields — in due course

e \We remain defensive on US Treasury bonds with a preference for short maturities.
e Furozone bond yields may be pushed higher by stronger growth and the planned reduction in asset purchases.
e UK vields may move higher in sympathy with the US but upside will be limited by softer inflation.

e Emerging debt still offers better yields but investors should favour short maturities with US yields on the rise.

Wlw

Core bond yields to inch up Emerging debt — turning more selective
Solid growth prospects and a possible ECB P ) Carry and not spread compression will be the
policy shift could drive core yields slightly higher. performance driver.

o With rates on the rise and inflation expected to pick up e UK govermment bonds. At the time of writing, it is stil
somewhat, term premia — the premium required by unclear whether agreement will be found on the Brexit
investors to compensate for the interest rate and inflation divorce bill, opening the way to trade taks. As we
risk which comes with long-dated bonds - are likely to approach the March 2019 deadlne, Brexit talks will
edge up, pushing long-term vields higher. increasingly be a source of volatility for UK markets. While

o US government bonds. Early 2018 should again see short UK growth has been resilient thanks to global economic
rates increase while longer maturities remain stable. Later ~ ecovery, domestic consumption and investment are set to
in the year however, long-term yields could be driven slow further. Given inflation is likely to decline in 2018, the
higher by growth-related inflation and further reductions i~ Bank of England will have litle reason for further hikes.
Fed bond holdings — although the monthly caps Unemployment is at record lows but job
do allow the central bank to put tapering et analysts creation is now slowing, reducing the risk

on hold if necessary. We stil favour Oyr B” \d of a wage spiral. In addition to Brexit
inflation-inked  bonds  and  short yields 1o rise telks, the other big influence on UK
maturities. Overall, the rise in yields  18% yields will be global interest rates
should be mitigated by continuing ]:iz//z (Gilts will move in sympathy with
easy monetary policy in Europe 1.2% the US and core eurozone).

and Japan, a slight rise in inflation ;-g:jo Overall, we only expect a mild
and prudent Fed communication. O:WZ ._/._/ rise because of slower growth.
e Eurozone govemment bonds. The 8"2‘3 e Emerging  debt. A weaker

ECB will be of less support to the 00% . . . . . . . dollar, economic improvement
bond market in 2018, cutting its Q@ Q@ Q@ @ Q4 Qf and higher yields have attracted
montnly asset purchases from i L L investors to emerging debt in 2017.
€60bn to €30bn. As in the US —— High Forecast As a result, EMBI spreads have
' ! =@ \edian Forecast .
eurozone term premia are likely to recover —8— | ow Forecast narrowed and levels are even lower if we
somewhat from their historic lows. We would exclude Venezuela which is virtually in defaullt.

avold core bonds given their unattractive yields in light of ~ SPread compression is clearly over, and performance wil
possible ECB concems about stronger growth which rely on carry alone. Rising US interest rates may weigh on
could spark a spike in volatiity. However, with the countries in great need of capital inflows to finance their
eurozone yield curve already steeper than in the US and current account deficit, making investors less constructive.
inflation  still muted, the upside potential is limited. Conversely, the global economic recovery will act as a
Conversely, peripheral bonds should do well thanks to  SuppROrt. Thus, we do not expect anything comparable to
robust growth, stronger fiscal positions and an attractive 2013 and we think investors should favour countries with
carry. Inflation-linked bonds remain a good diversification improving macro backdrops, wide spreads and limited
tool and an inflation hedge. refinancing needs.

Sources: SGPB, Bloomberg, 08/12/2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Credit

Too tight to last
e \We expect modest outperformance from credit versus sovereign bonds in 2018, thanks to the carry
or additional yield available.

e In the US, we still prefer Investment Grade (IG) to High Yield bonds (HY) and banks to non-financial corporate
bonds.

e |In the eurozone, we favour subordinated financial debt and corporate hybrids, and prefer HY to IG.

W\W

¢ In the UK, we expect credit to outperform sovereign bonds given their additional carry.

United States

' We till prefer IG bonds to HY and banks to non-
financial corporate debt.

e This year, stronger growth, abundant liquidity and
accommodative monetary policies have helped credit
spreads narrow to levels not seen since 2006-2007,
offering positive performance overall. While this trend
could continue into the first part of next year, the second
half could be more of a roller-coaster.

e United States. Spread compression has been less smooth
in HY than IG. In absolute terms, both corporate bond vields
and spreads now look less tempting.

Credit spre

e First, although still  robust, credit
fundamentals have begun to worsen.
Strong eamings growth has kept
leverage ratios under control but
they have begun to creep up
recently.  Investor  protection
clauses, known as covenants,
have been allowed to weaken by
complacent investors.

e Second, another series of Fed rate
hikes  could  tighten  financial
conditions, driving spreads wider. Debt
senvice payments have been facilitated in
recent years as low interest rates have helped
companies secure cheap funding. In addition, any
weakening in US growth in late 2018, given the ageing
business cycle, would add to upward pressure on spreads.

e The mooted cut in corporate tax rates would be a major
boost for companies. However, its impact on growth
could be limited if it triggers faster normalization in US
monetary policy or if inflation surges.

have narrowed

sharply

Eurozone & UK

Robust growth outlook still favours crediit versus
sovereign bonds.

e Furozone. Both IG and HY spreads have tightened in
2017, Easy ECB polcy — including massive bond
purchases — higher corporate eamings and a faster
recovery have all translated into lower default rates. Debt
leverage has barely risen in the region, unlike in the US.
Default rates should remain modest in 2018 — growth is
running high and eamings may grow at double-digit pace.
Although the ECB is set to reduce its purchases of

corporate bonds next year, we believe demand
is and supply wil remain well balanced.

However, sector- or issuer-specific
factors could cause turbulence from

time to time. Corelations have
been high so far, but we could
see greater dispersion in 2018.
We still prefer  subordinated
financial debt and corporate
hybrids which are likely to benefit
from more robust growth and a
steeper vield curve.

Eurozone High Yield (LHS)

US High Yield (LHS)

s == Eyrozone Investment Grade (RHS)
US Investment Grade (RHS)

o UK. After a sharp fall in H1 2017,
Investment Grade and High Yield
spreads have stabilised. The growing gap
in growth rates with the US and the eurozone
will provide a mixed backdrop to UK credit markets,
keeping spreads relatively high. Trends in the US and
eurozone markets will exert an influence on UK corporate
bonds — just like the Gilt market — but the additional carry
will help UK credit to outperform sovereign bonds.

Sources: SGPB, Bloomberg, Datastream, 07/12/2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and
the price and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Insurance-Linked Securities — Marching to a
Different Drum

What is the connection between hurricanes in the Gulf
of Mexico, earthquakes in the Pacific Rim and forest
fires in Southem Europe? And what is the connection LS offer risk éxposures which are entrely
between these natural disasters and trends in financial unconnected to‘trad‘t"ona‘ asset lc\asse§.
markets? The answer to both questions is, of course, * lrﬁesgre& gﬁmnhg k‘wr;\ps? Oﬁgla”%pr\ggg
none. And this is precisely why Insurance-Linked liquidlity.

Securities (ILS) are such an interesting asset category. o While risks are higher than for other types
of bonds, so are retums — also, the risks
can be mitigated via diversification.

