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Summary — Key messages

2016 Lessons for 2017

Political risk, the dog that didn’t bark

v Vv Vv Vv

2016 was the year of political risk but its impact on markets was limited and mostly ahead of the events
Central banks managed yet again to surprise, even though they now look more geared toward the exit
Policy changes and expectations thereof led to sector and style being the main drivers of equity market returns last year

Chinese authorities are still far from having ‘lost control’: they successfully engineered the pickup in the economy in H2

What we take away moving forward

»

We are less concerned about political risk in 2017 overall and see the main risks in the US, as opposed to France or even lItaly

We expect equity markets to continue being driven by micro rather than macro: embedded duration, regulation changes, buy-backs

Central banks should not be discounted as market movers. The Fed remains central to global markets while important
announcements are expected from the ECB and the BoOE in the late part of the year

In EM, differentiation remains key and those countries geared to China rather than the US should benefit from stability there

We adjust the equity allocation

>
>
>

We go neutral in the US against the euro area as fundamentals improve in the latter while political risk has diminished
Time looks ripe to take profit in our long EM Europe vs Latam as enough bad news is now priced into Mexican assets

Separately, we rotate our positive view on inflation from the US, where markets have moved significantly, to Europe where there
appears to be room for further normalisation
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Summary — Key messages

Central scenario

» Inflation

Increasing globally with

» Monetary policy

» Fiscal policy

2 Fed hikes (maybe 3), ECB

energy base effect (peak in

Q1 2017) and core

normalisation

to announce QE tapering in

Significant fiscal stimulus in

the US, limited elsewhere

» Growth

Global GDP acceleration
led by the US and large
EMs; stable EMU recovery

» Rates

Core interest rates should rise
gradually as policy rates,
inflation expectations and the
term premium normalise

Our central scenario

A benign environment of steady
growth and rising inflation reduces

concerns about secular stagnation.
Political risk does not lead to
significant stress in DM or EM.
Expected returns are modest given
valuation levels

» EM

Improving but fragile macro
outlook; Brazil and Russia
exiting recession

P Credit

In a steady growth and rising
rate environment, credit
should be resilient and high
yield outperform

» Equities

Performance should be modest

as high earnings expectations

are priced in and multiples are
vulnerable to higher rates

» FX

We are neutral in EURUSD
but see a weaker GBP going
forward
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Summary — Key messages
Alternative scenarios

False start

(} What goes different? \
Trumponomics disappoints, the US economy remains soft
and inflation falls back down

OR

A sharp deterioration, e.g. in China, slows down the global
economy

(} What it means \

- Central banks have to make a U-turn, ease further and lose
credibility

- Fiscal policy proves unable to take up the baton

- Growth/inflation expectations tank

_J/
[} Market implications \

- Risk appetite declines

- Rates rally and the search for yield resumes, the USD
depreciates

- Equity and commodity markets fall, credit spreads remain

Rates disorderly correction

(} What goes different? \

US inflation rebounds sharply on the back of tight labour
markets and anti-trade policies

OR

Deteriorating geopolitical relations lead to a re-pricing of US
Ceasuries risk premium j
\

() What it means
- US Treasury yields rise sharply, with the Fed unable to
contain markets

- Global rates move higher in sympathy, as observed since
\ November

J

[} Market implications \

- A disorderly sell-off hurts government bonds; credit spreads
widen

- The correlation to stocks turns positive as equity valuation
declines on higher discount rates

\ resilient j

—\ EM assets suffer with limited differentiation

J
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» Themes of the Month
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Theme of the month — 2016 lessons for 2017
Political risk, the dog that didn’t bark

2016 may be remembered as a year of political risk, but little of that has translated into market action

Volatility remained low across asset classes and barely rose around Brexit and the US election. Most of the pickup in
volatility occurred ahead of the events and normalised thereafter, in a ‘sell the rumour, buy the fact’ behaviour

For 2017, we think the political risk in Europe is overestimated. We rather see the US as the main source of policy
volatility, especially as the Trump administration is looking to move fast in the first 100 days

Market concerns faded after Brexit... ... and again after the US Presidential election
Volatility around the Brexit vote Volatility around the US election vote
Z-Score VIX index Move index Z-Score Z-Score Z-Score
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Source: Bloomberg, Policy Uncertainty Index and AXA IM Research Source: Bloomberg, Policy Uncertainty Index and AXA IM Research
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Theme of the month — 2016 lessons for 2017
Do not underestimate central banks’ creativity

BoJ surprised by introducing negative interest rates (Jan.) then came up with an innovative way to protect banks
margins (Feb.) and made history by introducing hard yield targeting (Sep.)

