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2017 has been a tough year
for Ebearnezer Scrooge







THE BULL JUST GOES
ON AND ON
AND...

(OR HOW TO CORRECTLY PREDICT 10 OF THE
LAST 1 MARKET CRASHES)

Albert Edwards
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IS ICE AGE SECULAR DE-RATING OF EQUITIES V BONDS OVER?

BOND/EQUITY YIELD (CASHFLOW) RATIO

1.20 _
1.00 :: | cheap equities
us : to get cheaper
Z elative to bonds
.80 :" a
~ - R | H
H "'_. .: o " T .
» " - - LY 1% -
0.60 Y o % 3
" - : WA
0.40 =1 a
0.20 ‘///ﬂ A i.;"':-
Japa1| (led 10 years)
o

SOCIETE GENERALE

Cross Asset Research

83 85 87 89 91 93 95 97 99 01 02 05 07 09 11 12 15 17 19 21

Source: Datastream



VALUATIONS DON’T MATTER APPARENTLY? FORWARD PE
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SHILLER (P/E10) RATIOS : S&P 500 SECTOR-MATCHED TO EAFE
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2017 SAW BUMPER CENTRAL BANK MONEY PRINTING
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INDIVIDUALS STOCK EXPOSURE IS EXTREME RELATIVE TO CASH
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PROFESSIONAL ADVISORS ARE AS ALSO EXTREMELY BULLISH
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Source: Twitter, Yardeni Research
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THE DONALD IS ALL BULLED UP TOO!

O Donald J. Trump @ :
ollow A
JrealDonald Trump

Stock Market had another good day but, now
that the Tax Cut Bill has passed, we have
tremendous upward potential. Dow just short
of 25,000, a number that few thought would
be possible this soon into my administration.
Also, unemployment went down to 4.1%.
Only getting better!

SOCIETE GEN ERALE

Cross Asset Researc Source: Twitter 10



US EQUITIES RALLIED THROUGH 1987, DESPITE BOND SELL-OFF
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US ISM AND BRENT OIL PRICE (JAN 1985-OCT 1987)
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$ STABILIZED IN 1987 DUE TO HIGHER RATES & LOUVRE ACCORD
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IS THIS LIKE 1987? EQUITIES IGNORE RISING YIELDS - FOR NOW
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THE MARKET HAS LITTLE BELIEF IN FED TIGHTENING PROMISES

3.00 _ _3.00
2.50 |  2.s0
2.00 | . 2.00
1.50 | | 1.50
1.00 ] . 1.00
O0O.50 | :O5O
. Fed Funds -
(@] | T I ©
J F M A M J J A s o N D I J [ = M A M J J A s o N D I
SOCIETE GENERALE Source: Datastream 15

Cross Asset Research



IT LOOKED SO DIFFERENT IN 1994
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US DOLLAR NOT BEING DRAGGED UP AS US 2Y YIELDS RISE
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SPECULATORS ARE VERY SHORT THE DOLLAR NOW AGAINST €
THIS TIME LAST YEAR THEY WERE VERY LONG!

EUR/USD CFTC spec EUR, 000s
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THE FED’S TAPER TANTRUM COWARDLINESS = CONVERGENCE
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DOVISH HIKES HAVE LOOSENED FINANCIAL CONDITIONS
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THE MAIN REASON THE MARKET IS BELOW THE FED DOTS IS...
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BUT IS US CORE CPI SET TO RISE?
US GDP AND CORE INFLATION
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NY FED SUGGESTS US CORE CPI COULD SURGE
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CORE CPI AND NY FED'S UNDERYING INFLATION GAUGE
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US WAGE INFLATION HAS DRIFTED DOWN!
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LOTS OF LABOUR SLACK IN THE US?
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PRIME AGE EMPLOYMENT RATE STRONGER THAN TOTAL
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US PHILLIPS CURVE IS NOT DEAD
PRIME AGE WAGE GROWTH AND CORE EMPLOYMENT RATE
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WHY AREN’T US BOND YIELDS RISING MORE QUICKLY?
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THE MOST IMPORTANT CHART IN THE WORLD?
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..BACK TO THE WAGE CONUNDRUM....
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JAPANESE WAGE INFLATION BUMPING ALONG AT 2% YOY
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JAPANESE LABOUR MARKET MUCH TIGHTER THAN THE US
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JAPAN: A BIG INCREASE IN FEMALE PARTICIPATION RATIO

FIGURE 1.