In a nutshell

ILS — also known as Catastrophe or Cat Bonds — have
been around since the 1990s in the aftemath of « After the damage caused by the 2017
Hurricane Andrew which devastated the Bahamas and huricane season, reinsurance  premia
Florida. The limits of reinsurance capacity had become have risen, perhaps offering an attractive
apparent and insurance companies sought new ways entry point

o securitize these exposures in the form of tradable

bonds. The advantages were two-fold — the insurance industry greatly augmented its capacity to
cover such unpredictable natural phenomena, and investors gained a new type of security.

This area has grown steadily since the first issued in 1997 — total outstanding ILS capital
reached $2.8on in 2000, $13.9bn in 2010 and stands at $31.1bn at present according to the
consultancy Artemis. Issuance so far this year has amounted to $11.9bn, the highest on record,
ilustrating investor appetite for these securities.

How do ILS work? Reinsurance companies transfer some of their portfolio of risk exposures to a
special-purpose vehicle (SPV). In exchange for accepting the risks, the SPV receives a premium
from the reinsurer which is then invested in short-dated fixed-coupon bonds. The SPV then
issues a bond — the ILS — which typically has a less-than-3-year maturity and pays an above-
market floating-rate coupon. If the undertying natural disaster does not occur, the SPV pays out
the coupons and will redeem the bond at maturity. If it does and predefined trigger conditions
are met, the SPV wil transfer the principal back to the reinsurer, meaning losses for investors. As
suggested by the first question above, the key for investors is diversification of risks across
geographies and risk categories.

How can ILS fit into portfolios? Given their higher risk profile and lower ratings, a well-diversified
portfolio of ILS should only form a small complement to overall fixed-income holdings. However,
the ILS pay higher coupons and have less sensitivity to variations on long-dated vields. This
means that their correlations to other asset classes are extremely low. The chart illustrates the
relative performance of the Swiss Re Global Cat Bond Index against traditional asset classes —
correlations have been low against sovereign bonds (11%), high yield (20%) and equities (13%),
and risk-adjusted performance has been stronger despite the frequent occurrences of natural
disasters.

ILS offer risk exposures which are entirely unconnected to traditional asset classes
Total retun — ILS vs High Yield, equities, government bonds and commodities

\Why now? After a period of high claims on
reinsurance policies, the premia charged
to clients for insuring this risk tend to rise,

600 e— Swiss Re Cat o .
Bonds as does the principal paid to the SPV — as
200 Barclays US a result, new issues of ILS offer more
High *ield attractive terms. 2017 saw a larger-than-
— MSCI World average number of catastrophes, in
200 (local) : .
particular Hurricanes Harvey, Ima and
— Citi World Gov Mari Aft the d d lated t
Bonds (local) aria. After the drawdowns related to
0 ' ' ts for these incidents, it m tim
ARSI S IR S IR IS I N NN IR ——S&PGSa payog.s © e;e cients, 3y be time
PP P PP PP PP PP PP PP P to revisit ILS again.

Sources: Societe Generale Private Banking, Bloomberg, 07/12/2017
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Equities

be less strong.

sides of the Atlantic.

w&vﬂi"“ﬂaﬂh”

US equities to get a tax boost

US equities will be supported by their exposure
to technology and the corporate tax reform

e US — strong profit growth. Despite high valuations, US
equities should remain supported by strong eamings-per-
share (EPS) growth, more stable oil prices and a weaker
dollar in 2018. Eamings forecasts could be revised up
again in the short term given the expected tax boost. US
companies with high effective rates will be the main
beneficiaries of a statutory corporate tax cut from 35% to
20%. The tax reform plan also includes a one-off tax on
foreign-held eamings that could prompt US
multinationals to repatriate cash for capital
spending and redistribution to
shareholders. Finally, the US market
will benefit from fast earmnings growth
and high margins in Information

Bumpier road ahead — but momentum still positive

e Solid corporate profit growth should help global equities continue to perform well in 2018. However, returns will

o \olatility could rise as the US Federal Reserve hikes rates gradually and asset purchases are reduced on both

e No changes to our preferred markets for the start of 2018.

A little less rosy in the eurozone

Despite a positive economic backadrop, eurozone
equities only offer modest outperformance
potential given weaker profit growth and lower RoE

o Eurozone — fading eamings momentum. Eurozone firms wiill
continue to enjoy favourable funding conditions in 2018 as
moderate inflation encourages the ECB to act gradually.
Eurozone equities will also be supported by broader
economic expansion across the region and stronger global
frade. We still expect solid sales growth, little wage
pressure and further improvement in profit margins.

o However, EPS growth forecasts have been revised down

in recent months in light of a stronger euro.

Also, exposure 1o the booming

technology sector is much smaller

than in the US. Depressed retumns

on equty (RoE) and high
valuations are also negatives.

e Sector-wise, industrials  will
be the prime beneficiaries of
the global recovery and pick-up

Technology given the sector's 15
significant weight in the index. 10
e However, monetary conditions wil 5
tumn less supportive in 2018 as the 0

Fed hikes rates further and reduces w
its balance sheet. Our scenario is
one of very moderate rise in long-term
interest rates (see page 7). However, any
spke in bond vyields could weigh on

valuations. The US market is the most expensive

market we follow, with a 12-month forward price/eamings
ratio of 18.6x, the highest in 15 years.

¢

o Sector-wise, we stil prefer areas which are likely to benefit
from strong global trade, higher capital spending and
structural trends (such as [T, although upside will be limited in
the short term given the sharp rally and overbought
conditions). Financials should also benefit from  solid
domestic demand and rising yields.

Sources: SGPB, Datastream, 30/11/2017, retum on equity (%). Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and

O XN »H v &9
S S S

in capital  spending  while
Financials will be supported by

NGNS . , ‘
PP P domestic expansion and private
MSCI Japan loan growth.
MSCI EMU ‘ ‘ ‘
VBT U, e Switzerland — stil driven by the

eurozone. The eurozone recovery and a
weaker Swiss franc versus the euro will again support
export growth and business confidence in 2018, EPS
forecasts for Swiss multinationals have been revised up in
recent months and expectations are for double-digit growth
next year. The Swiss market's exposure to defensive
sectors may also help during periodic bouts of volatility next
year.

the price and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Other equity markets

UK equities to continue to lag

British equities’ prospects remain clouded by
slower growth and Brexit concemns

¢ UK — headwinds to persist. Slower economic activity, a
more hawkish central bank and Brexit uncertainty will
again weigh on eanings in 2018. While UK firms wiill
benefit from the global economic recovery given the
significant share of revenues generated overseas, this
year's appreciation of the sterling will not help. In addition,
we are prudent on commodity prices, as the slowdown in
heavy industry and construction in China will weigh on
industrial metal prices while oil should ease back
towards 55% per barrel (see page 16).
Overall, eamnings growth was much
slower in 2017 due to the vanishing

support from  sterling  devaluation 120
and the rebound in commodity ng
prices. Next vyear, EPS are 60
expected to grow 6% in the UK, gg
slower than elsewhere. 0
e Japan — more to come. Although ,ig
Japanese growth is already above :gg

potential, the central bank should
maintain ~ its  ultra-accommodative
stance next year as inflation remains
below the 2% target. Revived hopes for
looser fiscal policy after last autumn’s election,
improved domestic activity and global and regional trade
growth have all contributed to upward revisions in
eamnings. Valuation metrics remain attractive in both
absolute and relative terms. In  addition, corporate
governance reforms and sound company fundamentals
(low leverage) will provide additional support to Japanese
equities.

