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Chart 1: Global industrial output is trending lower Real GDP growth in the OECD area
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US profit margins over the business cycle

US GDP and key contributions (% qoq, saar)
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US housing US new car sales (% yoy, 3m avg)
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Fed dot plot opens the door to two cuts if data remains soft and risks cloud the outlook---- but anticipate hikes after cuts
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FOMC participants assessments of appropriate monetary policy (from Jun 19FOMC megting)
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Graph 1: Probability of upper bound of fed funds target rate at
upcoming FOMC meeting dates

Meeting Fwd 1.25%  1.50% 1.75% 2.00% 2.25%
31-Jul-15 2.05 0% 0% 0% 28% 100%
18-5ep-13 1.87 0% 0% 20% 80% 100%
30-Oct-19 1.78 0% 8% 43% 87% 100%
11-Dec-19 1.67 3% 22% 61% 93% 100%
29-Jan-20 1.59 10% 35% 72% 95% 100%
18-Mar-20 1.52 17% 45% 78% 96% 100%
29-Apr-20 149 20% 50% 81% 97% 100%
10-Jun-20 142 28% 57% 85% 98% 100%
29-Jul-20 1.40 30% 60% 86% 98% 100%
16-5ep-20 136 36% 65% B2% 98% 100%
3-Nov-20 133 38% 67% 89% 98% 100%

Source: 5G Cross Asset Ressarch/Rates
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Property starts, sales and investment growth An extended construction cycle
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Chinese nominal export and import growth
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Chinese nominal export growth by destination
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Breakdown of funding sources - Large banks vs SMBs

Yields at issuance of 6Gm NCD by rating
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Euro area real GDP

German household income and consumption
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Chart 2: Gross fixed capital formation: (% of GDP, change Chart 4: Factors limiting production in the manufacturing
from year 0 sector (standardised)
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Inflation continue to be far from the 2% target
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GDP impact in vanious US-China tariff scenarios (% of GDP)
Benign Intermediate Malign
Impact in China GDP 02tc-03 D4to-06 0.8to-1.2
Impact on US GDP 0.1to-02 02to-03 05t0-0.7
Impact on EA GDF 0 0to-0.1 -0.1
Impact on Global GDP -0.1 0.1to-0.2 02t0-04
Source: 5G Cross Asset Research/Economics
Additional drag on growth from each step of escalation in the US-China tariff war, pp
China Japan Korea Taiwan India Indonesia
25% on $50bn 0.2-0.3 0.05 0.1 0.2 mildly negligible
10% on $200bn positive
i 2 ildl
10% raised to 25% 0.2-0.3 0.05 0.1 0.1 negligible miely
on 5200bn negative
25% on all 0.4-0.6 0.1 0.2 0.4 mildly 0.1
the rest of goods negative

Source: 56 Cross Asset Ressarch/Economics
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Top beneficiaries from China’s losing US market share
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OUR SCENARIO

US economy to slow down.
Fed slow to loosen this year

Europe caught between
political deadlock and lack of
(German) stimulus

OUR STORY

Reducerisk assets as they are

CURRENCIES vulnerable to a combination of

USD: strong momentum but
becoming very expensive

RMB: to stay under control

while the Fed might disappoint
for now

Keep high exposure to
sovereign bonds and
commaodities (oil and gold)
GOVERNMENT BONDS

Our preferred Trump-proof
asset class

EMASSETS

Split between China and the rest
of EM. Keep high exposure to
China bonds and equities

OUR STRATEGY

(geo)political and cyclical forces,

Z AL /M E

“China put”: China to reflate more
if and when necessary

KEY RISKS
Further deterioration in trade

talks, leading to China retaliation

Corporate defaults (US)
Premature US slowdown

EQUITY

S&P 500 in the 2500-2800
comidor until summer 2020

Prefer Japan to euro area,
and raise UK equities

CREDIT

We reduce US exposure but

keep European credit
(Japanification of Europe)

COMMODITIES

Should be backed by
supportive fundamentals.
Prefer oil and gold
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Graph 3: Treasury forecasts for the upcoming year Graph 4: Swap spread forecasts (bp)

