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US monetary policy

US monetary policy is once again the leading factor driving the global economy (lower)

Federal Reserve’s stance: restrictive in our view; it is neutral, in the Fed’s view

> Borrowing costs have been rising and consumer confidence may have peaked in December, so the effects should show in
December already, in the form of weaker spending. 3Q18 was probably the peak in real GDP growth
> Employment growth was very strong in 2018 — labour is cheap, but this is the problem! The low unemployment rate is

not reflective of genuinely strong inflationary pressures, and the wage rigidity index is high in historical terms across
education levels

> According to the Fed’s dot plot guidance, the majority of the FOMC expects another 25bps and up to 75bps cumulative
rate increases in 2019E, and it is guiding overall for flat rates from 2020E

> We believe that one more rate hike is likely;, two more are plausible; and an aggressive rate cut phase by 2020E is highly
likely

> The market is discounting some likelihood of one more rate increase and the beginning of some easing from 2020E

> We see 0.5ppts of downside to the consensus real GDP growth projections for 2019E and close to 2ppts of downside for
2020F

O AMALYSE. DEBATE. ACT.



Trade wars

This dispute cannot be resolved in a matter of months — it is likely to last several years: we assume
nothing less than five years, and it may take up to 10

Expect trade talks to proceed in phases: calm; escalation; unreasonable; small deal... & repeat from
the start

The US has an equally strong interest in reducing the trade deficit vis-a-vis the EU, as it has with
China

The trade war is likely to develop into a currency war over time

Where we stand:

> There was an improvement in the US trade balance in 2Q, which was undone in 3Q

> The upcoming talks with China are unlikely to yield the final breakthrough, but eventual minor concessions are likely. The
US is unlikely to stop there, however

> The trade negotiations are not the key reason behind the downturn in the business cycle
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EU politics

There is only one big theme that matters, but two key events to watch, in practice

Themes: voters falling out of love with the EU and wanting big changes

Events: the Brexit negotiations and the EU parliamentary elections in May

Where we stand:

>
>

Y VYV

The deal offered by the EU to the UK is, de facto, unacceptable for the UK

PM May is thinking tentatively about another attempt at a vote in mid-January, which is likely to fail, at best; at worst, it
will be delayed again

There is no real way to change the deal into something that the UK parliament will accept

There is also no genuine desire to have the UK crash out of the EU. The only real option to break the deadlock is for the
UK to call another election. A second referendum is a popular option, but not one that will yield a solution

The most likely scenario is an extension of the talks. There is only one binding date: 29 March 2019

The EU parliamentary elections are due in May. EPP stands some chance of winning again, but there is a high risk that
the “Eurosceptic” front, led by the Italian vice PM, will win

A victory of the established party would provide a superficial sense of stability,; a victory by the anti-establishment would

be likely to be better for the EU’s future
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EU economic downturn

Eurozone data show a clear downturn of activity, led by Germany and followed by Italy

Inflation is close to the peak, ECB rate hike is irrelevant

The ECB is likely to end up implementing quantitative easing (QE) again in 2020E. The Federal
Reserve may do something similar by then too

Where we stand:

Unemployment rates to rise by summer 2019E

Central Europe to experience a tiny and shallow downturn in 2019E. However, wages should continue to rise
The Eurozone needs a different fiscal framework, but it should agree to some fiscal easing in 2020E, at best

It does not matter who leads the ECB after Draghi; the ECB is being pushed into more QE because there is no agreement
on anything else
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Nobody escapes the business cycle

Business cycles have become longer, but will never disappear completely as long as credit exists

We have passed the peak — this is what is driving the stock market sell-off

2019E is likely to see further financial market weakness as unemployment rates and defaults are
likely to appear

The market will force central banks to re-start the stimulus

Watch out for:
> The peak in inflation — likely before summer 2019E
> Persistent equity market sell-off to lead the FED and the ECB to capitulate eventually, but it may take six more months
> Housing markets overvalued in the core Eurozone and potentially in the US
> Any country with fiscal space is likely to use it in 2020E. The US is running out of fiscal space; the Eurozone needs big

policy changes, or something big will break eventually
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Two key charts to keep in mind

US wage rigidity indices Germany: sentiment & stock market performance
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http://www.frbsf.org/
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Disclaimer
I/ Copyright 2019 ADA. All rights reserved.

This report may provide information, commentary and discussion of issues relating to the state of the economy and the capital markets. All opinions, projections and
estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. ADA is under no obligation to update this report and
readers should therefore assume that AD will not update any fact, circumstance or opinion contained in this report.

The content of this report is provided for discussion purposes only. Any forward looking statements or forecasts included in the content are based on assumptions derived
from historical results and trends. Actual results may vary from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when
making any investment decision, and no investment decisions should be made based on the content of this report.

This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation and particular
needs of any specific person. Under no circumstances does any information represent a recommendation to buy or sell securities or any other asset, or otherwise
constitute investment advice. Investors should seek financial advice regarding the appropriateness of investing in specific securities or financial instruments and
implementing investment strategies discussed or recommended in this report.

This report should not be regarded by recipients as a substitute for the exercise of their own judgment and readers are encouraged to seek independent, third-party
research on any companies discussed or impacted by this report.

In accordance with rules established by the U.K. Financial Services Authority, macroeconomic analysis is NOT considered investment research.

Materials prepared by ADA research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect
information known to, professionals in other business areas of ADA.

To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors
should consult their own legal advisers as to issues of law relating to the subject matter of this report. ADA research personnel’s knowledge of legal proceedings in which any
ADA entity and/or its directors, officers and employees may be plaintiffs, defendants, co—defendants or co—plaintiffs with or involving companies mentioned in this report is
based on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect
information known to, professionals in other business areas of ADA in connection with the legal proceedings or matters relevant to such proceedings.

The information herein (other than disclosure information relating to ADA and its affiliates) was obtained from various sources and while all effort has been made to provide
accurate information, ADA does not guarantee its accuracy. This report may contain links to third—party websites. ADA is not responsible for the content of any third—party
website or any linked content contained in a third—party website. Content contained on such third—party websites is not part of this report and is not incorporated by
reference into this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with ADA.

Any unauthorised use or disclosure is prohibited.
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