e \|SCI Japan YoY %

e MISC Japan forward
EPS growth YoY%

Sources: SGPB, Datastream, 30/11/2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price
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Asian equities — still good prospects

The Chinese slowdown should not prevent
another year of strong EPS growth to fuel
emerging markets

e Emerging markets — another leg. Despite a 32.5% rise
this year in US dollars (Bloomberg, 05/12/2017),
emerging equities retain upside potential. However, after
recent sharp gains — especially in the Asian technology-
and intermet-related sectors — the market is somewhat
overbought and vulnerable to short-term corrections.
Underweight investors could use these better entry
points to increase exposure.

e The economic context will however be

a little less supportive in 2018 with a

slowdown in China, rate hikes in

the US and a slight rise in global

yields in reaction to higher

inflation. However, none of the

above should derall the

recovery in global trade

triggered by the ongoing

expansion in  developed

economies. In addition, ol

prices have bounced back

these last two years. Some

countries such as Brazil and Russia

are recovering from recession and the

technology sector (which accounts for a

significant share of the EM Asia index) will continue to

benefit from the growing automation and digitalization of
the world economy.

e As a result, EPS are expected to grow more slowly next
year. However, the IBES consensus is still for double
digits and faster growth than in developed markets
(12.9% vs 9.7%). Absolute and relative valuations also
remain attractive and a weak US dollar will again support
emerging markets.

and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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2018 should see US long-term bond vields rise as
stronger growth and higher inflation trigger Fed rate
hikes. The monetary policy committee projects ~ ® US Financiels will be supported by Fed
three moves next year while market expectations
are for only one. The tax reform could support rate eamings growth.

hike expectations, adding to upward pressure on o Thelr relative valuation is also appealing.
long-term rates (see page 7). US banks will be the

prime beneficiaries of rising yields via rising net interest margins.

Quarterly House Views | 2018 Outlook

Fed rate hikes to benefit US Financials

In a nutshell

rate hikes but also softer regulations,
strong baance sheets and improved

Other factors will also help Financials perform well in coming months.

- Expectations for lighter regulation. At his confirmation hearing before Congress, the next

Fed Chairman Jay Powell called current regulation on US banks “tough enough”. He also
confirmed that the current direction of monetary policy would be maintained.

- Strong balance sheets. In the aftermath of the financial crisis, regulators and banks have

worked hard to restore solidity and solvency of the US banking system. Return on equity
(ROE) remains well below pre-crisis levels as US banks’ capital base has increased.
However, it has improved gradually and credit quality is now at multi-decade highs.
According to data from the Federal Deposit Insurance Corporation (FDIC), the core
capital ratio of 9.6% is above the 6% required by the Fed for systemically-important
financial institutions. The funding profile has also been improved, as withessed by the fall
in the loan-to-deposit ratio, making banks less reliant on borrowing for funding.

- Improved credit quality and eamnings. Higher key rates will help banks improve their

revenues, especially net interest margins. And stronger economic activity will help US
banks improve the quality of their loan books. The IBES consensus is now for US
Financials’ EPS to grow 16% in 2018 after 8% this year.

- Appealing valuations. US Financials also show attractive valuations. With a forward price-

to-earnings ratio of 14.1x, the MSCI USA Financials is 20% cheaper than the MSCI USA
and the discount rises to 50% if we look at the trailing price-to-book ratio. The sector
ROE is 8.7% versus 13.6% for the broader index, suggesting there is potential for re-
rating as rising rates drive improvement in financials’ profitability.

US banks have strengthened their balance sheets Relative valuation of US Financial stocks is attractive
US depository institutions core capital ratio (%) Relative price/book of MISCI USA Financials vs MSCI USA
10.0 1.0
9.5 0.9
9.0 0.8
0.7
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Sources: Societe Generale Private Banking, FDIC, Datastream, Q3 2017 Sources: Societe Generale Private Banking, Datastream, 30/11/2017
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Education: The Most Powerful VWeapon

The United Nations (UN) has identified improvement in
access to education as one of important ways to
achieve its long-term SDG objectives. It estimates that

In a nutshell

e The UN ranks education as a key

education generates a very high retum on investment objective among - the - Sustainable
U 9 Y g. e . Development Goals (SDG) of its 2030
—10-15% retumed for every 13 invested. According to Agenda - ‘Ensuring inclusive and

equitable quality education and promote
lifelong leaming opportunities for all”,

Education  enables  underprivieged
members of society to break out of the
cycle of poverty — “Education is the most
powerful weapon which you can use to
change the world”, Nelson Mandela.

UNESCO data however, 263 milion children are not
in schooling and 758 milion youths and adults are
literate. The problem is particularly acute for girls and
women. Achieving the UN goal of universal primary
and secondary education by 2030 will represent an
insumountable challenge for many countries.

ltis also key 1o giving workers the skills to
cope with nature of work in the 21st
Century.

To meet this challenge, the UN recognizes the
importance of encouraging the private sector to invest
resources in the development of educationa tools
and faciliies. However, the investment required is massive — in its recent Leaming Generation
report, the global Education Commission estimated that it will require boosting spending on
education from $1.2 trilion per year today to $3 trilion by 2030 (at today’s prices) across all low-
and middle-income countries. While much wil come from state budgets and multi-lateral
organisations, private-sector initiatives will be essential.

The developed world faces very different but equally acute educational problems. The futurist
Thomas Frey has estimated that up to 2 billion jobs could be at risk from automation and
robotics by 2030. While such estimates are pure conjecture, it seems clear that very different
skills will be needed to succeed in rapidly changing workplaces. And that the pace of change
will require constant retraining throughout workers' careers. Already, some 40 percent of
employers globally say they find it difficult to recruit people with the skills they need.

As we have highlighted in recent quarters, productivity measures have been faling across the
world. Part of the answer is investment in physical capital, but a large part wil have to be
investment in human capital via education.

What are the opportunities for companies? Much of the growth is coming in educational
technology (EdTech) which EdTechxGlobal estimates will expand by 17% per annum by 2020.
This ranges from hardware devices — routers and networks, tablets and computers — to content
and software, such as in massive open online courses or MOOCs. The combination offers the
potential to give access to the world's top educators in some of its most remote locations. Yet
according to Citi, only 2% of the USDS5 trililon market in education is digitised today.

Global education spending is set to rise
Spending per type of education (trillion dollars)

7

6
5
4
3
2
1
0
2015
B Corporate/\Work
B Tertiary / Higher

But opportunities also exist for
private schools and
universities, particularly those
focusng on the  key
kindergarten to twelfth-grade
segment  (K-12) in  large
education-hungry  countries
like China, India and Brazil. For
companies  building  and
operating student residences
and housing. And indeed for
fradiional  publishers  and
suppliers  of textbooks and
educational materials.