Rates (%) 3Q19 4Q19 1Q20 2Q20 Swaps 3Q19 4Q19 1Q20 2Q20
2y 1.45 1.30 1.20 1.10 2y 1.50 1.40 1.30 1.25
3y 1.45 1.40 1.40 1.30 Sy 1.45 1.38 1.35 1.23
10y 1.75 1.70 1.60 1.50 10y 1.70 1.63 1.50 1.38
30y 2.25 2.30 2.30 2.20 30y 1.98 2.00 2.00 1.84
Curves (bp) Spreads

2555 0 10 20 20 2y 5 10 10 15
2510s 30 40 40 40 Sy 0 P 5 7
5s510s 30 30 20 20 10y -5 7 -10 -12
5s530s 80 90 90 90 30y 27 230 230 -36

Source: 3G Crozs Asset Research/Rates
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3G global equity index targets
Index m 1% 401% 1020 2020e End-2018e End-2020e End-202fe End-202%
STOXX 600 372 325 230 310 220 30 350 350 380
Euro STOXX 50 3318 2950 3,000 2,750 2,800 3,000 3,000 3,100 3,400
FTSE 100 7218 6,500 6,600 6,000 6,200 6,600 6,800 7,000 7,600
CAC 40 5,249 4 700 4 800 4,400 4 500 4800 4 800 5,000 5,500
DiAX 30 11,802 10,500 41,000 10,000 40,2500 41,000 41,000 11,000 12,000
FTSE MIB 19948 {17,500 18000 16000 16,5000 18000 18,000 18,000 20,000
|BEX 35 9158 8000 8200 7500 77000 8200 8200 8500 9,250
SMI 9,542 BEDD 9000 B500  B500 9000 9000 9000 9500
S&P 500 2789 2500 2700 2500 26000 2700 2800 2800 3,000
MSCI Asia ex-Jap 615 580 620 600 625 620 675 730 800
MIKKEl 225 20943 20,300 20600 20000 20,8000 20600 22000 25000 27,500
TOPIX 1532 1480 1500 1440 1,500 1500 1620 1,850 2,050
Shanghai Comp. 2906 2800 3000 2900 30200 3000 3200 3460 3,800
MSCI CHIMA 73 70 75 5 78 75 a2 98
KOSP 200 264 250 255 265 270 255 285 310 335
MIFTY50 11,946 11,800 12500 11,800 12,3000 42500 14,000 15200 16,800
Source: Datastream, S5 Cross Assel Ressarch/Equity Strategy
Commodities

Gurrent 3015 4013e 1Q20e 2020e 2013e 2020e

(31.505)
Aluminium (51 1781 1850 1875 1300 18950 1850 1950
Copper ($/) 5827 6500 BB00 6800 7000 6450 7000
Zinc {$4) 2592 2800 2500 2500 2E00 2650 2525
Micksl (51 11 995 13 000 14 150 14 00O 15 000 13 000 14 000
Gold ($/oz) 1316 1325 1350 1400 1400 1320 1375
il Brant {$/bbl) 61.2 70.0 75.0 70,0 70.0 69.3 69.0

Source: 56 Cross Assel Ressarch/'Commodity Strategy
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GDP growth By key sectors (%yoy)
5 8 2
4 6 15
4 10
3
2 5
2
0 0
1
2 5
0 -4 -10
-1 -6 -15
1011 1Q12 1Q13 1Q14 1Q15 1Q16 1Q17 1Q18 1Q19 2 1B 104 15 Wk 10U 1018 1Q1
Private consumption e (30vernment consumption
=% qoq % yoy Exports Construction investment (RHS)

e acility investment (RHS)