ECB extended QE to corporate debt (March) and prolonged QE all the way to end-2017 (Dec.)... but 2017 should see
the scarcity of politically acceptable parametric adjustments

BoE surprised with £10bn corporate QE already in August; in 2017 again, supporting the economy will trump
defending the currency

BoJ joined the NIRP club with an innovative system December ECB meeting provided clear view for QE in 2017

Share of bank reserves charged at negative rates ECB balance sheet o
Expected size in

90 (% of bank reserves % of EMU GDP Asset Dec 2017
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Source: Bank of Japan and AXA IM Research Source: ECB and AXA IM Research
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Theme of the month — 2016 lessons for 2017
China is able to maintain macro stability

Stable macro backdrop in China came as a surprise against fears of the economy and currency at the start of 2016
Successful reflation of the housing market and limited FX volatility helped to soothe market concerns
Maintaining such stability will be the key focus of macro policies in the year of leadership transition in 2017

Key risks will be a deepening of China’s structural ills (e.g. more debt to pump up growth and more interference to
slow the transition towards a free market) and a rise of trade protectionism

Housing market may not support growth, like it did in 2016 PBoC will continue to manage FX policies to ensure stability
Annual growth in GDP, residential investment and housing starts CFETS Index estimates and CNY/USD
Index CNY/USD
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Source: CEIC and AXA IM Research (as of Jan 2017) Source: Bloomberg, CEIC and AXA IM Research (as of Jan 2017)
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Theme of the month — 2016 lessons for 2017
Selectivity of EM investors: to be continued

Last year was split into three parts:
» Part I: concerns over global growth followed by optimism during the presidential impeachment process in Brazil
» Part Il: market optimism after the Brexit vote with the ensued search for yield

» Part lll: global reflation, reinforced after US Elections and trade concerns

Selectivity of EM investors witnessed at end-2016 to be continued in 2017 (TRY and MXN at risks, rest of Latam
over-performing) as investors look for stronger fundamentals and the US monetary policy normalisation proceeds

2016 was a story of three parts Selectivity to be continued
EM fx, flows vs US monetray polic —Flows (L) . EM fx by region
0.6 rUS$bn, b y policy -US treasuries' term premium (L) - 70 120 - EMfxin US$, end- . 1120
P “EMfx(R) 2015=100.. ~ASia_ ZCEE_—CEE (ex Turkey) —LatAm (ex Mexico) —LatAm |
04 W AN o~ § Reflation and trade { 69 115 } {115
: concerns i i
| ‘ | e » i i [Stronger 110
02 ¥ : 3 1
:‘ : 11 67
O — v/\x : 1 \/ ii 1 : 105 1 105
\J b N v 66
\\fl } | 100 K 1 100
02 F i1 Optimism rekindled:; 7 65
it after Brexit vote with 3 05 t i {95
04 L ™ search for yield Tl 64 i1Optimism rekindled
" |Growth concemns at the ' 63 go LGrowth concerns at the tafter Brexit vote with 90
start & optimism from the ; 3 {start & optimism from the ~ {:search for yield i Global reflation and ]|
0.6 r.preS|de.nt|a| impeachment t 16 . i presidential impeachment trade concerns post- | g5
inBrazil : in Brazil i i Trump
08 * - 61 5 O [
Jan-16  Mar-16  May-16  Jull6  Sep-16  Nov-16  Jan-17 80 80
Jan-16 Mar-16 May-16 Jul-16 Sep-16 Nov-16 Jan-17
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Theme of the month — 2016 lessons for 2017
Equity market drivers: sectors and style

Equity markets returns attributable to sector and industry factors have been on the rise in developed markets
We expect this to continue going forward considering distinctive sector implications from changing policy and rates

The reflation theme and equity duration dynamics should favour value over growth performance

Increase in sector and industry return contribution Value and quality were the winners

Developed Market Equities: return attribution by source

” Factor performance during major market swings
(]
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25 7% - HBrexit

6% A mUS elections

20 504 -

4% -
3% -
206 -
1% -
0% -

15

10

5

0

10 1 12 13 14 15 -1% - _
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‘ mIndustry B Sector mCountry . Region momentum
Source: Empirical Research Partners Source: AXA IM Research, Bloomberg and DataStream.
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» Macro Outlook
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Macro outlook — US

A solid close to 2016

Firmer momentum in the final months of 2016 suggest that US Q4 GDP growth is likely to exceed our 2.2%
(annualised) forecast for the quarter — we now consider 2.6% more likely

This would lift the 2017 GDP outlook to 2.2% from 2.1% - in line with consensus. While we do not expect fiscal
changes to materially impact 2017, sentiment appears to be lifting and solid momentum suggests upside risks.

Uncertainty over the scale of the boost to impact 2018 is high. However, we are wary of inflation eroding household
real income growth and headwinds from tighter financial conditions keeping growth relatively subdued.

GDP momentum suggests upside risk to our Q4 GDP call Declining real income growth still to weigh on consumer spend
GDP growth and short term outlook Consumption and real PDI growth
GDP (% goq = GDP (historic) Index % yoy
saar) mm AXA IM forecast ' Forecast
Atlanta GDP now tracker 6 F '
= Combingd ISM (RHS) - 60 E

"’ . |

2 ' mmmReal PDI
——Consumption

4 L
Q12010 Q22012 Q32014 Q42016 Q12019
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Source: BEA, FRBA, ISM, AXA IM Research - Dec 16 Source: BEA, AXA IM
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Macro outlook — US
Are we nearly there yet?

Payrolls growth slowed to 180k across 2016 from 230k in 2015. This has been sufficient to see the unemployment
rate broadly level off — albeit at 4.7% below level Fed considers longer-term rate

Fed still looks at a number of measures of slack and has seen signs of accelerating labour supply consistent with
drawing workers back to the labour market by running the economy “hot”

Emerging wage pressure is beginning to suggest that the labour market is finally exhausting its slack (that
outstanding slack is more structural than cyclical). This is likely to drive the Fed to a more consistent policy
tightening.

