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Mar gi nal Preference for Equity c
Prepare for more Volatility

Tailwinds 1301 Equity to Bonds Relative Performance (TR)
. Sustained global growth 120 MSCI World / JPM Global Bond (100=1Y ago)
. Inflation low and grinding higher 110
. Reflation policies 100+
Headwinds 90~
~ Central banks normalizing 80 Equity
_ Richly valued assets 701 outpertomms
_ Risks / Hurdles 601
Full blown trade war 50+
EM cracks (Venezuela, Turkey, Brazil) 401
US inflation, Tech, Impeachment 30 | | | | | | | | | | |
ltalyos debt 00 02 04 06 08 10 12 14 16 18 20 22

No-deal Brexit
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Central banks slowly pulling out of the game

Overnight Rates Forward Curves
net of current OIS (%)
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Central banks slowly pulling out of the game (2)
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Protectionism & politics pivotal in H2

. Trade, China, and non-US growth
taking center stage
~ Trade stress to persist until midterms

~ US-CN: severe tensions but talks
could restart

- NAFTA : deal US-Mexico but
ongoing talks US-Canada
- Risks
~ Italian stance vs. EC
. No-deal Brexit increasingly likely

~ Further US sanctions on Iran,
Russia and Turkey looming

~ Brazil elections in October
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Protectionism & politics pivotal in H2 (2)

. Benign (40%) : current tariffs + deal

US-China before midterms . 7.0
25% on $50bn Chinese imports, tariffs on steel & "] DXYihs
Aluminum, retaliation for similar amounts 97.5| USDCNY, rhs -

: ]

. Escalation (50%) 92.51 ,

Tariffs 25% on further $200bn 8751 o4
Restrict Chinese investment 82,5 6.2
Retaliation with non-tariffs hurdles ’ 6.0

(restriction on FDI, M&A)

- Trade war & Confidence shock (10%)
Tariffs on all China imports ($500bn)
US exits WTO ; NAFTA dismantled
Would derail world trade, compromise I MS IMS IMS IMsSImMs iMs 4
world growth outlook, raise LT inflation 13 14 15 16 17 18
risk and crush market sentiment
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US midterms turning point?
Impeachment etc

. . . . . . . 51 ] ) ] - 25
Projections from district by district polls: US Polls (aggregate FiveThirtyEight)
- House: 233D, 202R 0 0.0
Trump Approval Rating
SolidD LikelyD LeanD Toss-up LeanR LikelyR SolidR (% Approve-Disapprove), Ihs
. e E— -5+ - -2.5
5% D 275% D 0% D <805 80N R 275K R 0% R Congress Generic Ballot
(% Republicans-Democrats), rhs
District totals by category
190 168 17 23 8 132 -10- - -5.0
|| L ___________________|
-151 - -7.5
- Senate: 49D, 51R
ﬁgtDu:’?grc;;icchii\ats 35 seats up for election :\iﬁ?:'nummn seats netup for -20 b [~ 1 0 0
S38g8gfs S:c S3igigisdniate
Sggtge” O5Ca . Gplgtatgtetats
.:.:.:.-.. -257“““““‘I““““‘f—12.5
@0gsE 00000 OO ooo 0O 0 sls'es) FMAMJJASONDJFMAMJJ ASO
18 5 2 3 2 1 4 17 18
SolidD LikF:y\D Lean D Tossiqi Le;af\\R L\lee\;t R Eolifl..ll
FiveThirtyEight, Macrobond, Lyxor AM
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US assets

Silver linings
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US Solid Confidence, Capex & Growth

. Sustained expansion
- 2018: +2.8%
- 2019: +2.5%

~ Fiscal boost bearing fruit
Corporate tax cut to 21%
Capex expensing during 5Y
Interest deduction up 30%
EBITDA
Individual mandate repealed

No debt ceiling until March
2019

. Large increase in defense
spending (+10% in 2018)
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US recession unlikely before 2021

110~ US Recession probability (Yield Curve PCA)
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Unf ol ding capex cycle favors groc

15+ 4.5 US Productivity (non-farm business, 4Y ann%Chge), lhs r15.0
40! US Real Capex (4Y% annChge), rhs
“Borns [
" 2018 Q4
7.0 35’
%2018Q2 -10.0
3.01
25, - 7.5
2.0+ - 5.0
1.5
- 2.5
US Real Capex (Y/Y%) 1.0
-154 Fitted model (credit standard, Baa spreads) - 0.0
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-20 1 0.0 --2.5
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US labor shortage likely to pu

t upward pressures on wages

) _ 4.5-US Wages (production workers before March 2007), lhs
. Small bUSIﬂIESSG.S. labor US NAIRU to Unemployment spread, rhs
shortage atits hlg_hest (1975); 40/ Unemployment
labor quality considered as the WM«
15t most important problem 331 | . Aﬂ Wﬁ“'ﬂﬁ \
- Compensation plan at 20-year 3.0 M W W W
highs
J o ) 2.5
- US labor participation to stall
(re-entrance offsets demographics) 2.0-
. High corporate margins point 15
to continued solid job creations Unemployment
above NAIRU
é as do wor kweeRVI & overtime, . . . ., . . I
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Phillips curve to revive once demographic shifts wane

30 118.0

. 25-34Y took a large share of 9 1;2
hiring since 2010 that 28 16-5
reflected their growing share 27 16-0

in US population 26 - US Employment 25-34 Years % Total, Ihs

Population 25-34 % Total, rhs | 15.5

. They earn 15% less than 25 | 15.0
other full-time workers but 24 145
their earnings growth has 23 ao
caught up (@ 3%) - e

- No slack left in the young 21 130
labor market segment 20. 125
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Core & Headline to creep higher (wage & tariffs pressures)
sO/W US Breakevens

n model & Breakeven
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