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Learning objectives

* Discuss: the current global macro-economic environment

* Describe: the possible effect on asset prices

Understand: which economic conditions are more fundamental and longer term in nature;

and which are less fundamental but likely to cause shorter term noise and
asset price volatility

* Provide: you with a narrative of current events to assist with client conversations
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The needle has shifted
Mirror image: Fed pivot has supported risk assets in 2019

Asset class performance (USD)
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Source: Datastream, 31 December 2018 and 31 March 2019, returns in USD. Image source: By Franz van Duns - Own work, CC BY-SA 4.0, https://commons.wikimedia.org/w/index.php?curid=78431989



Index Level

A constant state of ‘surprise’
Asset recovery despite softer macro data
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Source: M&G, Bloomberg, 26 March 2019. Source for quotes: https://www.cnbc.com/2016/01/15/a-recession-worse-than-2008-is-coming-commentary.html, https://www.imf.org/en/Publications/WEO/Issues/2018/01/11/world-economic-outlook-update-january-2018,
https://www.bloomberg.com/news/videos/2019-01-09/larry-summers-sees-grounds-for-concern-about-a-u-s-recession-video, https://www.bloomberg.com/news/articles/2019-01-21/imf-ceos-warn-of-slowing-world-economy-on-eve-of-davos-summit




Constant state of the ‘unsurprising’

Negative flows into equities despite strong performance in 2019 .
Only bonds, money market and EM equity funds had The ytd decoupling between resilient equity performance
inflows ytd and negative flows is stark
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6 Source: Barclays — April 2019



Track list

i = sl

(Prince)

5. It's Getting Better

(Mama Cass)

6. China In Your Hand
(T'Pau)




Track 1 "Should | stay or should | go now?’
Brexit, what do we know?

FTSE All-Share vs. sterling
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Source: FTSE, Refinitiv Datastream, J.P.Morgan Asset Management. Data as of 31 March 2019



1. Hard Brexit/ 2. Soft (Plan B) 3. Political

No deal / No Brexit » Crisis
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By UK Home Office - https://www.flickr.com/photos/ukhomeoffice/21450866922, CC BY 2.0, https://en.wikipedia.org/w/index.php?curid=51065934, By Rwendland - Jeremy Corbyn, 2016 Labour Party Conference
10 1.jpg, CC BY-SA 4.0, https://commons.wikimedia.org/w/index.php?curid=53026238
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Track 2 ‘When two tribes go to war’
US China trade war, still playing out

How the trade war has played out How the US-China trade war has escalated

US tariffs on China
s . . g US tariffs - China tariffs

Tariffs imposed in 2018 Tariffs threatened by Trump
6 Jul 2018 $34bn $34bn

23 Aug 2018 Q $16bn Q $16bn
Total Chinese goods imported into the US (2108) ’ 5

$200bn B 56000
17 Sep 201
$539bn Sep 2018 . at 10% Y at 10%

Dec 2018 — March 2019
United States and China agree to start negotiation and

Chinese tariffs on US . temporarily pause new tariff

$110bn  Tariffs imposed in 2018 10 May 2019 .

Total US éoods imported into China (2108)
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$200bn
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at 25%

1 Jun 2019

- Note: Data as of 14 May 2019
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12 Source: US Census Bureau, BBC research. Note: Data as of 8 May 2019
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Track 3 ‘Let it grow?” Global growth is forecast to slow in 2019
Concerns have been fuelled in part by moderating economic data

% change, calendar year average
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Global purchasing managers’ index (PMI)
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Understanding the driver of returns
Industry weightings in the USA and UK, 1900 compared with 2019
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Source: Elroy Dimson, Paul Marsh and Mike Staunton, Triumph of the Optimists, Princeton University Press, 2002, and Global Investment Returns Yearbook, Credit Suisse, 2019, FTSE Russell All-World Index
Series Monthly Review, December 2018.
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Track 4 ‘When doves cry’ A dovish Fed and changes in global interest expectations
The needle has moved

Implied rates:
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17  Source: Bloomberg, 25 March 2019
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Central bank liquidity declining, for now
Fed becoming hawkish in relation to QT

Monthly flow of G4 central bank assets purchases (MA)*
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*Notes and assumptions: Data are 12m MA, assumptions. Fed will redeem maturing assets as per the announced cap during the September decision. ECB will cut buying to EUR 30 billion per month from January 2018 and eventually end the process INVESTMENTS

18 by September 2018. BoE assumed not to begin reducing balance sheet in the medium term. BoJ’s monthly purchase of JGBs assumed to be 8 trin Yen per month and is expected to continue purchases in the medium term.
Source: Deutsche Bank Research, November 2018



Inflation expectations
The cost of getting inflation protection: inflation breakevens

10y inflation breakeven rates for the UK, US and Germany
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19 Source: Bloomberg, 28 February 2019

INVESTMENTS



20

2018: Decoupling of US growth and performance vs the Rest of the World (ROW)
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Source: Factset, 4 April 2019

__ The end of US economic exceptionalism?
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Trump’s tax stimulus fuels ‘buyback wave’ in the US
Fuelled by corporate tax cuts, but who does it benefit?