GDP outlook falls short of Trump’s ‘aspirational’ 3-4% target Inflation pressures set to rise
Labour supply growth and unemployment rate Average hourly earnings (yoy)
% % mom % yoy
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Macro outlook — Federal Reserve
A delicate balancing act — 2 or 3 hikes

An assumption of some fiscal stimulus helped edge the Fed’s median outlook for rate hikes to three from two in
December, but most acknowledged it was “too early” to gauge what impact the new administration would have.

We consider headwinds from tighter financial conditions, including a material rise in longer-term interest rates and
the dollar, as a material headwind to activity before any changes lift the economy.

As such, we expect just two hikes in 2017 (Jun and Dec), before a quicker tightening in 2018. However, with the
economy closing 2016 with modestly firmer momentum, risks to this projection lie to the upside.

Tighter financial conditions: dollar and yields Trump agenda still poses major uncertainty ahead
US dollar and government yields rise US growth outlook (with pre-election scenario
% TW index % GDP range) % GDP
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INVESTMENT
% MANAGERS Research & Investment Strategy January 2017 14



Macro outlook — Euro area
On track for a modest recovery

The EMU ended 2016 on a high : labour market further improved in November, IPs surprised on the upside in
France and Germany, composite EMU PMI printed at a 5-year high in December, and GDP growth should be in line
with our estimate of 1.6%

We expect GDP growth to remain moderate but softer in 2017 (1.5% vs 1.4% consensus) and balanced across
countries

» Growth will be domestically driven with consumption as the main contributor

» The limited slowdown will stem from less improvement in labour market, fading oil support and slowing investment
growth

GDP forecasts are balanced across EMU countries Corporate interest rates to rebound?

Interest rate on new loans to nonfinancial corporations,

0
2017 GDP forecasts (%) 1to 5Y maturity, below €1mln (%)
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mFixed Investment m Government Consumption 20 . . . . . .
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Source: Eurostat, AXA IM Research Source: ECB, AXA IM Research
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Macro outlook — Euro area
Italian politics still uncertain

PM Gentiloni’s government has two priorities

» Solving the banking sector issue. Precautionary recap plan decided for MPS: €6.6bn will be provided by Italian State, and €2.2bn by
institutional investors via a debt-to-equity conversion (in line with State Aid rules). Other banks recap plans are still pending. DBRS downgrade
of Italian rating also mounted pressure on banks’ financing cost with an estimate extra cost of €6.7 Bn.

» Complete the electoral law reform, to harmonize the two chambers electoral systems
Life expectancy of the new government could be shortened if it fails one of these tasks

On Jan. 11, Constitutional court rejected the grounds for holding a referendum on the most sensitive part of Renzi’s “Jobs
Act” but accepted areferendum on 2 less sensitive questions

At this stage, probabilities of an early election in 2017H1 are low but credible in H2 with reduced risk of Five Star after
electoral reform

Markets relieved by Jan. 11 Constitutional Court decision NPL at record high
ltalian Spread since 2016 Euro-area banks' non-performing loans (% total loans)
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Macro outlook — ECB
All eyes on inflation

In Dec-2016, ECB decided to lower pace of purchases from €80bn to €60bn from Apr-17, until Dec-17 and changed

technical parameters to address scarcity issue

We have clarity on ECB balance sheet throughout 2017 and notably beyond the German elections. We do not
expect EMU financial conditions to deteriorate (peripheral spreads and FX)

German headline inflation printed at +1.7%yoy in December, on the back of rising energy and food prices
(+2.5%yoy). Spain inflation printed at +1.4% while Italy and France are lagging respectively at +0.5% and +0.8%.

Core reflation remains the key question

January’s ECB press conference provided technical details on purchases of bond yielding below the deposit rate

Wages are increasing faster in Germany
Wage & salaries in EMU (%-yoy)
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Macro outlook — UK
Brexit — the shape of things to come

PM May presented an overview of her government’s Brexit negotiation ambitions. Control of migration and justice
imply the UK will leave the Single Market. May discussed ambitions for a new trade deal, but a transition deal may
be necessary to bridge the gap. May still plans to trigger Art 50 by end-March.

The remainder of the month awaits the Supreme Court rulings. The involvement of devolved governments could
delay May’s timetable with the collapse of the Northern Ireland government — elections expected early March.

Parliament otherwise appears supportive. Triggering Art 50 will begin a two-year negotiation with the rest of the
EU. However, domestic political focus in key EU economies may slow initial progress.