Labor Force Participation of Prime-age Women from 1968-2016, by Country

Japan
» ~ United States
QECD

Labor force participation rate (percent)

40
1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016
THE
HAMILTON
Source: CECD Labour Force Statistics. e I s \_I "
Note: Prime-age indicates 25-54, BROOKINGS
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JAPANESE HOUSEHOLD INCOME IS STRONG (YOY%)
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JAPAN: CONSUMPTION WEAK V INCOME = UNLIKE THE US & UK!
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JAPANESE STOCKMARKET PROFITS SURGING
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JAPANESE CORE CPI INFLATION RISING
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JAPANESE IMPLIED INFLATION EXPECTATIONS BOTTOMING?
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JAPANESE BEGINNING TO BELIEVE IN INFLATION AGAIN!
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JAPANESE QE IS OFF THE SCALE. COULD THEY TAPER TOO?
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HAS QT ALREADY STARTED IN JAPAN?

Bank of Japan Month-to-Month Change in Assets
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KEEP A CLOSE EYE ON YEN/US DOLLAR. STRONGER YEN?
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CENTRAL BANK QE UNWIND - WHAT IMPACT?

12m change in CB assets (USDbn- at current FX rates)
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UNWINDING QE IS GOING TO BE SO EASY...APPARENTLY!

"I have absolutely no doubt that
when the time comes to reduce
the size of the balance-sheet that
we’ll find that a whole lot easier
than we did when expanding it.”

Mervyn King BoE Governor, Feb 2012
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EASY MONEY

Andrew Lapthorne
GLOBAL QUANTITATIVE STRATEGY
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2017: A RECORD BREAKING YEAR FOR MSCI WORLD

14 months of consecutive total returns for MSCI World
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WHO NEEDS HEDGE FUNDS!

MSCI World delivered a Sharpe Ratio of more than 4.0x!
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VOLATILITY FELL, PARTICULARLY IN EQUITY

Realised Equity, Bond and FX annualised realised volatility
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NATURAL LANGUAGE PROCESSING BECAME POPULAR
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REGIONAL RETURN ON ASSETS ARE CONVERGING

Median company return on assets by region (%)
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PEAK PAIN FOR US VALUE INVESTORS
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GLOBALLY, OUR (SGVB) VALUE INDEX HAD A PRETTY GOOD YEAR
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AND IN THE LONG RUN
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VALUE DOESN’T WORK AMONGST THE LARGEST CAP

VALUE PERFORMANCE PER SIZE SEGMENT (DM, LONG/SHORT,1990-2017)
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JAPAN AND FINANCIALS DOMINATE THE CHEAP UNIVERSE
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US CORPORATES ARE STILL OUTSPENDING CASH FLOW...
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US CASH FLOW GROWTH IS NOT AS STRONG AS YOU THINK
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BUYBACKS ARE FINALLY DECLINING
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BUYBACKS ARE A SIGN OF WEAKNESS NOT STRENGTH

Correlation between stocks with the highest buyback yields versus Value and Quality stocks
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MEDIAN S&P 1500 EX FINANCIALS LEVERAGE RATIOS
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NO WONDER THE IMF IS FINALLY CONCERNED ABOUT LEVERAGE!

Interest cover by size segment
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MERTON DISTANCE TO DEFAULT — A MARK TO MARKET CREDIT MODEL
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CREDIT RISK AND EQUITY VOLATILITY IS THE SAME THING
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BALANCE SHEETS WERE A KEY PERFORMANCE DRIVER LAST YEAR

Top vs Bottom 20% US stocks based on Merton Distance to Default
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THERE IS A GOOD REASON WHY MANY ARE SHORT RUSSELL 2000!

Net Debt versus EBITDA for the Russell 2000
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WE'RE WATCHING THE RED LINE CLOSELY!

Balance sheet performance in the Russell 2000
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THE EUROPEAN QUOTED SECTOR IS LOSING GLOBAL RELEVANCE
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JAPAN NOW GENERATES THE EQUIVALENT OF 50% OF EUROPEAN PROFITS

(MSCI Japan total 12m forward and reported earnings as % of MSCI Europe in USD)
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Japan — seriously!

