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Favouring equities and regional plays amid a benign macro backdrop
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We maintain a favourable view on risk assets, particularly on equities, compared to government
bonds over the coming months. That said, after the strong run equities have had so far, further
outperformance in global portfolios is likely to come from regional plays. We have a favourable
view on the stock markets of Korea, Taiwan, Singapore and the Eurozone, especially when
compared to those of China and the US.

The macro backdrop remains constructive for risk assets, particularly for equities, which we think
are likely to outperform both corporate and government bonds. Indeed, a number of stock
indices have already hit new highs and we expect this to continue. The earnings season, which is
already underway in the US, is off to a decent start and is likely to confirm a healthy recovery in
profits. While some of this is arguably already in the price, positive momentum is likely to persist
amid low yields and abundant liquidity. It is also worth noting that sentiment indicators do not
indicate exuberance and it seems that investors have been somewhat sceptical of the recent
rally, which paradoxically implies that the rally can be sustained further as investor scepticism
wanes. Within risk assets, we are more favourably disposed towards equities rather than credit,
as tight credit spreads limit the upside in the latter. Government bond yields have stabilised after
the short sharp selloff seen last month, as central banks have tried to soothe investor nerves that
the unprecedented amount of monetary stimulus will only be reduced at a measured pace.

We believe that regional plays will be key to generate further outperformance. The Chinese
stock market for example, which has already risen by over 30% this year, is likely to see a pause.
We think that the baton will be passed from the Chinese stock market to stock markets that
appear to be cheap and have lagged the rally. We think that markets that have strong
fundamentals are likely to benefit the most. For example, strong export data in Korea, Taiwan
and Singapore, suggests that exports of semiconductors and other electronic items should
remain robust. Furthermore, stocks in these markets tend to be traditional hardware related
technology stocks as opposed to internet stocks, which are more dominant in China. We also
favour the Eurozone and believe that stronger economic momentum will translate into better
earnings, which appears to be somewhat underappreciated currently. It is fair to say however,
that the strength of the Euro since the beginning of the year is somewhat of a headwind to
earnings, but investors appear to be overly pessimistic around this.
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Market Assessment

Key developments

e Global growth maintains
momentum and becomes
more broad-based

e Central banks confirm
intentions to reduce monetary
stimulus

e Risk assets rally across the
board, while government bond
yields stabilise somewhat

Zurich's view

Global growth should remain
strong, but is unlikely to accelerate
further from current levels. It was
encouraging to see stronger
economic data out of the US,
especially after data had been
surprising negatively for some time.
Encouraging data was also seen out
of the Eurozone, China and Japan
and it seems that the synchronised
recovery is likely to continue for
some time.

We think a gradual move towards
removal of monetary stimulus is
likely to prevent a further
acceleration of economic activity. In
particular, central banks need to be
cautious and not remove stimulus
too fast. In this context, it is
encouraging to see that both the
ECB and the Fed seem to be
communicating that the removal of
stimulus will be done at a measured
pace, and should not be too
disruptive. This is important as
despite better growth momentum,
inflation has failed to pick up
materially yet, even in the US,
despite a tight labour market.

We continue to favour equities over
credit and government bonds. Bond
yields stabilised after selling off last
month, and while we believe they
will rise further, this is likely to
require higher inflation prints to
come through.
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Key developments

The global economy continues to expand at
a healthy pace, which is now also visible in
stronger profit and investment growth

World trade growth shows signs of peaking,
while remaining at a healthy level compared
to the recent past

Central banks maintain hawkish rhetoric,
despite soft inflation prints

The ISM Manufacturing index jumps to the
highest level in almost three years

New payrolls rebound to 222,000 reflecting
the healthy employment situation

Republicans fail to gather enough votes in
the Senate to replace Obamacare

Business activity has weakened further and
consumers have become more cautious

Inflation is peaking but the headwinds for
households remain high

Employment keeps growing while wage
growth remains modest

Economic data continue to point to robust
growth

Hard data move closer in-line with robust
business surveys

Investors get a wake-up call as Draghi says
ECB will reduce QE

The manufacturing sector sees a rebound in
activity, with external demand still strong

Domestic demand remains weak, and
inflation fails to gain further momentum

The SNB stays on hold as pressures on the
Swiss franc diminish

Zurich's view

The global economy continues to grow at a steady pace, with further
signs that the expansion is broadening out to include investment and
profits. As we had expected, the growth impulse now appears to be
shifting from manufacturing towards services. This is also visible in
world trade, which is showing signs of peaking, although it still
remains at a healthy level compared to the last few years. Despite
the better and more persistent growth picture, inflation has failed to
pick up, with negative surprises in many regions, including in the US
where the labour market has continued to tighten. Therefore, while
central banks have maintained their hawkish rhetoric, removal of
stimulus remains unlikely in the near term in most regions, with the
US being the main exception.