Sterling faces renewed pressure Gilt yields hold steady

Sterling fx 10-year government bond yields

, 0
£ TW index Referendum: Vote to leave i :$ %
questions FDI support for Parliament supports 4 p

100 current account deficit Mar-17 Art 50 timeline
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70 . . approval to trigger Art 50 . 11 0 1 1 1 1 1 1 . 4
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Source: DataStream, AXA IM Research Source: BoE, AXA IM Research
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Macro outlook — UK
Economy shows resilience

Output data for Q4 surprised to the upside including a 2.1% m/m rise in industrial activity. As such we have
Increased our Q4 GDP outlook to +0.4% (from 0.3%). PMIs suggest Q1 growth of +0.5% (we had estimated 0.2%)

A stronger turn of the year raises the outlook for 2017. However, a faster translation of sterling weakness to
inflation looks underway. We forecast GDP growth at 1.4% (from 0.9%) for 2017 and 1.2% (from 0.9%) for 2018

This is closer to the BoE outlook (1.4%, 1.5%), which saw it switch to a neutral policy outlook

Firmer data result in an upgrade to our 2017 GDP outlook Expected rise in capacity to warrant some, but less stimulus
QoQ GDP forecasts Expected cumulative change in output gap
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Macro outlook — Japan
Moderate expansion and mildly negative (core) inflation

Growth on track with a moderate expansion, core inflation still at zero

» With an encouraging uptick in consumption growth and rising consumer confidence, we expect GDP growth to remain stable
around 1.3-1.4% g-0-q annualised rate in 2016Q4-2017Q1. Latest manufacturing business surveys are however disappointing

» Tokyo CPI confirms slightly negative core inflation prevails despite November’s national uptick
Will BoJ’s “yield curve control” remain resilient to rising global rate?

» BoJ should stick with its “yield curve control” framework in 2017, nevertheless the 0% target might be adapted with a ‘tolerance
range’ as rising UST yields could increased difficulty to sustain target

Encouraging signs from private consumption No domestic/core reflationary pressure
Japan: real household expenditures Japan CPI inflation (% y-0-y)
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Source: Cabinet Office, AXA IM Research Source: Datastream, AXA IM Research
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Macro outlook — China
Stable growth continues, amidst rising inflation pressure

Chinese economy ended the year on a stable footing, with robust readings in the PMIs and high-frequency indicators
Q4 growth should print on-par with, if not slightly stronger than, that of Q3, taking 2016 growth to 6.7%

Input (commodity) prices have fuelled PPI inflation, reaching its highest since 2011

PMIls point to a robust growth backdrop Fast PPI reflation reflects higher commodity prices
o PPl and global commodity prices in RMB
NBS and Caixin PMI yoy yoy
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Source: Bloomberg, CEIC and AXA IM Research (as of Jan 2017). Source: Bloomberg, CEIC and AXA IM Research (as of Jan 2017)

INVESTMENT
.28 MANAGERS

Research & Investment Strategy January 2017 21



Macro outlook — China
PBoC takes actions to alleviate RMB depreciation pressure

Accelerating FX depreciation and capital outflows have prompted official actions to ease market pressure

Capital controls have been tightened and market interventions have ratcheted up a notch

A big surge in CNH liquidity recently, partially orchestrated by the authorities, significantly pushed up the cost of
shorting the RMB, resulting in a sharp unwinding of short-yuan positions and reversals in CNH/USD

The PBoC also revised the CFETS calculation to align the index with the BIS NEER, and make it more reflective of
the RMB’s fundamental competitiveness

Surging HIBOR washes out RMB shorts CFETS revision to improve index’s representativeness
HIBOR vs CNY and CNH CFETS index (new and old) and BIS index using CFETS methodology
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Macro outlook — Emerging Markets
Improving economic backdrop... about to be Trumped?

Latest PMI readings imply an acceleration in the real GDP growth momentum in Emerging Europe and Asia to
4.9%qog saar in 2016Q4 (from -1.9% in 2016Q3) and 8.2% (from 6.7%), respectively

Latin American PMIs imply slower growth momentum of -0.2%qoq saar in 2016Q4 from 0.2%

EMs’ economic outlook remains fragile as the currency depreciation post-Trump win may fuel inflationary
pressures, erode purchasing power and contain economic growth

As yet, no EM is in deflation, while headline inflation is rising calling for a more hawkish monetary policy stance

Growth momentum improving The end of deflation in EMs
Actual and forecasted regional real GDP Inflation rate
growth implied by the PMIs Y e
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Source: Bloomberg, Markit, Datastream, AXA IM Research Source: Datastream, AXA IM Research
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Macro outlook — Emerging Markets
Mexico not looking forward to the new US President

US presidential nominations for key international trade posts hint a trade protectionist tilt in the US trade policy

US automakers are putting on hold investments in Mexico... but the real risk is the FDI stock with disruptions in the
supply capacity, MXN depreciation deepening fuelling inflation and unemployment...

Thanks to a good starting point, Mexico is far from alarming misery level which could lead to social instability

More discussion over the build of the wall at the US border and/or questioning NAFTA would accelerate the MXN
depreciation via a wider current account deficit at the risk of higher social misery and unrest

Misery in Mexico goes together with the MXN Inflation and unemployment rising from low levels
Mexico, misery index (ie inflation plus unemployment rate) and the MXN Misery index (inflation+unemployment)
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Investment Strategy
Cross-asset allocation: modest returns ahead

Core view 1: We expect returns to be modest across the
board

»

The secular bull market in fixed income may have come to
an end, meaning very limited returns for duration risk

Most financial assets trade on the expensive side of
historical norm, implying limited upside

A more active management, especially of duration, looks
warranted

Core view 3: We expect credit spreads to be resilient while
risks are more balanced on equities

>

Stable economic growth and low defaults should support
stable spreads in a rising rates environment

