December 4, 2017

ZURICH

Weekly Macro & Markets View

Highlights and View

¢ The US Senate passes its version of
the tax reform bill

The Senate’s approval is a crucial step
towards significant tax cuts and a
simplification of the tax code. Ironing
out the differences with the House’s
version could take some time but a
compromise is likely.

Market sentiment is lifted by tax
reform optimism and solid
economic data

Equity investors will benefit from lower
corporate taxes in the US while the
economic upside from the tax reform
is expected to be limited.

The global manufacturing PMI
surge to the highest level since
2011 as both activity and prices
gain momentum

A further acceleration appears to be
underway in the global economy,
supported by a broad-based
investment recovery.

The US stock market reaches another record high on tax reform optimism
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The S&P 500 ended November on an upbeat note delivering positive total returns in every
single month so far this year — a highly unusual occurrence. Investor confidence was briefly
shaken on Friday when optimism on the tax reform was overshadowed by revelations that
former National Security Advisor Michael Flynn had pled guilty to lying to federal agents and
intends to cooperate with Special Counsel Robert Mueller. This could potentially lead to further
investigations involving persons in President Trump’s inner circle. For now, however, positive
sentiment keeps the upper hand, helped by the Senate’s approval of the tax reform bill. While
the outcome was expected, some Republican holdouts raised the risk of a delay. The Senate’s
approval is a crucial step towards long-awaited tax reform, but now the differences with the
House's version have to be ironed out — a process that is likely to end with a compromise but
offers several pitfalls and the risk for further delays ahead.

Market sentiment was also supported by another set of solid economic numbers. The ISM
Manufacturing ticked down to 58.2 from 58.7 but remains deeply in expansionary territory, in
particular taking into account that new orders picked up to 64.0 from 63.4. Consumer
confidence has further improved from already very high levels with a strong uptick in
expectations indicating an ongoing willingness to spend.

Eurozone: No signs of a
slowdown in growth

Last week saw another strong set of data
from the Eurozone, with the European
Commission economic sentiment indicator
hitting its highest level since 2000. The pickup
in sentiment was broad-based across
countries and sectors. The latest bank lending
data also confirmed the robust growth
outlook. Eurozone corporate lending picked
up to 2.9% YoY in October from 2.4% YoY in
September, while lending to households
remained unchanged at 2.7% YoY. Inflation,
however, still remains subdued in the
Eurozone. Headline inflation ticked up only

modestly in November to 1.5% YoY from
1.4% the previous month. Core inflation was
unchanged at 0.9% YoY. Nevertheless, there
are signs of price pressures building in many
of the business surveys. For example, the
Eurozone Manufacturing PMI output prices
component is at its highest level since 2011.
Given the strength of growth in the Eurozone,
we would expect inflation to gradually pickup
over the next few quarters, which should put
some upward pressure on government bond
yields.
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Switzerland: Boom time for
Swiss manufacturers

Third quarter GDP rose by 0.6% QoQ, which
was the highest quarterly growth rate since
2014. The mix was good, with solid increases
in investment and net trade, while
consumption expanded more modestly.
Construction fell, confirming that housing
market headwinds persist. We believe that
growth will stay strong in Q4 and into 2018,
led by manufacturing, but with positive spin-
off effects on the economy more broadly. The
manufacturing PMI spiked higher in
November to the highest level since 2006,
with both current output and new orders

matching pre-crisis levels. Clearly, exporters
are benefitting doubly, from the surge in
external demand and the weaker franc. Other
survey data released last week were also
strong, though the broader economy is still
lagging behind, in part reflecting sluggish
consumption. We do not expect the SNB to
change policy in the December meeting, but a
move towards tighter policy in 2018 looks
increasingly likely given strong data and a
weaker franc.

Asia: PMIs powering ahead!

The global economic picture is improving and
Asia is no exception. After a rather subdued
October, Asian PMls are powering ahead in
November reaching ~52.8 on an equal-
weighted average basis, which is one point
above the year-to-date average. Both overseas
and domestic demand recovered.
Employment also rose, a sign that confidence
is gaining strength. Top performers were
Australia (+6.2 to 57.3 points), Malaysia (+3.4
to 52), Taiwan (+2.7 to 56.3), and India (+2.3
10 52.6). In Australia and Malaysia, a
combination of local infrastructure spending

and strategic roles in global trade explain the
rebound. Taiwanese producers are hiring to
cater to ongoing tech demand. As for India, it
is slowly exiting the GST trauma. One
exception to this bullish reading is China: the
Caixin and the official PMI are roughly stable.
Ongoing prudential tightening is probably to
blame. Finally, we want to stress that more
countries are reporting increases in average
selling prices. These remain modest relative to
the pressure of energy and raw material input
prices, but indicate some normalisation in
inflation.