The US economy has entered the third quarter on a solid footing.
The ISM manufacturing index rose to the highest level in almost
three years in July, with both new orders and employment showing
strength. At the same time, activity in the service sector remains
robust. The positive business environment is reflected in a healthy
labour market which will help to support household spending. Wage
growth has accelerated slightly but remains modest considering the
tight labour market. Headline inflation has eased further but core
CPI stabilized at 1.7% YoY. The Fed is expected to look through the
transitory weakness in inflation as some of the major core
components have started to climb recently. Accordingly, yields
should gradually move higher in the second half of the year.

Both Manufacturing and Services PMIs indicate a further slowdown
in business activity entering the second half of the year. Firms remain
reluctant to invest given Brexit uncertainty while a number of banks
begin to move jobs away from London. Retail prices rose by 3.5%
YoY in June, down from 3.7% previously, indicating that the impact
of the weaker pound on prices is slowly fading. However, while the
slowdown in inflation reduces the pressure on households,
consumers’ purchasing power continues to be squeezed as real
wage growth remains negative. On the positive side, the labour
market remains healthy and jobless claims are growing only slowly.
The slowdown in inflation should also help to alleviate the BoE's
worries, thereby reducing the likelihood of an imminent rate hike.

Economic data in the Eurozone continue to indicate an above trend
pace of growth in the region, which should be supportive of corporate
earnings, especially for domestically focused companies. The so-called
‘hard data’ such as industrial production is now improving and moving
closer into line with the various business surveys which have been
extremely robust for a while now. As a result of the stronger outlook,
various ECB policymakers, including ECB president Mario Draghi, have
hinted in recent speeches that the ECB will reduce the size of its
monthly QE asset purchases in 2018. We expect an announcement at
either the September 7 ECB meeting or October 27 meeting on the
modalities of how this will be done, with a reduction in the size of
monthly asset purchases over the course of 2018 likely to take place.

Data have rebounded on strong manufacturing activity. The sector is
boosted by firm Eurozone demand and a better global trade
environment. Other sectors lag behind, however, and sentiment and
consumption remain sluggish. The reacceleration has therefore not
been broad based, which limits further upside. While the franc has
weakened against the Euro, it has strengthened against the USD,
which we expect will weigh on exporters. Headline CPI inflation has
ticked down, following a rapid rise in the prior months, but core
inflation remains unchanged at 0.2% YoY, which is encouraging.
With the 10yr yield now back at zero, we see limited further upside,
as the SNB will be focused on maintaining a negative interest rate
spread vs the Eurozone.
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Key developments

Momentum of manufacturing activity is
slowing

The timeframe for the BoJ’s inflation target
has been shifted back again to early 2020

A stronger yen, political uncertainties and
seasonal factors are headwinds for Japanese
equities

China’s economy is holding up surprisingly
well, but we still expect momentum to
weaken in H2

The government is reinforcing its fight
against financial risks

We believe outperformance of the MSCI
China vs. global equities will take a breather

As economic activity gains further traction,
the RBA adopts a more hawkish tone,
although it is unlikely to hike rates soon

At 1.9% YoY in Q2 from 2.1% in Q1, CPI
stands at a decent level, albeit just below the
RBA’s target of 2 to 3%

The sovereign spread to US Treasuries
rebounds above 40bps, and the AUD
breaches above 0.80 USD

Zurich's view

While the Bank of Japan upgraded its assessment of the economy
and its GDP growth forecast for this and next fiscal year, it has once
again postponed reaching its inflation target to late fiscal year 2019.
This leads us to believe that monetary easing will probably last for
longer, though the pace of JGB buying may be slower than
previously envisaged. Overall, the economy remains in good shape,
though momentum in the manufacturing sector is beginning to
slow. Wage growth is creeping higher, which is encouraging, but
needs further confirmation. The Japanese equity market is facing the
usual summer lull, with a stronger yen and political uncertainties
weighing on the market. In this environment, we think companies
will be careful around upwardly revising their outlook.