Equities look more vulnerable to downside scenarios despite
improving earnings expectations

Core view 5: We will be looking for entry points in EM

»

The Trump election has hurt EM assets at a time of
improving fundamentals and attractive valuations

Once we have more clarity on US policy, we will be looking to
overweight EM again

Core view 2: We express a mildly positive stance on risk
through fixed income rather than equities

»

Core interest rates should rise gradually as inflation
expectations and the term premium normalise globally

We are short duration and long low-grade and the most
yieldy segments of credit

Core view 4: We remain cautious about the implications of
rising rates

»

Rising interest rates may eventually hurt equity valuations,
limiting diversification between bonds and stocks

A strong rise in the USD and US interest rates could unveil
vulnerabilities in some EM

Core view 6: Alternative investments are attractive in this
environment

» Liquidity and complexity premiums can enhance returns

significantly when yields are low

» Real estate and structured finance offer opportunities

Source: AXA IM Research
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Investment Strategy — Cross-asset allocation
Our MVST views in a nutshell

Cross asset | Our assessment

Macro Growth remains supportive for risky assets
although expectations have risen

Valuation All financial assets are expensive, fixed income
the most, EM the least

Sentiment Risk appetite and positioning suggest optimism
dominates, although not excessively

Technicals Rotation takes places mostly within asset

classes. Technicals remain strong but

Rates Our assessment

Macro Reflationary policies reduce fear of secular
stagnation, leading to higher policy rates and
inflation expectations

Valuation Government bonds are expensive, especially in
Europe

Sentiment The market remains short duration, although
some profit-taking has taken place

Technicals The technical background is deteriorating as

central banks unwind QE. Foreigners reduce their
US Treasury holdings

Macro Expect a rebound in earnings growth in 2017, driven
by higher top lines and stable margins

Valuation Developed market equities trade at a premium to our
fair value estimates and historical averages

Sentiment  Investor sentiment continues to be optimistic for US
equities. Other markets are a mixed bag

Technicals Markets appear overbought and can expect some

consolidation given the recent momentum

Macro Gradually rising rates and inflation breakevens are
not detrimental to credit spreads.

Valuation Spreads are broadly rich vs macro fundamentals
albeit on an improving path. Default outlook benign.

Sentiment  Sentiment for spread products remains constructive
as spread pick up over govies remains attractive.

Technicals Corporate QE flows are restarting after the festive

break and supply is ample but so far manageable.

Source: Bloomberg and AXA IM Research
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Investment Strategy — Cross-asset allocation
Allocation & tactical tilts

Tactical allocation: overall exposure
Duration =-1

EM = Curve=0

Equity = - J Inflation = +1

Credit = +1

Scores range from -2 to +2, 0 stands for a neutral position

Global allocation Positioning

Cash o
Core rates [ ]
Credit o
Equities [ ]

Asset class Positioning

Core rates

United States

Germany

UK

Japan

Swap spreads

Inflation break-evens
United States
Euro

Credit
Corporate Investment Grade
United States
Euro
Euro periphery government
Emerging Markets government
Corporate High Yield
United States
Europe

Equities

United States

Euro area

UK

Switzerland

Japan

Emerging Markets
Latin America
Emerging Europe
Emerging Asia

Source: AXA IM Research
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Investment Strategy — Rates

The correction Iin core rates should be sustained

The bond sell-off may take a breather in coming weeks but we see the upward trend as a structural shift

There is still room for upside as central banks (Fed, ECB) tighten policies and inflation expectations normalise

Term premia in core rates remain far from our estimated equilibrium levels

Anatomy of a selloff
Change in bond yields between 4 November and 13 January

Basis points

70 ¢ m5Y5Y Breakeven inflation m5Y Breakeven inflation
m5Y5Y real rates m5Y real rates

¢ Total 10Y nominal yield

60 F
50 f
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30 f
20 F
10 f

0

10 }

20 F

-30 -
10Y US Treasury 10Y German Bund 10Y UK Gilt

Term premia have rebounded but remain very low
G4 term premia on 10Y government bonds

%
3.5
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2010 2011 2012 2013 2014 2015 2016 2017

Source: Bloomberg and AXA IM Research
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Investment Strategy — Rates
We rotate the positive view on inflation from the US to Europe

The market has moved significantly on US inflation expectations while remaining more sceptical in the euro area

Academic research has shown the increasing global nature of inflation*, implying more room to go in Europe as the
US normalises

With the euro inflation swap market pricing inflation below 1.5% for the next 5 years, we see some upside

Inflation closer to historical average in the US than Europe Global factor increasingly important for DM inflation
5Y inflation swaps —PO0—(F m— 20015
% 70 - -
30 p i
60 - -
25 | =0 B
40 - -
2.0 .
30_ -
15 f 20 - -
10 - -
1.0 f .
— R o Advanced economies Emerging market and Full sample
developing economies
05 F
uspb Source: IMF staff calculations.
Mote: The figure reports the share of variation in headlinve consemer price inflation
0.0 explained by the first common factor based on a principal component analysis. The
. sample comprises 120 economies, including 31 advanced economies.