+6% CAGR

2020E

m | ifelong leaming (Elearing/MOOCs)
B Primary to Secondary

Source: SG Private Banking, GSV Advisors (BofA Merrill Lynch Global Research), CAGR = Compound annual growth rate
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Main currencies

Diverging trends
e The global economic recovery should favour the euro against the dollar. ECB tapering will also benefit the single
currency.
e Brexit uncertainty and weaker activity will drag sterling down.
e Swiss franc to lose further ground, helping correct its overvaluation.,

e Yen to move south as low inflation lead to no change from Bank of Japan.

W\W

Euro to grind higher

With Brexit talks unlikely to end before late 2018,
sterling will stay volatile.

e EUro — upside potential. EUR/USD has gained 11% year-to-
date thanks to much-stronger-than-expected economic
growth. We expect the uptrend to continue in 2018. First, the
gap between Bund and Treasury vields is likely to narrow. If
growth were to accelerate further, the ECB might feel
compelled to revise its forward guidance and announce
around mid-year the end of asset purchases by late 2018 —
good news for the euro. Second, the single currency will be
supported by portfolio flows and foreign direct
investments as profitability improves across
the region. Third, any institutional reforms
to achieve greater economic and

EUR/USD still
offers
potential

Slow easing

With risks fading in the eurozone, we expect the
franc to weaken further.

e Swiss franc — easing gradually. The CHF remains the
most overvalued G10 currency. Despite edging higher
recently, inflation is stil below the 2% target and interest
rates remain negative, detering foreign investors. With
political risks fading in the eurozone, we expect the Swiss
franc to lose further ground against a buoyant single
currency. However, its decline is likely to be gradual and
interspersed with short spikes that will be fought by the

central bank via market interventions. Al in all, we

see EUR/CHF rising to 1.18 in 6 months
and 1.20 in a year.

upside

e Yen — under pressure. With the

financial integration would drive the 1.7 3 Prime Minister winning October's
euro higher. Al in all EUR/USD 1? f snap elections, we expect the
should appreciate in 2018: we {4 0 Bank of Japan (BoJ) to continue
target 1.25 in six months and 1.30 13 1 with very easy monetary pohcy
nayear. 1.2 2 Inflation remains muted despite
e Sterling — weaker arowth. The 1.1 3 strong growth and unemployment
i~ g - 1l = : PO TTva is now below 3%. The BoJ wil
currency has been underpinned by * 0D DO O N N0 ,0 A '
S R T PSS ;
greater economic  reslience  and PRPPRPPRPRRPPRRP continue to buy large volumes of
hopes for a soft Brexit. As long as hard LT assets whie maintaining a cap on
Brexit cannot be ruled out, the UK long-tem yields. The slow rise in US

economy will remain a weak outlier within the

G10. Private consumption — the main growth driver

in recent years — will suffer as inflation continues to exceed
wage growth. Job creation is aready slowing and debt levels
are high. We are sceptical that the Bank of England wiill
manage to tighten monetary policy in 2018 although markets
assign a 73% probability to a rate hike next year. Al in all,
risks are to the downside with a growing yield gap versus the
US and lingering political concems. We expect sterling to
trade around 1.28 in six and twelve months.

== (GDP growth differential (rhs, %)

long-term  vields will widen the gap with

Japan. In addition, strong global risk appetite

means less appetite for safe havens like the yen. Al in all, we

expect USD/JPY to hover around 118 in six months and
120 in a year.

Sources: SGPB, Bloomberg, 30/09/2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Emerging currencies

Supported by the global economic recovery

e The global economic recovery will benefit emerging currencies that are cheap to fairly valued.
e Renewed dollar weakness will also be a support.

e The discriminating factor will be growth prospects rather than carry.

e Fed rate hikes will be a negative for countries running current account deficits.

Targeting the basket

Chinese authorities have introduced more
flexibility but want to remain in control.

e Yuan — in a narrow range. Although the Chinese
authorities have accepted greater exchange rate flexibility
as part of their financial reforms, they remain averse to
volatility. As a result, capital controls have been tightened
to stop outflows and large corporate foreign investments
are under close scrutiny, helping foreign exchange
reserves to bounce back this year (although dollar
weakness over the past year has also been a factor).

e While investors remain focused on CNY/USD,
the authorities have been targeting a
basket of trading partner currencies
against the yuan since late 2015. The
CNY has remained broadly stable 50

against the basket in 2017 and we gg
expect more of the same next 20
vear. Conversely, it had a bumpier "
ride versus a weak dollar over the -10
first nine months of the year. :gg

-40

e The Chinese central bank has
offered no guidance about which
way the exchange rate might go next,
expressing satisfaction with the range-
trading observed since October. While we
are rather constructive on emerging Asia currencies,
the renminbi could remain rather stable versus the dollar in
2018. All'in all, we expect USD/CNY to trade around 6.70
in both six and twelve months.

e Asian exports growth
(Ihs, %, YoY)

e Asian currencies vs
USD (rhs, %, YoY)

Sources: SGPB, Bloomberg, 30/11/2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and

2005 2007 2009 2011 2013 2015 2017

Upside risks

Altractive valuations, a soft dollar and robust
growth will underpin emerging currencies.

e Emerging currencies — looking for growth. Further
expansion in the global economy will help emerging
currencies perform well in 2018, especially in Asia
where the pick-up in global trade and the upswing in the
tech cycle are particularly helpful.

e The outlook is more contrasted for commodity-related
currencies as we maintain a neutral stance on oil prices,
and hard metals may be hit by the incipient Chinese

property downturn.

e Emerging market bonds and equities
have attracted capital inflows in 2017,
However, these assets may lose
some of their appeal in 2018 as

0 US rate hikes will namow the gap
5 . L .

with high-yielding currencies. In
0 . C

emerging countries, interest rates
° could even be cut in response to
-10

softer inflation.
-15

o Growth wil be more of a key
driver than carry in 2018. In fact,
high vields often reflect intrinsic
weakness in emerging currencies, be it
political  or  economic  turbulence  or
uncomfortably high current account deficits. The only
protection against a downward spiral is cheap valuations,
such as with the Turkish lira or South African rand. The risk
of NAFTA being revoked could also continue to weigh on
the Mexican peso as this would imply lower foreign direct
investment and a plunge in exports to the US.

e Overdl, given our base case is for renewed dollar
weakness once the impact of US tax cuts has been priced
in, we would expect emerging currencies to perform well.

value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Commodities

Rising production of shale oil in the US

months and 12 months.

target $1225 in six months and $1200 in a year.

i
L

Qil

. We expect the recent price rally to correct and oil ¢ )

price to fall back.

e Crude oll prices rallied from $45 to over $60 per barrel in
H2 2017 for the first time since mid-2015.

e On the demand side, the strong global recovery will be a
major support. Moving to supply, OPEC and Russia
agreed to extend production cuts deal through 2018 at
the November 30 Vienna summit. The signatories want to
keep oll prices around $60, a level compatible with most
countries’ fiscal breakeven levels. However, Russian ol
companies are pushing for the quotas to be
raised if the market became too tight.

o Supply growth is expected to be mainly
driven by the United States in 2018,
The run-up in prices encourages US
shale oil companies to increase
producton, as the average
marginal cost is now close to $40
per barrel. This should easily offset
OPEC's self-imposed restrictions.