Economic growth has accelerated in Q2 according to the sequential
growth rates of GDP statistics. While we recognize that growth remains
firm, we believe that growth will slow somewhat in the second half of
the year. Momentum of some leading indicators is already levelling out,
and tighter credit and property market policies are expected to take
their toll, even if a sharp slowdown should be avoided. The Central
Financial Work Conference has established a new commission to tackle
financial risks and to better coordinate the work of existing regulators
under the auspices of the PBoC. The MSCI China stock index has
continued to rally and has significantly outperformed global equities.
We believe a pause, particularly in Internet related shares, would be
healthy.

More economic green shoots have blossomed recently. Full-time
employment growth has maintained a healthy pace across all states.
Surveyed corporate conditions have reached a decade high, and hiring
intentions have also increased. We think that the RBA will wait for a
clearer signal on wage growth before it hikes rates, though. The
housing market continues to send mixed signals. Building approvals,
which lead residential investment by around 6 to 8 months, are rolling
over, but house price growth in Sydney and Melbourne has
accelerated again in June, and auction rates are back above 70% in
the two cities. Finally, the recent rebound in iron ore prices has
supported the currency. Further iron ore price upside seems limited
though, given the high level of Chinese inventories.



Appendix 1

Valuation snapshot (MSCI Indices)

Current trailing valuations

12m Trailing P/E
12m Trailing P/B
12m Trailing P/CF
Dividend Yield
ROE

Japan

APAC ex. Japan

China

Brazil

23.32 21.60 25.03 25.92 15.42 15.87 15.73 15.18 22.43
3.10 1.87 1.91 2.53 1.33 1.69 1.80 1.58 2.51
14.21 7.81 8.31 13.83 8.62 9.91 7.56 6.27 10.11
1.99 3.04 3.81 3.10 2.08 2.63 1.85 3.30 2.05
13.30 8.64 7.64 9.76 8.63 10.66 11.44 10.41 11.19

China

12m Trailing P/E . . . . . . 0.76 0.73 1.08
12m Trailing P/B 1.40 0.84 0.86 1.14 0.60 0.76 0.81 0.71 1.13
12m Trailing P/CF 1.32 0.73 0.77 1.29 0.80 0.92 0.70 0.58 0.94
Dividend Yield 0.83 1.26 1.58 1.29 0.86 1.09 0.77 1.37 0.85
ROE 1.24 0.81 0.71 0.91 0.81 0.99 1.07 0.97 1.04
Source: Datastream
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Appendix 2

Shares buybacks
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Yield Curve Steepness (2yr-10yr)
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Economic data

Appendix 4

uUs

ISM Manufacturing (Index)

ISM Non-Manufacturing (Index)
Durable Goods (% MoM)
Consumer Confidence (Index)
Retail Sales (% MoM)
Unemployment Rate (%)

Avg Hourly Earnings YoY (%
Change in Payrolls ('000, MoM)
PCE (% YoY)

GDP (%, QoQ, Annualized)

PMI Services (Index)
Consumer Confidence (Index)
Unemployment Rate (%)

CPI (% YoY)

GDP (% Y

Eurozone

PMI Manufacturing (Index)
PMI Services (Index)

IFO Business Climate (Index)
Industrial Production (% MoM)
Factory Orders GE (% MoM)
Unemployment Rate (%)

M3 Growth (% YoY, 3 months MA)
CPI (% YoY)

Core CPI (% YoY)

GDP (% QoQ)

Switzerland
KOF Leading Indicator (Index)
PMI Manufacturing (Index)
Real Retail Sales (% YoY)

Trade Balance (Billion, CHF)
CPI (% YoY)

Nomura Manufacturing PMI (Index)
Machine Orders (% YoY)

Industrial Production (% YoY)

ECO Watchers Survey (Index)

Jobs to Applicants Ratio (Index)
Labour Cash Earnings (% YoY)
Department Store Sales (% YoY)
Money Supply M2 (% YoY)

CPI Ex Food & Energy (% YoY)
Exports (% YoY)

China
PMI Manufacturing (Index)
Industrial Production (% YoY)
Retail Sales (% YoY)
PPI (% YoY)

Exports (%

CPI(% Yo

RRR (%)

GDP (% YoY)

PMI Non Manufa

ing (Index)
Aggregate Financing (Billions, CNY)