2009 2010 2011 2012 2013 2014 2015 2016
Source: Bloomberg and AXA IM Research Source: IMF
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Investment Strategy — Credit
Good yield hunting — better value in Financials across 1G credit

Financial spreads had a difficult time in 2016 due to growth concerns, lacklustre earnings, Brexit volatility and
stress test jitters

Financials continue to trade near 3-year wides vs Non-Financials despite a retracement since summer, offering
attractive spread pick up over Non-Financials across key currencies within IG credit

There is material scope for Financials vs Non-Financials spread to narrow, driven by improving business sentiment,
rising/steepening yield curves, improving earnings (US in particular) and receding tails risks (Italian banks)

We initiate a trade of going long risk in € Senior Fins via iTraxx FinSen and short risk in € IG via iTraxx Main

3 year history of the Fins vs NonFins spread differential Fins offer an attractive spread pick up over NonFins
(spread to govies, normalised by duration)
100 —Fins - NonFins, § 13-Jan-17 MV : Duration; Spread; Sprd/Dur Yield
20 —FTHS-NU"F_WHW $bni % ofIG yri bpi bp %
="Fns - Nonfins, £ usD NonFins 4,259 71%. 7.61 129] 16.9 3.4
60 1 Fins 1,7381 29%: 541 1261 235 31
40 - | _ _ 6 _ | 5997 _ _ , _ 701 _128 183 _ 33
20 EUR NonFins 13031 63%), 57! 113! 19.9 0.9
. Fins 7740 37%, 47" 1390 208 1.0
IG 2,077 | 53! 123! 232 0.9
20 1 GBP  |NonFins 286 67%) 077 1257 128 2.6
40 - Fins 143: 33% 6.6: 183: 27.6 28
60 - IG 430, | 8.7, 144, 16.6 2.7
-80 -
2014 2015 2016 2017
Source: Bloomberg, BAML and AXA IM Research Source: Bloomberg, BAML and AXA IM Research
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Investment Strategy — Credit
Peripheral credit spreads should narrow

Despite the ECB corporate QE program (CSPP) peripheral spreads have widened in 2016, driven by political noise
(Spain/ltaly), banking sector concerns (Italy/Portugal).

Periphery vs core spreads should narrow as state support for MPS/Italian banks reduces peripheral risk premia. A
risk to this view is earlier tapering of ECB’s QE if upwards inflation pressures persist

That said, spreads of CSPP eligible paper (incl periphery credits) are trading off their tights and are thus less
vulnerable to any change in the positive technical/sentiment associated with CSPP

3 year history of Periphery vs ex Periphery spreads in EUR ECB corporate QE eligible spreads have moved off their tights
(spread to govies, normalised by duration)
70 1 e 350 - —— Eligible €
IG € NonFin exPeri Non-Eligible €

60 - = |G € NonFin Peri 300 A

====|G € Fin exPeri

= |G € Fin Peri
50 - 250
40 - 200
301 0 _%
20 100 4

50 T T T T T
10 oo e ‘ Oct-15 Jan-16 Apr-16 Ju-16 Oct-16 Jan-17
2014 2015 2016 2017
Source: Bloomberg, BAML and AXA IM Research Source: Bloomberg, BAML and AXA IM Research
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Investment Strategy — Equities

Multiple de-rating to limit equity market returns

Global earnings growth headed for a rebound next year following two years of contraction

With a re-pricing in interest rate and higher uncertainty, we expect valuation multiples to slide lower

Equity markets to remain broadly flat in 2017 driven by a struggle between multiples and earnings growth

Earnings to recover after two years of contraction
United States: earnings growth, actual vs. model

65 - in % yoy
45 A
25 1
5

-15

-35

—MSCI US: Trailing earnings growth
551 ——Model
-75

91 93 9% 97 99 01 03 05 07 09 11 13 15 17
Note: Model inputs include the change in US leading economic indicators, spot
commodity prices and trade weighted US Dollar (R2 = 72%)

Equity market valuation multiples appear stretched

United States: CAPE / Shiller PE
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Source: AXA IM Research, Bloomberg and Data stream
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Investment Strategy — Equities
Regional equity allocation: closing the US overweight

US sentiment indicators suggest a pullback

United States: AAIll bull-bear spread
» Positive earnings surprises appear less likely for US equities 31 - 15%

We close the US vs. Euro area overweight

» Fair value indicators now favour Euro area equities over US 2 - 10%

» Overextended investor sentiment for US equities while Euro area 14 - 5%

positioning remains low after massive outflows in 2016
- 0%

- -5%

Close EM EMEA vs. LatAm overweight , ' Lo

“ —Bull-Bear-Spread deviationffrom tiend, [in stdevs] s

= MSCI US, performance over 13 weeks [rhs]

-3 - - -15%
2013 2014 2015 2016 2017

» Strong recent outperformance moderates the relative value gap
» Positive earnings revisions have concluded for EM EMEA

» Accelerated monetary easing and reforms in Brazil Large outflows from Euro area equities in 2016
ETF Flows: Euro area

4000 1 USS$ billions
Asia remains our preferred region within EM 3000 -
» Ability to provide more monetary and fiscal support than other EMs 20001

1000 -
» Cheap valuations with superior profitability position o
» Most major emerging Asian countries remain under-owned 1000 -
» Key risks include Trump’s trade policies and China tails risks -2000 1