Mb/d
12

o According to the Energy

Rising production
of shale oll in the
us

o Oil supply is likely to grow quicker than demand, which should cap oil prices. We still target $55/barrel in 6

e \We retain gold in our portfolios as a diversification tool given its low correlation with other asset classes. We still

Gold

' Gold remains a good diversification tool given its
low correlation with other asset classes.

o Gold spent most of the year on the rise, supported by
geopolitical  tensions, economic  uncertainty and
repositioning on gold ETFs.

e Gold started moving south in September and the trend
is likely to continue in 2018.

e Demand for physical gold has weakened, especially in
India where the introduction of anti money laundering
regulations and a Goods and Services tax have

been negatives.

e However, demand has remained
supported by purchases from
China and emerging central
banks as well as stronger

demand in the Technology
sector in 2017.

e In 2018, another series of
Fed rate hikes should keep gold
prices under pressure.

International Agency, US output will
exceed 9.9 million barrels/day (b/d) in
2018, compensating for the bulk of
OPEC cuts. Non-OPEC total oil supply is
expected to rise from 59 to 60 million b/d.

e In 2018, supply is likely to grow quicker than demand,
which should cap oil prices.

o Oil prices should retun below $60/barrel. We still target
$65/barrel in six and twelve months.

Sources: SGPB, Datastream, Bloomberg, Q42017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the

H Shale oil
Others

o Allin all, we still view gold as a
good diversification tool given its low
correlation with other asset classes.

e We gtill target $1225 in six months and
$1200 in a year.

price and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Hedge funds

Slowly Turning the Comer

e The outlook is improving for Long/Short Equity, in particular for deep value strategies, in particular in Europe and
Japan. Moving modestly Overweight.

e Event Driven funds will benefit from activist campaigns by Special Situations managers, while wider takeover bid
spreads will be helpful for Merger Arbitrage. Still Overweight.

e Still no reason to add to positions in Credit Arbitrage or Distressed Debt, given the dearth of opportunity. Stay
Underweight. CTAS" agnostic approach and rules-based discipline should help them outperform Global Macro
funds. Neutral with a preference for CTAs.

Wlw

Falling correlations helpful for L/S

Also, dispersion between securities has risen and
value stocks have begun to outperform. The
same supportive drivers also help in Special

Situations.

e Long/Short  Equity.  With  strong  underlying  equity

performance in recent months, funds with more directional
exposure have tended to do better than those which hedge
their market bets. Much of the upside has come from a small
number of large capitalization stocks, notably in Technology.
On further analysis, a number of underlying trends emerge —
the

correlatons  between markets have decreased,
dispersion between securities has risen and

CTAs for diversification

Life is tough for Credit Arbitrage managers and
the very low number of corporate defaults is a
thorny challenge for Distressed Debt managers.

Credit/Distressed Debt. The long-running campaign of
central bank asset purchases, combined with low
inflationary pressures and rising corporate profitability, has
made life tough for Credit Arbitrage managers. Yields are
low, spreads over sovereign rates are tight and markets
have been dominated by inflows via passive Exchange-
Traded Funds. There has been a sell-off in High Yield

bonds recently but it has not yet been sufficient

value stocks have begun to outperform. to generate much opportunity  for
These are positive drivers for active specidlists in this  segment. As
investment strategies such as those previously — noted, the  benign
employed in this area, especially for 0.50 2.0 backdrop has kept the number of
those funds focused on deeply 04 1.8 corporate  defaults very low, a
undervalued companies with clear 8‘22 16 thomy challenge for Distressed
catalysts to unlock their potential. In 0.30 14 Debt managers. Overdll, there
regional terms, managers with 0.25 1o are more attractive opportunities
Furopean and Japanese strategies 0.20 o in other Hedge Fund strategies.

should find attractive opportunities. 8'12 [ e Qloba Macro/CTAs.  Trend-
On the other hand, Market Neutral B following strategies — known as
funds coud stuggle — many have S & d° S S S S & CTAs - are rules-based investors

increased leverage in light of low volatility
and their widely diversified portfolios can
dilute potential retums.

Event Driven. The supportive drivers for Long/Short value
managers also apply in Special Situations strategies. As
previously noted, the improving economic environment has
encouraged funds to embark on numerous new activist
campaigns, where managers advocate corporate reforms to
unlock the value they have identified. In Merger Arbitrage, the
recent failure of the large Time Wamer bid on regulatory
grounds has widened spreads, improving retum potential for
specidlist funds.

Pairwise correlations
e |nterstock dispersion (rhs)

who trade on the basis of patterns in
price changes in various asset classes.
This makes them agnostic as to whether a
market is cheap or expensive, or whether its trend is up or
down — in that, they represent a real source of
diversification in portfolios. With many markets range-
frading, medium-term strategies should do well. Global
Macro funds tend to thrive on big shifts in market
fundamentals, which are unlikely to be very numerous for
as long as central banks act in tandem to keep economic
volatility at low levels.

Sources: SGPB, Lyxor AM, Boomberg, S&P500, 07/12/2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations,
and the price and value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Private Equity

Private Equity, still alive and kicking

e 2017 has been a strong year for private equity fund raising.
e Capital allocation towards private investments has increased since the turn of the century.
e Cash has been returned to investors in record amounts through successful portfolio exits.

e Transactions continue but leverage buyout managers are turning cautious in the mega-capitalisation sector as

asset prices rise.

i
L

Private equity, gaining in importance?

Miquid investment funds can offer a safety-net.

e Private capital replacing public? In the US, private markets
are equivalent to approximately 6% of public market
capitalisation, yet over the 1996-2016 period the number of
publicly-listed US companies has fallen from a peak of 8090
to 4331. This decline is a result of de-listings and a marked
slowdown in initial public offerings (IPOs), combined with
more onerous and stringent listing requirements and on-
going regulatory obligations. Moreover, whilst an average of
60% of annual IPOs in the US emanate from private
investments, the vast majority of private capital
exits are via the M&A route, usually a sale
1o a strategic buyer.

o lliquid investments offer a safety net for

Co-investments, building credibility

A right, not an obligation,

o What is a Co-Investment? A Private Equity manager (General
Partner/GP) may offer its existing investors opportunities to
make further investments alongside the fund. The level of
co-investment activity in the private equity industry is a direct
result of deal activity in what is known as the Primary market.

e Why Co-Invest? Co-Investments are considered to be
beneficial to both the GP and the LP (Limited Partner) as
they 1) allow a GP 1o execute a deal which may be too large

for a single fund 2) allow the GP to maintain control

on the deal 3) deepen and broaden the

GP/LP relationship 4) entice investors to

commit to a fundraise and 5) come
without an additiona fee.

. ‘ 5000
investors. Many investors  exclude 4500
themselves from making private e
equity investments because they gggg
overestimate their need for liquidity. 2000
It is often assumed that private 1888
investment exits will take longer than O HNARRRNN

they do in reality. The iliquid nature of

a private equity fund provides fund
managers with stable capital, allowing
them to employ various investment
strategies and nurture businesses through good
and bad times, as well as offering a ‘safety net' to
investors in times of market stress, by removing the impact risk
of mass investor redemptions from a fund.

o Diverse investment opportunities. Private capital finds its way
into a wide array of stages in a company's life-cycle,
including early stage Venture Capital backed businesses to
later stage Leverage Buyout (LBO) transactions, Distressed
for Control and Co-Investments. These diverse strategies
can complement public investment holdings.

e A\ssets under management
($ billions)

3000
=6 e A right, not an obligation. A GP
2000 will usually offer co-investment
1500 rights only to the LPs who provide
1000 the biggest capital commitments
500 to their funds. GPs often cite that
......... 0 having co-investors delays the

dea process, so the LPs must

have the ablity to amve at an

investment decision in a timely manner

and be able to deploy capital at relatively

short notice. In retum for co-investing, an LP is

not charged an additional management fee or profit share,

making co-investments a more cost effective form of private
investing.