Sources: The Bank of Korea, SG Cross Asset Research/Economics
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Construction completed and orders (% yoy) Retail sales and facility investment (% yoy)
100 12 30
10 25
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8 20
60 6 15
40 4 10
2 5
20
0 r — 0
0 -2 5
-20 -4 -10
6 -15
40 -8 -20
-15 -60 -10 -25
20 80 -12 -30
111 112 113 1-14 115 116 117 118 119 1-11 1-12 1-13 1-14 1-15 1-16 1-17 1-18 1-19
) ) Retail sales e [acility investment (RHS)
Construction completed === Construction orders (3mma, RHS)
Sources: Statistics Korea, SG Cross Asset Research/Economics
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Year-on-year and month-on-month changes in jobs YoY changes in the number of employed by age group
(thousands) (thousands)
1,000 150 0
900 125 -
800 100 500
700 75 50
600 50 300
500 25 200 ‘QJ
400 0 100
300 25 0
200 -50 10
100 -75 20
-300
0 ' ' ' ' ' ' ' — -100 111 1-12 113 1-14 1-15 116 117 1-18 1-19
111 112 143 14 115 116 117 148 1419
Age 15-29 e Age 30-59 Age 60+

Year-on-year changes === \onth-on-month changes (3mma, RHS)

Sources: Statistics Korea, SG Cross Asset Research/Economics
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Semiconductor exports: USD amount and growth Semiconductor exports: volume and price index (2010=100)
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2 -40 0 0
1oz i3 1 IS 16 17 18 19 111 112 113 114 115 116 117 1418 119
Nominal exports (USD bn) e 0, 0y (RHS) Export volume index e Fxport price index (RHS)

Sources: The Bank of Korea, Statistics Korea, SG Cross Asset Research/Economics
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Sources: Statistics Korea, SG Cross Asset Research/Economics

SOCIETE GENERALE

Cross Asset Research

245/07/2019

|36



ol ol B2
Headline, core and non-core inflation (% yoy)
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Sources: Statistics Korea, SG Cross Asset Research/Economics
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Wage inflation and personal services inflation
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Household credit (% yoy) House price index, nationwide and Seoul apartment
houses
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Household credit e Banks Non-banks

Sources: The Bank of Korea, Korea Appraisal Board, SG Cross Asset Research/Economics
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Fiscal balance, including government projection

(% of GDP)
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2001 2003 2005 2007 2009 2011 2013 2015 2017 2019p2021p

Sources: Ministry of Economy and Finance, SG Cross Asset Research/Economics
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Current account, seasonally adjusted (USDbn)
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GDP growth: contribution of private and Inflation: administered and non-administered prices
government sector (%p) (% yoy)
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Disposable income, consumption, household savings rate (%) Key components of household primary income (% yoy)
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APPENDIX - DISCLAIMER

ANALYST CERTIFICATION

Each author of this research report listed on the cover hereby certifies that the views expressed in the research report accurately reflect his or her personal views, including views about subject securities o
r issuers mentioned in the report, if any. No part of his or her compensation was, is or will be related, directly or indirectly to the specific recommendations or views expressed in this report.

Important Notice: This publication should not been construed as investment research as it has not been prepared in accordance with legal requirements designed to promote the independence of investm
ent research. Therefore, even if it contains a research recommendation, it should be treated as a marketing communication. This publication is not subject to any prohibition on dealing ahead of the dissem
ination of investment research. Notwithstanding the preceding sentence SG is required to have policies in place to manage the conflicts which may arise in the production of its research, including preventi
ng dealing ahead of investment research

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, sour
ces 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 define
d 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://www.sgmarkets.com/#equity/compliance or https://www.sgmarkets.com/#credit/compliance. SG does, from time to time, deal, trade in, profit from, hold, act as market-makers o
r 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 en
tities. 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 or related derivatives. Emplo
yees 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 disc
lose 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 rep
orts 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 r
ecipient 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 i
s 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 an
d must seek independent financial advice.

The financial instruments 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 inv
esting 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 ri
sks, 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 expirati
on 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 "C
haracteristics and Risks of Standardized Options" at http://www.optionsclearing.com/about/publications/character-risks.jsp or from your SG representative. Analysis of option trading strategies does not co
nsider the cost of commissions. Supporting documentation for options trading strategies is available upon request.