-3000 -

2013 2014 2015 2016

Source: AXA IM Research, Bloomberg and DataStream
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Investment Strategy — Foreign Exchange

USD trade-weighted appreciation but neutral EURUSD

The cyclically-adjusted US external imbalance points to a USD TW-appreciation... but market positioning, the Fed
being already largely re-priced and PPP-deviation (now large enough to significantly point for USD depreciation
versus EUR) advocate neutral EURUSD

With upside surprises on inflation and growth, the BoE may be less dovish than previously expected and already
broadly priced in the GBP past fall

We remain short EURSEK with Sweden reflating and long NOKCAD, partly as a hedge for more US protectionism

US should appreciate in trade-weighted terms Large PPP-deviation vs EUR indicates USD depreciation
US cyclical external imbalances: forecasting TW$ Mean-reversion strength of PPP anchor
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Forecasts
Macro forecast summary

Real GDP growth (%) 2015 2016* 2017* 2018*
Consensus Consensus

World 33 ! 31 34 I 35
Advanced economies 2.1 : 1.6 1.9 : 1.8
us 26 | 16 1.6 2.2 23 | 19
Euro area 2.0 | 1.6 1.6 1.45 1.4 | 15
Germany 15 |17 18 1.4 13 I 16
France 15 |t o13 1.2 1.3 12V o1s
ltaly 13 : 0.9 0.8 1.0 0.7 : 0.9
Spain 0.7 | 31 3.2 2.2 2.3 | 2.1
Japan 1.2 | 0.7 0.7 13 1.0 [ 13
UK 2.2 | 2.0 2.0 14 1.3 [ 1.2
Switzerland 08 | 15 14 1.3 15 | 15
Emerging economies 4.1 : 4.2 4.4 : 4.7
Asia 6.7 | 6.5 6.2 | 6.1
China 6.9 I 6.6 6.7 6.2 6.4 | 6.1
Rest of EM Asia 6.4 I 6.3 6.3 | 6.2
LatAm o1 I 07 1.5 I 22
Brazil 38 | 32 12 b 20
Mexico 2.6 : 1.7 1.6 : 1.9
EM Europe 0.1 1.0 2.1 | 23
Russia -3.7 | -07 1.1 [ 1.4
Poland 3.7 I 24 3.2 [ 33
Turkey 40 ' 29 2.8 I 30
Other EMs 3.2 : 3.6 3.0 ! 3.9

Source: Consensus Economics, IMF and AXA IM Research
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Forecasts
Expectations on central banks

Inflation forecasts

CPI Inflation (%)

Consensus Consensus
Advanced economies 0.3 0.7 1.8 1.9
us 0.1 1.3 1.3 2.3 2.4 2.7
Euro area 0.0 0.2 0.2 14 1.3 13
Japan 0.8 -0.1 -0.2 0.3 0.5 0.4
UK 0.1 0.7 0.7 25 25 3.0
Switzerland -1.1 -0.2 -0.4 0.2 0.3 0.6
Other DMs 1.0 0.9 1.8 1.9
Source: Consensus Economics, IMF and AXA IM Research
Central banks’ policies: meeting dates and expected changes
Current Jan-17 Feb-17 Mar-17 Apr-17 May-17
) Date 31st-1st -- 14th-15th - 2nd-3rd
United States - Fed 0.50-0.75
Rates (bp) / QE unch -- unch -- unch
Date -- -- 9th 27th --
Euro area - ECB 0-00 /°80bn
Rates (bp) / QE 60bn from Apr-17 - - unch unch -
Date 30th-31st -- 15th-16th = 26th-27th --
Japan - BoJ -0.1/ 80tn (JGBS)
Rates (bp) / QE unch -- unch unch -
Date -- 2nd 16th — 11th
UK - BoE 0.25/ 70bn
Rates (bp) / QE - unch unch - unch

Source : Datastream, AXA IM Research
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Forecasts
Asset classes forecasts

Asset classes Target

Reference Current 3 months 12 months
Rates (%)

US 10Y Treasury 2.44 2.50 2.75
German 10Y Bund 0.40 0.50 0.80
British 10Y Gilt 1.40 1.50 1.70
Japanese 10Y JGB 0.06 0.00 0.00
Credit (bps)

USD Investment Grade  BofA COAOQ 128 130 135
EUR Investment Grade  BofA EROO 121 125 130
USD High Yield BofA HOAO 402 425 435
EUR High Yield BofA HEOO 348 375 385
Equities

us MSCI US 2,163 2,130 2,050
Eurozone MSCI Euro 206 205 210
Japan MSCI Japan 923 925 950
Emerging markets MSCI EM 893 900 935
FX

EUR/USD 1.07 1.08 1.05
USD/JPY 113 113 115
GBP/USD 1.25 1.23 1.26

Source : Bloomberg, AXA IM Research
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Calendar
Main events in 2017

Macro Politics

UK

» 24 Jan — Supreme Court ruling on Parliamentary vote
before triggering Article 50

UK

» 2 Feb — BoE meeting
> 16 Mar — BoE meeting » March — PM May’s deadline for triggering Article 50
» 11 May — BoOE meeting

