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Recent drop in
political risk
Company margins
are under pressure in
the US and Europe.

We are sticking
to our global
slowdown scenario

These cyclical shifts are based on:

= Encouraging declarations over a first phase agreement in the US-China
trade talks;

= A much reduced risk of a hard Brexit in the short term; and

= A few PMI indications that global manufacturing is finally stabilising after a
year of severe falls.

The recent drop in political risk is a significant shift in a climate of almost
constant one-upmanship. It is highly likely that hopes over a US-China deal
and the diminishing risk of a hard Brexit mainly reflect the willingness of all
concerned to avoid a worst case scenario. That alone would warrant a rise in
anxious markets but there is nothing to justify any substantial reduction in un-
certainty. Given the scope of the US-China trade dispute, the first phase in any
agreement is the easy bit. Phase 2, and especially Phase 3 ,would require such
a big change in today’s political climate that they currently look unattainable.
And there is strong political consensus in the US to impose sanctions on China
until Beijing adopts normal trade practices. As for the UK, even if a hard Brexit
is avoided, negotiations are likely to last longer than the scheduled period
which has 2020 as a deadline. Trade agreements always take several years to
conclude and we still have no idea how the next UK government will react. In
both cases, political uncertainty will be high enough to do lasting damage to
company investment.

And signs of stabilisation in the manufacturing sector over a month do not
constitute a trend, especially as services, hitherto a rather resilient segment,
now seem a little more prone to the prevailing industrial slump. We are sticking
to our global slowdown scenario. Over and above any political uncertainties,
wage tensions are putting company margins under pressure both in the US
and in Europe. This provides some visibility on consumer spending but hinders
investment and job creation, so much so that it places the cycle firmly on a
downward trend. In our view, market moves in October were dictated more
by investors repositioning portfolios away from heavy exposure to defensives
and duration than by a scenario change. Against this backdrop, we remain
somewhat cautious in our asset allocation.



Now that UK political risk has followed ltaly’s example
and fallen, we have raised European equity weightings.
Political risk had led international investors to be heavily
underweight European equities so there could now be a
catch up.

NEXT HEADLINE EVENTS

UK Parliamentary Elections: December 12
Next ECB meeting: December 12
Next Fed meeting: December 10 & 11

Written on 04/11/2019. This document is for information only.

Disclaimer: The data, comments and analysis in this document reflect the opinion of Edmond de Rothschild Asset Management (France) and its affiliates with respect to the markets, their
trends, regulation and tax issues, on the basis of its own expertise, economic analysis and information currently known to it. However, they shall not under any circumstances be construed as
comprising any sort of undertaking or guarantee whatsoever on the part of Edmond de Rothschild Asset Management (France). Any investment involves specific risks. Main investment risks:
risk of capital loss, equity risk, credit risk and fixed income risk. Any investment involves specific risks. All potential investors must take prior measures and specialist advice in order to analyse

the risks and establish his or her own opinion independent of Edmond de Rothschild Asset
Management (France) in order to determine the relevance of such an investment to his or her
own financial situation.

Special warning for Belgium: Please note that this communication is intended for institutional
or professional investors only, as mentioned in the Belgian Law of July 20th, 2004 on certain
forms of collective management of investment portfolios This notice is also intended only for
investors who are not consumers as described in the Belgian Law of July 14th, 1991 on trade
practices and information and protection of consumers.

EDMOND DE ROTHSCHILD ASSET MANAGEMENT (FRANCE)
47, rue du Faubourg Saint-Honoré, 75401 Paris Cedex 08

Société anonyme governed by an executive board

and a supervisory board with capital of €11,033,769

AMF registration No. GP 04000015 - 332.652.536 R.C.S Paris

www.edram.fr