= SOCIETE GENERALE
Cross Asset Research



FUNDAMENTALLY JAPAN HAS BEEN OKAY - VALUATION WAS THE ISSUE

—— Dividend growth

——Dividend Yield
——Valuation change

——Total return

\’-T'L-T\\I\

o 9

<
3] 0 3!

< <
th i

(95,)uinyal |eal leah Q| 01 UoniNgLIU0D

-12.0

9L0C 1O
GL0C 1O
rL0C 1O
€L0C 1O
zLoZ 1O
110 1O
0L0C 1O
6002 1O
800C 1O
L00C 1O
900C 1O
G00C 1O
¥00C 1O
€00C 1O
c00C 1O
100C 1O
000C 1O

6661
8661
L661
9661
G661
v661
€661
c661|
1661
0661
6961
gg61
L3861
9861
Gg6l
r86l
€861
86l
1861
0861

1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O
1O

Source: SG Cross Asset Research/Equity Quant, FTSE, I/B/E/S, FactSet .

72

SOCIETE GENERALE

Cross Asset Research



THE LONG ROAD TO NORMALISATION - 12M FORWARD PE BY REGION

75

—Japan

65

——Europe

55

—US

45
35
25

- 91-92d
- Gl-3=d
- ¥1-3=d
- €1-92d
- =920
- 11-3=d
- 0l-3=d
- 60-22C
- 80-92Q
- £0-9=d
- 90-3=d
- C0-22(
- ¥0-9=0
- €0-9°d
- c0-3=d
- 10-3=d
- 00-9=d
- 667920
- 86-9°C
- 67380
- 96-3=30
- G6-020
- 76920
- €6-3=8d
- 26-22(C
- L 6-92Q
- 067920

Source: SG Cross Asset Research/Equity Quant, FTSE, I/B/E/S, FactSet .

/3

SOCIETE GENERALE

Cross Asset Research



MEDIAN JAPAN DIVIDEND YIELD IS SIMILAR TO THE US

Median company dividend yield by region
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Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.
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JAPAN HAS THE LOWEST PAYOUT RATIO

Dividend payout ratios by region
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JAPAN HAS MORE NET CASH BALANCES THAN OTHER REGIONS

Percentage of companies with a net cash balance (MSCI Indices)
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SGQI JAPAN VS NIKKEI 225 YEN SENSITIVITY
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SGQI JAPAN PERFORMANCE
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CONCLUSIONS

« Central bank policies have resulted in record valuations
and record levels of corporate leverage — well done!

 US corporate sector Is vulnerable; average corporate
profitability is weak and balance sheets are in a
dangerous state. US small caps could be the source of
the next market crisis.

« Central banks will not be able to hold back the wave of
balance sheet issues in 2018, as they couldn’t in 2017.

« Wil still like Japan, the equity market is cheaper and less
leveraged than Europe or the US and now represents a
sensible long term investment proposition..
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APPENDIX - DISCLAIMER

IMPORTANT DISCLAIMER: The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained from, or is based upon, sources believed to
be reliable but is not guaranteed as to accuracy or completeness. Material contained in this report satisfies the regulatory provisions concerning independent investment research as defined in MiFID. Information
concerning conflicts of interest and SG’s management of such conflicts is contained in the SG’s Policies for Managing Conflicts of Interests in Connection with Investment Research which is available at
https://lwww.sgresearch.com/Content/Compliance/Compliance.aspx SG does, from time to time, deal, trade in, profit from, hold, act as market-makers or advisers, brokers or bankers in relation to the securities, or
derivatives thereof, of persons, firms or entities mentioned in this document and may be represented on the board of such persons, firms or entities. SG does, from time to time, act as a principal trader in equities or
debt securities that may be referred to in this report and may hold equity or debt securities positions. Employees of SG, or individuals connected to them, may from time to time have a position in or hold any of the
investments or related investments mentioned in this document. SG is under no obligation to disclose or take account of this document when advising or dealing with or on behalf of customers. The views of SG
reflected in this document may change without notice. In addition, SG may issue other reports that are inconsistent with, and reach different conclusions from, the information presented in this report and is under no
obligation to ensure that such other reports are brought to the attention of any recipient of this report. To the maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of the
material or information contained herein. This research document is not intended for use by or targeted to retail customers. Should a retail customer obtain a copy of this report he/she should not base his/her
investment decisions solely on the basis of this document and must seek independent financial advice.