Euro area
Euro area » 24 Jan — Constitutional Court decision on Italicum
> 9 Mar — ECB meeting » 15 March — Dutch elections
> 27 Apr— ECB meeting » March — EU Summit in Rome
US » 23 Apr/ 7 May — French Presidential elections
» 1Feb—-FOMC meeting » June — French legislative elections
> 15 Mar — FOMC meeting » 24 September— German Federal elections
» 02 May — FOMC meeting China
Japan » Fall 2017 — 19" Communist Party of China’'s (CPC)
» 31Jan — BoJ meeting party congress
» 15-16 Mar — BoJ meeting EM
> 26 Apr — BoJ meeting » Apr— Constitutional Referendum in Turkey

» May — Iran Presidential Election

» July — Elections in India
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Latest publications

Thailand: 2017 outlook
20 January 2017

Brexit: “Great moment of national change”
18 January 2017

Consider this — “Eight centuries of bond market
reversals”

16 January 2017

EM in 2017: the shield of capital inflows
12 January 2017

China: fighting an uphill battle to stabilise RMB
9 January 2017

Stock-bond correlation - looking for a shift
6 January 2017

Brexit the French way — regulation, tax and politics
22 December 2016
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Disclaimer

This document is for informational purposes only and does not constitute, on AXA Investment Managers part, an offer to buy or sell, solicitation or investment advice. It has been established on the
basis of data, projections, forecasts, anticipations and hypothesis which are subjective. Its analysis and conclusions are the expression of an opinion, based on available data at a specific date.

All information in this document is established on data made public by official providers of economic and market statistics. AXA Investment Managers disclaims any and all liability relating to a decision
based on or for reliance on this document. All exhibits included in this document, unless stated otherwise, are as of the publication date of this document. Furthermore, due to the subjective nature of
these analysis and opinions, these data, projections, forecasts, anticipations, hypothesis and/or opinions are not necessary used or followed by AXA IM’s management teams or its affiliates, who may
act based on their own opinions and as independent departments within the Company. By accepting this information, the recipient of this document agrees that it will use the information only to
evaluate its potential interest in the strategies described herein and for no other purpose and will not divulge any such information to any other party. Any reproduction of this information, in whole or in
part is, unless otherwise authorised by AXA IM, prohibited.

This document has been edited by : AXA INVESTMENT MANAGERS SA, a company incorporated under the laws of France, having its registered office located at Tour Majunga, La Défense 9, 6
place de la Pyramide, 92800 Puteaux, registered with the Nanterre Trade and Companies Register under number 393 051 826..

In the United Kingdom, this document is intended for Professional Clients only, as defined by local laws and regulation, and is issued by AXA Investment Managers UK Ltd, which is authorised and
regulated by the Financial Conduct Authority.

In the Netherlands, this document is intended exclusively for Professional Clients only, as defined by local laws and the MIFID directive, and is distributed by AXA IM Benelux- Netherlands Branch,
Atrium - Tower A, 14th Floor Strawinskylaan 2701 1077ZZ Amsterdam - the Netherlands, which is authorised and regulated by the FINANCIAL SERVICES AND MARKETS AUTHORITY.

In Belgium, this document is intended exclusively for Professional Clients only, as defined by local laws and the MIFID directive, and is distributed by AXA IM Benelux, 36/3 boulevard du Souverain —
1170 Brussels Belgium, which is authorised and regulated by the FINANCIAL SERVICES AND MARKETS AUTHORITY.

In Spain and Portugal, this document is distributed by AXA Investment Managers GS Limited, Spanish Branch, has its registered office in Madrid, Paseo de la Castellana no. 93, 6th floor, is registered
in the Madrid Mercantile Register, sheet M-301801, and is registered with the CNMV under 19 number as ESI of the European Economic Space, with Branch.

In Germany, This document is intended for Professional Clients as defined in Directive 2004/39/EC (MiFID) and implemented into local law and regulation only.

In Switzerland, this document is intended exclusively for Qualified Investors according to Swiss law. Circulation must be restricted accordingly.

In Hong Kong, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities and Futures Commission. This
document is to be used only by persons defined as “professional investor” under Part 1 of Schedule 1 to the Securities and Futures Ordinance (SFO) and other regulations, rules, guidelines or circulars

which reference “professional investor” as defined under Part 1 of Schedule 1 to the SFO. This document must not be relied upon by retail investors. Circulation must be restricted accordingly.

In Singapore, this document is issued by AXA Investment Managers Asia (Singapore) Ltd. (Registration No. 199001714W). This document is for use only by Institutional Investors as defined in Section
4A of the Securities and Futures Act (Cap. 289) and must not be relied upon by retail clients or investors. Circulation must be restricted accordingly.

This document has been issued by AXA Investment Managers LLC, Qatar Financial Centre, Office 703, 7th Floor, QFC Tower, Diplomatic Area, West Bay, PO Box 22415, Doha, Qatar. AXA
Investment Managers LLC is authorised by the Qatar Financial Centre Regulatory Authority.

In Australia, this document is issued by AXA Investment Managers Asia (Singapore) Ltd (ARBN 115203622), which is exempt from the requirement to hold an Australian Financial Services License
and is regulated by the Monetary Authority of Singapore under Singaporean laws, which differ from Australian laws. AXA IM offers financial services in Australia only to residents who are “wholesale
clients" within the meaning of Corporations Act 2001 (Cth).
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