Datasource: Bloomberg

Jun-16 | Jul-16 | Aug-16 | Sep-16  Oct-16 | Nov-16  Dec-16 | Jan-17 | Feb-17 Mar-17  Apr-17 | May-17  Jun-17 | Trend*
52.8 52.3 49.4 51.7 52.0 53.5 54.5 56.0 57.7 57.2 54.8 54.9 57.8 down
56.1 54.9 51.7 56.6 54.6 56.2 56.6 56.5 57.6 55.2 57.5 56.9 57.4 up
-4.8 4.1 0.6 -0.5 6.1 -4.6 0.3 0.3 1.4 2.4 -0.8 -0.1 6.5 up
97.4 96.7 101.8 103.5 100.8 109.4 1133 111.6 116.1 1249 119.4 117.6 117.3 up
3.2 23 2.1 3.2 4.0 3.7 4.0 5.6 4.7 4.8 4.5 4.1 2.8 down
4.9 4.9 4.9 4.9 4.8 4.6 4.7 4.8 4.7 4.5 4.4 43 4.4 down
2.5 2.6 2.5 2.7 2.5 2.5 2.5 2.4 2.5 23 2.3 2.4 2.3 down

297.0 291.0 176.0 249.0 124.0 164.0 155.0 216.0 232.0 50.0 207.0 152.0 222.0 up
1.6 1.6 1.7 1.7 1.8 1.7 1.7 1.8 1.8 1.6 1.5 1.4 down
1.4 35 1.4

Dec-16

Jan-17

Mar-17

Jun-17

Jun-16 | Jul-16 | Aug-16 | Sep-16  Oct-16 | Nov-16  Dec-16 | Jan-17 | Feb-17 ' Mar-17  Apr-17 | May-17  Jun-17 | Trend*
52.8 52.0 51.7 52.6 53.5 53.7 54.9 55.2 55.4 56.2 56.7 57.0 57.4 up
52.8 52.9 52.8 52.2 52.8 53.8 53.7 53.7 55.5 56.0 56.4 56.3 55.4 up
108.6 108.3 106.6 109.7 110.6 110.5 111.0 110.0 111.2 112.2 113.1 114.6 115.2 up
0.7 -0.7 1.7 -0.6 0.1 1.6 -0.9 0.1 -0.1 0.4 0.3 13 up
-0.2 -0.6 1.0 0.0 3.2 -1.9 6.1 -6.7 3.5 1.1 -2.2 1.0 down
10.1 10.0 9.9 9.9 9.8 9.7 9.6 9.6 9.4 9.4 9.3 9.3 down

5.1 5.1 5.0 5.1 4.5 4.7 5.0 4.8 4.6 53 4.9 4.9 5.0 up
0.1 0.2 0.2 0.4 0.5 0.6 1.1 1.8 2.0 1.5 1.9 1.4 1.3 down
0.9 0.9 0.8 0.8 0.8 0.8 0.9 0.9 0.9 0.7 1.2 0.9 1.1 up
0.3 0.4 0.5

Dec-16

Jan-17

Mar-17

Jun-17

Jun-16 | Jul-16 | Aug-16 | Sep-16  Oct-16 | Nov-16  Dec-16 | Jan-17  Feb-17 ' Mar-17  Apr-17 | May-17  Jun-17 | Trend*
48.1 49.3 49.5 50.4 51.4 51.3 52.4 52.7 533 52.4 52.7 53.1 52.4 down
-0.9 52 11.6 43 -5.6 104 6.7 -8.2 5.6 -0.7 2.7 0.6 down
-1.6 -4.2 4.5 1.5 -1.2 4.4 3.1 3.2 4.7 35 5.7 6.5 up
41.2 45.1 45.6 44.8 46.2 48.6 51.2 48.6 48.5 50.6 50.4 50.1 49.9 up
1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.4 1.5 1.5 1.5 1.5 up
1.4 1.2 0.0 0.0 0.1 0.5 0.5 0.3 0.4 0.0 0.5 0.6 down
-35 -0.1 -6.0 -5.0 -3.9 -2.4 -1.7 -1.2 -1.7 -0.9 0.7 0.0 1.4 up
33 33 3.2 34 3.6 3.8 3.9 4.0 41 4.2 4.0 3.8 3.9 down
0.5 0.3 0.2 0.0 0.2 0.1 0.0 0.1 -0.1 -0.3 -0.3 -0.2 -0.2 down
-7.4 -14.0 -9.6 -6.9 -10.3 -0.4 5.4 13 1.3 12.0 7.5 14.9 9.7 up