The financial instrument discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding the appropriateness of investing in
financial instruments or implementing strategies discussed herein. The value of securities and financial instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the
price of such securities or financial instruments, and investors in securities such as ADRs effectively assume this risk. SG does not provide any tax advice. Past performance is not necessarily a guide to future
performance. Estimates of future performance are based on assumptions that may not be realized. Investments in general, and derivatives in particular, involve numerous risks, including, among others, market,
counterparty default and liquidity risk. Trading in options involves additional risks and is not suitable for all investors. An option may become worthless by its expiration date, as it is a depreciating asset. Option
ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review the "Characteristics and Risks of Standardized Options" at
http://www.optionsclearing.com/publications/risks/riskchap.1.jsp.

Notice to French Investors: This publication is issued in France by or through Société Générale ("SG") which is authorised and supervised by the Autorité de Controle Prudentiel and regulated by the Autorite des
Marches Financiers.

Notice to U.K. Investors: Société Générale is a French credit institution (bank) authorised by the Autorité de Controle Prudentiel (the French Prudential Control Authority) and the Prudential Regulation Authority and
subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by the
Financial Conduct Authority are available from us on request.

Notice to Polish Investors: this document has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its registered office in Warsaw (Poland) at 111 Marszatkowska St. The Branch is
supervised by the Polish Financial Supervision Authority and the French "Autorité de Contréle Prudentiel”. This report is addressed to financial institutions only, as defined in the Act on trading in financial instruments. The
Branch certifies that this document has been elaborated with due dilligence and care.

Notice to U.S. Investors: For purposes of SEC Rule 15a-6, SG Americas Securities LLC (“SGAS”) takes responsibility for this research report. This report is intended for institutional investors only. Any U.S. person
wishing to discuss this report or effect transactions in any security discussed herein should do so with or through SGAS, a broker-dealer registered with the SEC and a member of FINRA, with its registered address at
245 Park Avenue, New York, NY, 10167. (212)-278-6000.

Notice to Canadian Investors: This document is for information purposes only and is intended for use by Permitted Clients, as defined under National Instrument 31-103, Accredited Investors, as defined under National
Instrument 45-106, Accredited Counterparties as defined under the Derivatives Act (Québec) and "Qualified Parties” as defined under the ASC, BCSC, SFSC and NBSC Orders

Notice to Singapore Investors: This document is provided in Singapore by or through Société Générale ("SG"), Singapore Branch and is provided only to accredited investors, expert investors and institutional investors,
as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this document are to contact Société Générale, Singapore Branch in respect of any matters arising from, or in connection with, the
document. If you are an accredited investor or expert investor, please be informed that in SG's dealings with you, SG is relying on the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the
exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts SG from complying with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in
Regulation 34 of the FAR, which exempts SG from complying with Section 27 of the FAA on recommendations; and (3) the exemption set out in Regulation 35 of the FAR, which exempts SG from complying with Section
36 of the FAA on disclosure of certain interests in securities.

Notice to Hong Kong Investors: This report is distributed in Hong Kong by Société Générale, Hong Kong Branch which is licensed by the Securities and Futures Commission of Hong Kong under the Securities and
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) ("SFO"). This document does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the SFO. This report is to
be circulated only to "professional investors" as defined in the SFO.

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, which is regulated by the Financial Services Agency of Japan. This document is
intended only for the Specified Investors, as defined by the Financial Instruments and Exchange Law in Japan and only for those people to whom it is sent directly by Societe Generale Securities (North Pacific) Ltd.,
Tokyo Branch, and under no circumstances should it be forwarded to any third party. The products mentioned in this report may not be eligible for sale in Japan and they may not be suitable for all types of investors.
Notice to Korean Investors: This report is distributed in Korea by SG Securities Korea Co., Ltd which is regulated by the Financial Supervisory Service and the Financial Services Commission.

Notice to Australian Investors: Societe Generale is exempt from the requirement to hold an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on
ASIC Class Order 03/8240, a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order exempts financial services providers with a
limited connection to Australia from the requirement to hold an AFSL where they provide financial services only to wholesale clients in Australia on certain conditions. Financial services provided by Societe Generale may
be regulated under foreign laws and regulatory requirements, which are different from the laws applying in Australia.
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