I \umber of PE firms

e Quality deal flow is critical for co-investors. To build a
successful co-investment portfolio an investor must have a
high volume of deas from quality fund managers, and
possess the ability to evaluate companies and deploy capital
promptly. The good news for the private investor is that there
are specialist fund managers offering such a strategy.

Sources: Pregin, BCG, November 2017. Past performance should not be seen as an indication of future performance. Investments may be subject to market fluctuations, and the price and
value of investments and the income derived from them can go down as well as up. Your capital may be at risk and you may not get back the amount you invest.
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Tactical and strategic themes: open strategies

27/11/2014 Blue gold (Water) EUR Many regions of the world face large water supply disruptions. Water remains underpriced. Strategic
24/09/2015 Inflation linkers: Useful TIPS USD Market prices for forward inflation levels in the US are well below our expectations. Strategic
24/09/2015 Industrial Intemet: the 4" revolution  USD A revolution in Big Data capture and analytics to power a new era in industrial processes. Strategic
156/06/2016 E?L\::edse’gi%ﬁgh‘c SNZEES SN2 EUR Population growth and ageing generate investment opportunities in several sectors. Strategic
15/06/2016 Climate change —The global shift USD The world's transnpﬁ tlo an‘ energy-efficient and low-carbon economy will create long-term Strategic
towards energy efficiency investment opportunities in a wide range of sectors.
15/06/2016 Time for emerging challengers to USD After twg decades of mu\t\ngt\ona\s chasing groyvth and market share in fast-growing emerging Strategic
conquer the world economies, the trend is reversing with large emerging companies looking to conquer the world.
59/09/2016 Adding hybrids to a yield-starved EUR Corporate hybrid bonds prowdve an attractive yield pick-up relative to the various risks involved and Tactical
menu are useful tools to boost portfolio returns.
Sl e ausiEinesls foed Demand for more varied and healthy food is increasing while finite resources and climate change are
29/09/2016 9 USD  limiting production capacity, creating investment opportunities in companies making the food supply — Strategic
production h ; )
chain healthier and more sustainable.
01/12/2016 Serior loans: diversifying credit USD Semor‘ Ioarjs are a useful tool to diversify credit exposure, reduce interest rate risks, and benefit from Taciical
attractive yields.
31/03/2017 Sienli e goil =l @ difersnes @ USD Favour Banks over non-financial companies in the US. Tactical
decade makes
31/03/2017 Floating rate notes — Float on UsD With their \owgr mt(\a‘rest‘ ratz; risk, floating-rate ngtes are a good way to capture a rising trend in rates Tactical
and a useful diversification instrument for portfolios.
31/08/2017 Safety first USD Security gnd safety needs are set to grow in coming years offering a broad range of business Strategic
opportunities.
06/07/2017 Milennials: Redsfining the rules USD Compgmgs ablel to antwympatel and/or adapt quickly to new consumer trends wil be the main Strategic
beneficiaries of millennials’ growing spending power.
06/07/2017 Playing the eurozone economic USD Congumer d|spret|onary and Financials should benefit most from the economic recovery while Tactical
recovery offering appealing valuations.
06/10/2017 Convertible Bonds - Yin and Yang  USD Conyeriwbles pompme the attributes of dﬁerem asset c\asses in Qne secur|ty. As long as their credit Strategic
quality is not impaired, they can offer unlimited upside with downside protection.
06/10/2017 Beneﬂpng from stronger capital USD The g\lobal upturn in business capital spendmg should furthgr improve eamings in Industrials and IT. Tactical
spending Valuations are already elevated but there is room for more gains.
. Emerging currencies hardest hit in past few years are the most likely to benefit from a more positive .
06/10/2017 Hunting for recovery rades UsD context. This includes the Mexican peso, South-African rand, Russian rouble and Brazilian real. Taotical
08/12/2017 Insurarjce—Lmkeq Securities — USD LS reprgsent a source of uncorrelateq rgturn's for bond portfolios. The recent drawdowns linked to Strategic
Marching to a Different Drum US hurricanes create a new opportunity in this segment.
08/12/2017 Ffad raﬁe hikes to benefit US USD us Fmanaa\s will pe supported by Feq‘rate hkes bui also softer ﬁegu\at\ons, strong balance sheets Tactical
Financials and improved eamings growth. In addition, their relative valuation is also appealing.
08/12/2017 Education: The Most Powerful USD Achieving the UN goal of universal primary and secondary education by 2030 and adapting workers Strategic

Weapon

skills to 21th century needs will create interesting investment opportunities.

Sources: Societe Generale Private Banking, Datastream. Data as at 08/12/2017

Closing strategies

* Strategic: 1-3 years. Tactical: 3-12 months

D Denotes a change from our previous quarterly

24/03/2016

06/07/2017

ILS: True diversification

Undervalued currencies —
Bottom fishing

usb

usb

= Recent performance has been hit by the US hurricane season which saw calls on capital,
creating a new opportunity.

= Upside potential will be capped by Fed normalisation in the short run.

Strategic

Tactical

Sources: Societe Generale Private Banking, Datastream (data as at 06/12/2017).
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Global economic forecasts
Growth and inflation

Real gross domestic product growth* Consumer price inflation*

w
YoY changes in % 2016 2017f 2018f  2019f  2020f | 2016  2017f 2018 2019f  2020f

World (Mkt FX weights)

World (PPP** weights) 3.3 3.7 3.7 3.3 3.1 2.8 3.3 3.3 3.1 3.0
Developed countries (PPP) 1.7 2.2 2.1 1.4 1.0 0.8 1.7 1.5 1.7 1.9
Emerging countries (PPP) 4.5 4.7 4.8 4.6 4.6 4.3 4.4 4.5 4.1 3.7
[Devsiopasoounies |
us 1.5 2.2 2.2 1.1 0.6 1.3 2.1 1.6 1.8 2.3
Eurozone 1.8 2.3 2.1 1.4 0.6 0.2 1.5 1.4 1.4 1.4
Germany 1.9 2.5 2.1 1.3 0.7 0.4 1.7 1.5 1.5 1.4
France 1.1 1.8 2.0 1.4 0.6 0.3 1.2 1.5 1.3 1.5
[taly 1.1 1.6 1.5 0.8 0.3 0.0 1.4 1.2 1.4 1.2
Spain 3.3 3.0 2.4 1.8 0.8 -0.3 2.0 1.4 1.3 1.3
UK 1.8 1.5 0.8 0.6 0.9 0.7 2.7 2.7 1.9 1.5
Japan 1.0 1.5 1.3 1.2 0.8 -0.1 0.4 0.9 1.6 2.6
Switzerland 1.4 0.7 1.6 0.9 0.4 -0.4 0.5 0.6 0.9 0.4
Australia 2.5 2.4 3.3 3.0 2.1 1.3 1.9 1.9 2.2 1.9
(Enogroooures | |
China 6.7 6.8 6.2 5.4 5.2 2.0 1.6 2.3 2.0 1.4
South Korea 2.8 3.2 2.8 2.5 2.3 1.0 2.1 1.8 1.7 1.7
Taiwan 1.5 2.6 2.5 1.3 0.3 1.4 0.5 1.3 1.0 0.7
Indlia*** 7.9 6.4 7.4 7.3 7.7 5.0 3.3 4.2 4.3 4.1
Indonesia 50 5.1 53 5.3 5.6 35 3.9 3.7 4.0 4.1
Brazil -3.6 0.7 1.9 2.1 1.2 8.7 35 3.9 4.1 4.1
Mexico 2.0 2.1 2.0 1.1 05 2.8 59 3.9 3.4 3.4
Chile 1.6 1.5 2.6 2.6 2.0 3.8 2.1 2.5 3.2 3.0
Russia -0.2 1.6 1.6 1.4 1.5 6.6 3.6 3.2 4.0 3.9
Poland 2.7 4.3 3.8 3.3 3.0 -0.6 1.9 25 2.8 25
Czech Republic 2.5 4.5 3.6 2.5 1.9 0.7 2.4 2.2 1.7 0.7
* (f: forecast) = PPP: Purchasing Power Parity  *** In India, the numbers are averaged over the Fiscal Year, ending in March