Jun-16 | Jul-16 | Aug-16 | Sep-16  Oct-16 | Nov-16  Dec-16 | Jan-17 | Feb-17 Mar-17  Apr-17 | May-17  Jun-17 | Trend*
50.0 49.9 50.4 50.4 51.2 51.7 51.4 51.3 51.6 51.8 51.2 51.2 51.7 down
6.2 6.0 6.3 6.1 6.1 6.2 6.0 7.6 6.5 6.5 7.6 up
10.6 10.2 10.6 10.7 10.0 10.8 10.9 10.9 10.7 10.7 11.0 up
-2.6 -1.7 -0.8 0.1 1.2 33 5.5 6.9 7.8 7.6 6.4 5.5 5.5 down
-6.8 -6.5 -3.8 -10.4 -7.9 -1.5 -6.2 7.3 -1.9 16.0 7.5 8.3 1.3 up
1.9 1.8 1.3 1.9 2.1 23 2.1 2.5 0.8 0.9 1.2 1.5 1.5 neutral
17.0 17.0 17.0 17.0 17.0 17.0 17.0 17.0 17.0 17.0 17.0 17.0 17.0 neutral
6.7 6.7 6.9 6.9 neutral
50.0 49.9 50.4 50.4 51.2 51.7 51.4 51.3 51.6 51.8 51.2 51.2 51.7 down

1647.9 | 4791 1460.5 | 1711.5 886.5 1832.8 | 1626.0 | 3720.2 | 1086.4 | 2136.3 | 1383.4 | 1065.9 | 1776.2 down

*Trend = Last 3m - Previous 3m
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Economic data

Australia Jun-16

AiG Manufacturing (Index) 51.8

Jul-16 | Aug-16 ' Sep-16

Oct-16 | Nov-16 | Dec-16

Feb-17 'Mar-17 | Apr-17 |May-17 | Jun-17  Trend*

AiG Service (Index) 51.3

Westpac Consumer Confidence (% MoM) -1.0

Building Approvals (% YoY) -4.7

Employment Change ('000, MoM) 6.8

46.9 49.8 50.9 54.2 57.5 up
45.0 489 50.5 51.1 51.7 up
2.0 03 1.1 -1.1 0.1 down
15.5 -4.1 -23.6 -3.1 -20.3 down
-17.3 -232 13.2 453 52.8 up

Brazil
CPIl (% YoY) 8.8

Jul-16 | Aug-16  Sep-16

Oct-16 | Nov-16  Dec-16

Feb-17 'Mar-17 | Apr-17 |May-17 | Jun-17  Trend*

Industrial Production (% Yo, -7.3

Retail Sales (% YoY) -9.0

Trade Balance (Millions, USD) 3975.0

Budget Balance Primary (Billions, BRL) -60.6

9.0 85 7.9 7.0 46 down
-6.2 -4.8 -4.1 <73 -0.6 up
-5.6 -55 -5.7 -8.1 -3.7 up
4140.0 | 3802.0 | 2346.0 | 4756.0 7145.0 up
-53.4 -62.9 -67.1 34 -54.2 up

Jun-16
IMACEC Economic Activity Index (% 1.32

Jul-16 | Aug-16  Sep-16

Oct-16 | Nov-16  Dec-16

Feb-17 'Mar-17 | Apr-17 |May-17 | Jun-17  Trend*

CPI (% YoY) 4.20

Retail Sales (% YoY) 0.96

Industrial Production (% YoY) -4.68

Unemployment (%) 6.90

PMI (Index) 48.2

CPI (% YoY) 2.5

Retail Sales (% YoY) 9.4

Indutrial Production (% YoY) 1.4

2.96 1.45 -0.26 1.02 0.28 up
3.40 3.10 2.80 2.90 2.70 down
0.23 7.41 5.15 4.97 6.00 up
3.10 -0.46 | -7.19 | -0.09 -8.31 down
6.90 6.80 6.40 6.20 6.60 up
Jun-16 Aug-16 Oct-16 | Nov-16 \EIgW Trend*
49.8 50.9 50.2 48.7 46.7 up
2.7 3.0 3.1 33 5.4 up
8.9 8.1 9.3 11.2 6.1 down
3.7 0.1 -0.5 4.4 8.5 up
2269.0 | 2374.2 | 2220.4 | 23711 2520.3 up

Remittances (Millions, USD) 2306.8

Datasource: Bloomberg

*Trend = Last 3m - Previous 3m



Disclaimer and cautionary statement

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

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 publication. Certain statements
in this publication 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 is also not tied to any
specific insurance product nor will it ensure coverage under any
insurance policy.

This publication 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
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 publication. This publication is for
distribution only under such circumstances as may be permitted
by applicable law and regulations. This publication does not
constitute an offer or an invitation for the sale or purchase of
securities in any jurisdiction.

Zurich Insurance Company Ltd
Investment Management
Mythenquai 2

8002 Zurich

173001631 (01/16) TCL

ZURICH
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