Regional share buybacks
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21 Source: Bloomberg, March 2019. S&P500 Index, Stoxx Europe 600 Index, FTSE All Share Index. By Michael Vadon - Own work, CC BY-SA 4.0, https://commons.wikimedia.org/w/index.php?curid=41703476



US share buybacks exceed capital expenditure in 2018
First time since 2007
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22 Source: Bloomberg, Citi Research, March 2019
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How do markets perform in ‘late cycle’ phases?

Quarterly asset performance during U.S. late-cycle periods, 1988-2019
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Source: Sources: BlackRock Investment Institute, Thomson Reuters, March 2019. Asset returns in each quarter since 1988 that fell during a late-cycle period. Variables considered include measures of economic INVESTMENTS

slack, wage and price inflation, monetary policy stance and the growth of private sector leverage. Dots show mean returns over the time period. The bars show the 10th to 90th percentile range. Indexes used are the
MSCI World and Emerging Markets indexes, and the Bloomberg Barclays U.S. Government, U.S. Corporate and U.S. High Yield indexes. Returns do not reflect any fees.
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Track 5 ‘It's getting better’ Equites face cross currents
Valuations have re-rated and earnings forecasts have seen some downgrades

IBES 12m forward PE ratio vs 25 year average
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Source:Datastream MSCI, 28 March 2019; DataStream, April 2019. MSCI EMU Index, MSCI Emerging Markets Index, S&P500 Index, TOPIX Index, EuroStoxx Index; Refinitiv Datastream , rebased to 100in Jan 2019, 17t April 2019



A closer look at valuations
Global earnings continue to be robust

MSCI ACW!I: Price vs 12 month forward EPS
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25 Source: Bloomberg, 28 February 2019. *Rebased to 100 as at 29 October 2015.



What's priced in today? Pessimism still dominates
The key opportunity — margin of safety

MSCI ACWI earnings yield and real 10-year government bond yields (US and Germany)
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27 Source: Thomson Reuters Datastream, 31 December 2018. Earning’s yields are not inflation adjusted
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Track 6 ‘China in your hand’ China, the biggest needle shifter?
1in 5 people are Chinese
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Why China
Share of global economic growth (2019f)
CHINA 33%

OTHER ASIA 30%

U.S.A. 11%
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Why China

An economic super power

China’s economic growth and share of global economy China’s catch up with the US
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30 Source: World Bank, J.P. Morgan
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Why China

A fast evolving economy

China current account balance (% of GDP)
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31 Source: JP Morgan, Jan 2019



Why China

Challenge the consensus view

Global share of high value added exports

18%
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Why China?

China’s 5 year plans : ‘ 2006

By Narendra Madi - This file was derived from: Prime Minister Narendra Modi with Chinese President Xi Jinping.jpg, CC BY-SA 2.0, https://commons.wikimedia.org/w/index.php?



Why China?

China’s 5 year plans

' ice S€
manufacturing, and the servl

By Narendra Madi - This file was derived from: Prime Minister Narendra Modi with Chinese President Xi Jinping.jpg, CC BY-SA 2.0, https://commons.wikimedia.org/w/index.php?



Why China?

China’s 5 year plans

By Narendra Madi - This file was derived from: Prime Minister Narendra Modi with Chinese President Xi Jinping.jpg, CC BY-SA 2.0, https://commons.wikimedia.org/w/index.php?



Why China
A huge, diverse opportunity set

World’s biggest stock markets by market capitalisation —in USS$ (trillions)

NASDAQ
rage daily
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38 Source: World Federation of Exchanges, 12/31/16



Why China

Opening up to international investors

MSCI China adopting 20% China A-shares inclusion factor

MSCI China adopting 100% China A-shares inclusion factor
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Challenging Although a change In Relative value China’s continued growth
conditions persist Fed rhetoric helped opportunities continue now accessible to
asset recovery Investors

-
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Learning outcomes

* Discuss: the current global macro-economic environment

* Describe: the possible effect on asset prices

Understand: which economic conditions are more fundamental and longer term in nature;

and which are less fundamental but likely to cause shorter term noise and
asset price volatility

* Provide: you with a narrative of current events to assist with client conversations
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This presentation has been created for training purposes. It is intended for Investment Professionals only, and is not for onward distribution. All content regarding regulatory development is M&G's interpretation of future legislation, and our view is
subject to change without notice. This information should not be regarded as confirmation of how your firm may be specifically impacted by regulatory change or relied upon as legal advice. This presentation is not a financial promotion and

should not be regarded as a recommendation or as financial advice. Issued by M&G Securities Limited which is authorised and regulated by the Financial Conduct Authority and provides investment products. The registered office is Laurence
Pountney Hill, London, EC4R OHH. Registered in England No. 90776