Sources: SG Cross Asset Research / Economics, IMF, 24 November 2017

Forecast figures are not a reliable indicator of future performance
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Market performance

Developed equity markets performance (in local currency)

Current level 1Tm total return 3m total return YTD total return 12m total return

S&P500 2637 2.1% 7.5% 20.1% 20.1%
DJ Euro Stoxx 50 3573 -2.3% 4.0% 12.1% 17.5%
FTSE100 7321 -2.1% -0.4% 6.5% 10.3%
Topix 1786 -1.5% 12.7% 20.0% 22.4%
MSCI AC World ($) 501 0.6% 5.1% 21.7% 21.9%

Developed bond markets performance (in local currency)

_ 1m total return 3m total return YTD total retumn 12m total retum

Citigroup US Sovereign 3-7y -0.5% -1.5% 1.3% 1.1%
Citigroup Germany Sovereign 3-7y 0.0% -0.1% -0.3% 0.4%
Citigroup UK Sovereign 3-7y -0.2% -1.3% 0.0% 0.5%
Citigroup Japan Sovereign 3-7y -0.1% -0.2% 0.0% 0.0%
Yield to maturity
BAML Corp Euro IG 0.73% 0.0% 0.9% 3.1% 4.1%
BAML Corp Euro HY 3.05% -0.8% 1.1% 6.7% 8.1%
BAML Corp US IG 3.30% -0.1% 0.1% 6.0% 6.3%
BAML Corp US HY 6.19% -0.2% 0.8% 7.2% 8.2%
BAML Corp UK IG 2.55% -0.3% -1.3% 4.1% 6.0%

Emerging equity markets performance (in USD)

Current level 1Tm total return 3m total return YTD total retun 12m total return

MSCI EM 1101 -2.9% 1.2% 30.6% 30.2%
MSCI EM Asia 562 -3.5% 3.6% 36.8% 34.8%
MSCI EMEA 270 -0.4% -2.0% 14.1% 18.6%
MSCI Latam 2693 -2.4% -8.5% 17.7% 18.8%

Emerging bond markets performance (in USD)

Yield to maturity 1m total return 3m total retun YTD total return 12m total return

BAML EM Sovereign 4.66% 1.2% -0.3% 11.2% 11.4%
Asia 3.64% 0.4% 0.0% 9.9% 9.9%
EMEA 4.43% 1.5% -0.4% 10.7% 11.0%
Latam 5.34% 1.2% -0.4% 12.3% 12.4%
BAML EM Corp 4.21% 0.3% 0.1% 7.9% 8.2%
Asia 3.66% -0.1% 0.0% 5.7% 5.6%
EMEA 4.05% 0.4% -0.3% 6.9% 7.2%
Latam 5.14% 0.6% 0.6% 11.8% 12.6%

Source: Societe Generale Private Banking, Bloomberg, Datastream (data as of 07/12/2017)

BAML : Bank of America Merrill Lynch EM : Emerging Market

Corp : Corporate EMEA : Europe, Middle East, Africa
IG : Investment Grade LatAm : Latin America
HY : High Yield

Forecast figures are not a reliable indicator of future performance
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Market performance and forecasts

EUR/USD 12.0% 1.18 1.25 1.30
USD/JPY -3.3% 113 118 120
EUR/CHF 9.3% 117 1.18 1.20
GBP/USD 9.2% 1.35 1.28 1.28
EUR/GBP 2.5% 0.87 0.98 1.02
(in local currency) basis points

USA -7 2.4% 2.5% 2.7%
GER 19 0.3% 0.6% 0.9%
UK 4 1.3% 1.3% 1.5%
Gold in USD 8.4% 12564 1225 1200
Qil (Brent) in USD 9.4% 62.0 55 55
Equities (in local currercy)
S&P 500 20.1% 2637 2800 2850
EuroStoxx 50 12.1% 3573 3750 3800
FTSE 100 6.5% 7321 7450 7500
Topix 20.0% 1786 1900 1950

Source: Societe Generale Private Banking, Bloomberg, Datastream (data as of 07/12/2017)

BAML : Bank of America Merrill Lynch EM : Emerging Market

Corp : Corporate EMEA : Europe, Middle East, Africa
IG : Investment Grade LatAm : Latin America
HY : High Yield

Forecast figures are not a reliable indicator of future performance
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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
crcumstances should it be considered in whole or in part as an offer, a personeal 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 senvicies might not be available in all Sociéte Générale Private Banking entities. Their availability 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, senvices and solutions might be subject to other eligibllity conditions. Your private banker is available to discuss these products, senvices 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 potential investor, as the case may be and according to the applicable laws, wil be questioned by his or her advisor within the Societe
Generale Private Banking entity, of which the investor is a client, regarding his eligibiity for the envisaged investment, and the compatibiity of this investment with his investment profile and
objectives. Before any investment, the potential investor should also consult his own independent financial, legal and tax advisers in order to obtain all the financidl, legal and tax information which
will dlow 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 potential
investor has to remember that he should not base any investrment decision and/or instructions solely on the basis of this document. Any investment may have tax conseguences 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 responsibllity of any
person in possession of this document to be aware of and to dbserve all applicable laws and regulations of relevant jurisdictions. This document is not intended 1o be distributed to people or in
jurisdictions where such distrioution is restricted or ilegal. It is not to e 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.