Japan: A week full of mixed
data, with most of the negative
ones being one-offs

The Ministry of Finance Q3 corporate survey
revealed both positive and negative insights.
On the negative side, recurring profits fell for
the first time in six quarters on a sequential
basis, though they were still up 5.5% YoY.
However, this was far below consensus
expectations of 18.4%. While the
manufacturing industries continued to show
strong profit growth, the service sector
experienced a slump, which follows a very
strong outcome in the prior quarter and thus
may be just a pullback, probably caused by
one-off costs. The fact that capex continued

to be strong, not only in the manufacturing
industries but also in construction and the
service sector, shows that we should not read
too much into the disappointing profit
numbers. On a seasonally adjusted basis,
recurring profits remain close to their record
high reached this summer. Industrial
production grew weaker than expected in
October, but corporate production forecasts
remain very optimistic. Consumption related
indicators were also weak, but again due to
temporary factors. We are looking through
these blips, and remain optimistic.

India: The manufacturing sector
recovers

What to Watch

Following an underwhelming 5.7% YoY in
Q2, GDP growth rebounded to 6.3% YoY in
Q3, on the back of improved manufacturing
and fixed investment growth. The recent
introduction of the Goods and Service Tax
(GST) has hit the manufacturing sector. It
seems, however, that confidence is slowly
returning, following efforts by the
government to simplify the GST processes and
alleviate tax rates. Overall, we see the reforms
as structurally positive, as they focus on tax
compliance and formalisation of the economy.
Additionally, the announced recapitalisation

of public sector banks should gradually
support investment. That said, we think that
the government will retain a flexible attitude
when it comes to policy enforcement. Indeed,
other parts of the economy, like agriculture
production and private consumption, remain
lacklustre. As regional (2018) and general
(2019) elections approach fiscal policy is likely
to remain supportive.

¢ The ISM Non-Manufacturing Survey is expected to reveal a continuation of the positive mood in the US service sector, while labour
market data will show whether this translates into a better employment environment.

e Export and CPI data for November will be the focus in Asia this week. In Japan and China, we will also have a closer look at service

related PMIs and consumer confidence.

¢ We do not expect any changes in monetary policy rates when the MPCs of the Australian RBA and the Indian RBI convene this week.



Disclaimer and cautionary statement

This [publication/ presentation/ brochure/ video] has been
prepared by Zurich Insurance Group Ltd and the opinions
expressed therein are those of Zurich Insurance Group Ltd as of
the date of writing and are subject to change without notice.

This [publication/ presentation/ brochure/ video] has been
produced solely for informational purposes. The analysis
contained and opinions expressed herein are based on numerous
assumptions concerning anticipated results that are inherently
subject to significant economic, competitive, and other
uncertainties and contingencies. Different assumptions could
result in materially different conclusions. All information
contained in this [publication/ presentation/ brochure/ video] have
been compiled and obtained from sources believed to be reliable
and credible but no representation or warranty, express or
implied, is made by Zurich Insurance Group Ltd or any of its
subsidiaries (the ‘Group’) as to their accuracy or completeness.

Opinions expressed and analyses contained herein might differ
from or be contrary to those expressed by other Group functions
or contained in other documents of the Group, as a result of
using different assumptions and/or criteria.

The Group may buy, sell, cover or otherwise change the nature,
form or amount of its investments, including any investments
identified in this publication, without further notice for any
reason.

This [publication/ presentation/ brochure/ video] is not intended
to be legal, underwriting, financial investment or any other type
of professional advice. No content in this [publication/
presentation/ brochure/ video] constitutes a recommendation that
any particular investment, security, transaction or investment
strategy is suitable for any specific person. The content in this
[publication/ presentation/ brochure/ video] is not designed to
meet any one’s personal situation. The Group hereby disclaims
any duty to update any information in this [publication/
presentation/ brochure/ video].

Persons requiring advice should consult an independent adviser
(the Group does not provide investment or personalized advice).

The Group disclaims any and all liability whatsoever resulting
from the use of or reliance upon this [publication/ presentation/
brochure/ video]. Certain statements in this [publication/
presentation/ brochure/ video] are forward-looking statements,
including, but not limited to, statements that are predictions of or
indicate future events, trends, plans, developments or objectives.
Undue reliance should not be placed on such statements
because, by their nature, they are subject to known and
unknown risks and uncertainties and can be affected by other
factors that could cause actual results, developments and plans
and objectives to differ materially from those expressed or implied
in the forward-looking statements.

The subject matter of this [publication/ presentation/ brochure/
video] is also not tied to any specific insurance product nor will it
ensure coverage under any insurance policy.

This [publication/ presentation/ brochure/ video] may not be
reproduced either in whole, or in part, without prior written
permission of Zurich Insurance Group Ltd, Mythenquai 2, 8002
Zurich, Switzerland. Zurich Insurance Group Ltd expressly
prohibits the distribution of this [publication/ presentation/
brochure/ video] to third parties for any reason. Neither Zurich
Insurance Group Ltd nor any of its subsidiaries accept liability for
any loss arising from the use or distribution of this [publication/
presentation/ brochure/ video]. This [publication/ presentation/
brochure/ video] is for distribution only under such circumstances
as may be permitted by applicable law and regulations. This
[publication/ presentation/ brochure/ video] does not constitute
an offer or an invitation for the sale or purchase of securities in
any jurisdiction.
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