CONFLICTS OF INTEREST

This research contains the views, opinions and recommendations of Societe Generale (SG) credit research analysts and/or strategists. To the extent that this research contains trade ideas based on macr
o views of economic market conditions or relative value, it may differ from the fundamental credit opinions and recommendations contained in credit sector or company research reports and from the views
and opinions of other departments of SG and its affiliates. Credit research analysts and/or strategists routinely consult with SG sales and trading desk personnel regarding market information including, bu
t not limited to, pricing, spread levels and trading activity of a specific fixed income security or financial instrument, sector or other asset class. Trading desks may trade, or have traded, as principal on the
basis of the research analyst(s) views and reports. As a general matter, SG and/or its affiliates normally make a market and trade as principal in fixed income securities discussed in research reports. SG h
as mandatory research policies and procedures that are reasonably designed to (i) ensure that purported facts in research reports are based on reliable information and (i) to prevent improper selective or
tiered dissemination of research reports. In addition, research analysts receive compensation based, in part, on the quality and accuracy of their analysis, client feedback, competitive factors and SG’s total
revenues including revenues from sales and trading and investment banking.

SOCIETE GENERALE
Cross Asset Research 2(%/07/2019

|43


https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
https://www.sgmarkets.com/
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp
http://www.optionsclearing.com/about/publications/character-risks.jsp

APPENDIX — DISCLAIMER (CONT’D)

Notice to French Investors: This publication is issued in France by or through Societe Generale ("SG") which is authorised and supervised by the Autorité de Controle Prudentiel et de Résolution (ACPR) and regulated
by the Autorité des Marchés Financiers (AMF).

Notice to U.K. Investors: Societe Generale is a French credit institution (bank) authorised by the Autorité de Contréle Prudentiel (the French Prudential Control Authority) and the Prudential Regulation Authority and sub
ject 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 Fin
ancial Conduct Authority are available from us on request.

Notice to Swiss Investors: This document is provided in Switzerland by or through Societe Generale Paris, Zurich Branch, and is provided only to qualified investors as defined in article 10 of the Swiss Collective Invest
ment Scheme Act (“CISA”) and related provisions of the Collective Investment Scheme Ordinance and in strict compliance with applicable Swiss law and regulations. The products mentioned in this document may not be
suitable for all types of investors. This document is based on the Directives on the Independence of Financial Research issued by the Swiss Bankers Association (SBA) in January 2008.

Notice to Polish Investors: this publication 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 sup
ervised 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 Bra
nch certifies that this publication has been elaborated with due diligence and care.

Notice to US 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 wishin
g to discuss this report or effect transactions in any security discussed herein should do so with or through SGAS, a U.S. registered broker-dealer and futures commission merchant (FCM). SGAS is a member of FINRA,
NYSE and NFA. Its registered address at 245 Park Avenue, New York, NY, 10167. (212)-278-6000.

Notice to Canadian Investors: This publication 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 publication is provided in Singapore by or through Societe Generale ("SG"), Singapore Branch and is provided only to accredited investors, expert investors and institutional investor
s, as defined in Section 4A of the Securities and Futures Act, Cap. 289. Recipients of this publication are to contact Société Générale, Singapore Branch in respect of any matters arising from, or in connection with, the p
ublication. 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 exempt
ion 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 or circulated in Hong Kong only to “professional investors” as defined in the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) (“SFO”).
Any such professional investor wishing to discuss this report or take any action in connection with it should contact SG Securities (HK) Limited. This report does not constitute a solicitation or an offer of securities or an in
vitation to the public within the meaning of the SFO.

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities Japan Limited, 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 Japan Limited, and under no circumstances sh
ould 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 ma
y be regulated under foreign laws and regulatory requirements, which are different from the laws applying in Australia.

Notice to Indian Investors: Societe Generale Global Solution Center Pvt. Ltd (SG GSC) is a 100% owned subsidiary of Societe Generale, SA, Paris. Societe Generale SA is authorised and supervised by the Autorité de
Contréle Prudentiel et de Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (AMF). Analysts employed by SG GSC do not produce research covering securities listed on any stock exchange recog
nised by the Securities and Exchange Board of India (SEBI) and is not licensed by either SEBI or the Reserve Bank of India.

http://www.sgcib.com. Copyright: The Societe Generale Group 2018. All rights reserved.

This publication may not be reproduced or redistributed in whole in part without the prior consent of SG or its affiliates.
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