SOCIETE GENERALE 23

Private Banking



Quarterly House Views | 2018 Outlook

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 curency from that of the client. The simulations and examples included in this document are provided for informational and llustration
purposes alone. The present information may change with market fiuctuations, 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 docurment’s only aim is o 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 1o the accuracy or exhaustivity 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 Generdle 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 exnaustiveness of this information. Information abbout
past performance is not a guide to future performance and may not be repeated. Investrment 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 themselves respect this confidentiality undertaking). It may not be copled in whole or in part without the prior wiitten 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 Societe Generale, a French bank authorised and supervised by the Autorité de Contrdle
Prudentiel et de Reésolution, located at 67, rue Taitbout, 75436 Paris Cedex 09 under the prudential supervision of the European Central Bank (‘ECB'), and under the control of the Autorité des
Mearchés Financiers ("AMF’). Societe Generale is also registered at ORIAS as an insurance intermediary under the number 07 022 493 onias.fr. Societe generale is a French Société Anonyme with
its registered address at 29 boulevard Haussman, 75009 Paris, with a capital of EUR 1,009,641,917.50 on 31 Decermber 2016 and unique identification number 552 120 222 R.C.S. Paris.

Further detalls are avallable on request or can be found at www. http:/, orivatebanking rale.fr/.

Belgium: This document has been distributed in Belgium by Société Générale Private Banking SANV, a Belgian credit institution according to Belgian law and controlled and supervised by the
National Bank of Belgium ("NBB") and the Financial Services and Markets Authorty (FSMA'), and under the prudential supenvision of the European Central Bank- ECB. Société Générale Private
Banking SANV is registered as an insurance broker at the FSMA under the number 61033A. Société Générale Private Banking SANV has its registered address at 9000 Ghent,
Kortrjksesteenweg 302, registered at the RPM Ghert, under the number VAT BE 0415.835337. Futher detals ae avalable on request or can be found at
www. privatebanking.societegenerale.be

Luxermbourg: 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
Survellance du Secteur Financier (‘CSSF”) under the prudential supension of the Eurgpean Central Bank ('ECB'), and whose head office is located at 11 avenue Emie Reuter — L 2420
Luxembourg. Further detalls are available on request or can be found at www.sgbt.lu. No investment decision whatsoever may result from sdlely reading this document. SGBT accepts no
responsibiity 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 had itself out as providing any advice, particularly in relation to investment senvices. The opinions, views and forecasts expressed in this document (ncluding 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 distriouted in Monaco by Société Générale Private Banking (Monaco) SAM ., located 13, 15 Bd des Moulins, 98000 Monaco, Principality of Monaco,
govemed by the Autorité de Contréle Prudentiel et de Résolution and the Commission de Contrdle des Activites Financieres. The Financial products merketed in Monaco can be reserved for
qualiied investors in accordance with Law No. 1339 of 07/09/2007 and Sovereign Ordinance No 1.285 of 10/09/2007. Further detals are avalable upon request or on
wwww.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 Rhone 8, CP 5022, CH-
1211 Geneva 11. SGPBS is a bank authorized by the Swiss Financial Market Supervisory Authorty (‘FINMA'). Further detalls are avallable on request or can be found at
wwww.privatebanking.societegenerale.ch.

This document () 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 responsiblity for the
accuracy or otherwise of information contained in this docurment. The opinions, Views and forecasts expressed in this document reflect the personal views of the relevant author(s) and shall not
engage SGPBS' liability.

This document is not a prospectus within the meaning of articles 652a and 1156 of the Swiss Code of Obligations.

United Kingdom: Kleinwort Hambros s the brand name of SG Kleinwort Hambros Bank Limited, which is authorised by the Prudential Regulation Autnority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority. The firm reference number is 119250, The company is incomporated in England and Wales under number 964058 and its registered address is
5th Floor, 8 St James's Sauare, London SW1Y 4JU. Kleinwort Benson and Kleinwort Hambros are the brand names of Kleinwort Benson 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 119269. The company is incorporated in England and
Weles under number 2066420 and its registered address is 14 St. George Street, London W1S 1FE.

Channel Islands: Kleinwort Hamboros is the brand name of SG Kleinwort Hambros Bank (Cl) Limited, which is regulated by the Jersey Financial Services Cormmission ('JFSC") for banking,
investrment, money senvices and fund services business. 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. SG Kleinwort Hamboros Bank (C)) Limited — Guemsey Branch is regulated by the Guemsey Financial Services Commission ("GFSC') for banking, investment
and money senices business. fts address is PO Box 6, Hambro House, St Julian's Avenue, St Peter Port, Guemsey, GY1 BAE. This document has not been authorised or reviewed by the JFSC
or GFSC. Kleinwort Benson and Kleinwort Hamibros are the brand names of Kleinwort Benson (Channel Islands) Investment Management Limited, which is regulated by the GFSC for the conduct
of investment business. The company is incorporated in Guemsey under number 59377 and its registered address is Dorey Court, Admiral Park, St Peter Port, Guemsey GY1 2HT. This
document has not been autnorised or reviewed by the GFSC. Kleinwort Benson and Kleinwort Hambros are the brand names of Kleinwort Benson (Channel Islands) Limited, which is regulated by
the GFSC for banking and investment services. 1t is also authorised and regulated by the UK Financial Conduct Authority ('FCA') in respect of UK regulated mortgage business and its frm
reference number is 310344. The company is incormporated in Guemsey with company number 52103 and its registered address is Dorey Court, Admiral Park, St Peter Port, Guemsey GY1 2HT.
This document has not been authorised or reviewed by the GFSC or FCA.

Gibraltar: Kleinwort Hambros is the brand name of SG Kleinwort Hambros Bank (Gibraltar) Limited, which is authorised and regulated by the Gibraltar Financial Services Commission for the
conduct of banking, investment and insurance mediation business. The company is incorporated in Gibraltar under numboer 01294 and its registered address is 32 Line Wall Road, Gibraltar
Societe Generale Private Banking Hambros is part of the wealth management am of the Societe Generale Group, Societe Generale Private Banking. Societe Generdle is a French bank
authorised in France by the Autorité de Contrdle Prudentiel et de Résolution, located at 61, rue Taitbout, 76436 Paris Cedex 09, and under the prudential supervision of the European Central Bank
('ECB"). ltis also authorised by the Prudential Regulation Authortty and regulated by the Financial Conduct Authortty and the Prudential Reguiation Authortty.

enerale.com

© Copyright Societe Generale Group 2017. Al rights reserved. Any unauthonised use, duplication, redistriibution or disclosure in whole or in part is prohibited without the prior consent of Societe
Generale. The key symbals, Societe Generale, Societe Generale Private Banking are registered trademarks of Societe Generale. All rights reserved.

SOCIETE GENERALE 24

Private Banking


http://www.privatebanking.societegenerale.fr/
http://www.sgbt.lu/
http://www.privatebanking.societegenerale.mc/
http://www.privatebanking.societegenerale.ch/
http://www.privatebanking.societegenerale.com/










Societe Generale
SA Capital EUR 1 009 641 917.50 at 31 December 2016
Registered under Paris RCS N°5652 120 222

Societe Generale Private Banking
Tour Société Générale

17, Cours Valmy

75886 — Paris Cedex 18

France
http.//www. privatebanking.societegenerale.com

SOCIETE GENERALE

Private Banking

BUILDING TEAM SPIRIT
TOGETHER

Ref 714608P 000783 December 2017 ’* 'h PEFC 10-32-3010/ PEFC Certified / This product is from sustainably managed forests and controlled sources / ww.pefc.org

With Ecofolio, all
@ers paper shouldbe | Societe Generale is a member of Ecofolio and participates in the financing of paper recycling. This document was printed on paper from sustainably managed forests.

recycled


http://www.privatebanking.societegenerale.com/

