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Have we turned a corner amid ugly markets?

Over recent months we have been noisily worrying about a variety
of asset market headwinds. The course of US monetary policy
and trade policy; tensions between the European Commission
and the Italian governing coalition over a final budget; as well as
what to make of the multiple twists and turns in the Brexit
roadmap all have scope to change investor returns in a

Toby Nangle meaningful way over the medium term.

Global Head of Asset
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Asset, EMEA Without these headwinds the underlying economic outlook

appears constructive, with slowing but above-trend growth and
high single-digit earnings growth. Furthermore, risk premia are far
from skinny across equities and bond and property markets. But
absent headwinds, the outlook will always look fair. Meanwhile
markets have turned increasingly ugly.

While market momentum has been starkly negative and fresh
headlines have hit investors from all directions, it is worth pointing
out that the developments in a number of these areas of concern
have shifted to a more positive tack. In France, President
Macron’s backtrack over domestic structural reform and move to
fiscal accommodation in the face of street protests is not
something that markets seeking a more nimble French
employment market might celebrate. But it does provide a better
environment for Italian budgetary negotiators to find middle
ground with the EC, and as such reduces the likelihood of a
repeat of the European sovereign debt crisis.

The arrest of Huawei’'s CFO in Canada does represent a threat to
fragile Sino-American relations, but it has been accompanied by
talks and followed by positive signals from both countries directed
at de-escalating the trade stand-off. The US economy still looks to
be operating close to — or above — full capacity, setting the stage
for further interest rate rises on the part of the Federal Reserve.
But the peak economic growth rate was probably in the second
quarter of 2018; and deceleration, together with a fading fiscal
stimulus and tightening financial conditions (higher credit spreads,
higher bond yields, lower equity prices), reduces the urgency on
the part of the Fed and gives them scope to pause.
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Positioning

Despite these headwinds continuing to dominate the headlines, we believe — whisper it — that
things have actually improved at the margin. Uncomfortable as it has felt, we have moved to
increase multi-asset portfolios’ exposure to Asian equity markets where asset prices discount
poor outcomes, and we feel more comfortable that the risk premia we are being offered for
European assets is attractively priced.

Sadly, the decline in uncertainty has not been universal across our four headwinds. Brexit
remains as uncertain as ever, with the volume dial relating to UK political news seemingly stuck
at 11. If the UK falls out of the European Union without a transition agreement, the prospect for
further steep currency depreciation is very real. But such is the level of uncertainty being priced
into markets that just avoiding this bad outcome would likely deliver potentially meaningful
currency strength.

We have taken the approach of seeking to desensitise client portfolios to Brexit-induced swings
in value, lacking an edge in calling the outcome. Undoubtedly the end point will appear
blindingly obvious in retrospect, but gambling client funds on an area of low conviction is not a
sustainable investment approach.

Asset allocation snapshot

I £

Equit;
Government Cash Pr(? er);
Asset Allocation L Credit P y
Commodity
ILEJ|\|§| Pac ex-Jpn Japan
Equity Region EU ex-UK
us
Financials
R&a{[EgtTte Industrials .
Global Equity Sector aterials Consumer Cyclicals
Utilities = Technology
Telco NS
Staples
Germany Nordic
Bond — FX Hedged Japan us Australia
UK EM Local
Corporate 1G
. EMD
Credit Corporate HY
Precious L|\ga§fttzck Base Metals
Commodity Metals TS Energy
GBP
FX USD JPY NE“dr_o
AUD ordics

Source: Columbia Threadneedle Investments, as at 14 December 2018.
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Important information: For investment professionals only, not to be relied upon by private investors. Past performance is not a guide to
future performance. The value of investments and any income is not guaranteed and can go down as well as up and may be affected by exchange
rate fluctuations. This means that an investor may not get back the amount invested. Your capital is at risk. This material is for information only
and does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or to provide investment
advice or services. The mention of any specific shares or bonds should not be taken as a recommendation to deal. The analysis included in this
document has been produced by Columbia Threadneedle Investments for its own investment management activities, may have been acted upon
prior to publication and is made available here incidentally. Any opinions expressed are made as at the date of publication but are subject to
change without notice and should not be seen as investment advice. Information obtained from external sources is believed to be reliable but its
accuracy or completeness cannot be guaranteed. This material includes forward-looking statements, including projections of future economic and
financial conditions. None of Columbia Threadneedle Investments, its directors, officers or employees make any representation, warranty,
guarantee or other assurance that any of these forward looking statements will prove to be accurate.

Issued by Threadneedle Asset Management Limited (TAML). Registered in England and Wales, Registered No. 573204, Cannon Place, 78
Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. TAML has a cross-
border licence from the Korean Financial Services Commission for Discretionary Investment Management Business. Issued by Threadneedle
Portfolio Services Hong Kong Limited KA1 #& & BRZ A FRZ2 =], Unit 3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which
is licensed by the Securities and Futures Commission to conduct Type 1 regulated activities (CE:AQA779). Registered in Hong Kong under the
Companies Ordinance (Chapter 622), No. 1173058.

Threadneedle International Limited. Registered in England and Wales, No. 2283244. Registered Office: Cannon Place, 78 Cannon Street, London
EC4N 6AG, United Kingdom. Authorised and regulated in the UK by the Financial Conduct Authority. Issued in Australia by Threadneedle
International Limited ("TINTL") (ARBN 133 982 055). TINTL is exempt from the requirement to hold an Australian financial services licence under
the Corporations Act in respect of the financial services it provides. TINTL is regulated by the Financial Conduct Authority under UK laws, which
differ from Australian laws. This material is for information only and does not constitute an offer or solicitation of an order to buy or sell any
securities or other financial instruments, or to provide investment advice or services to any retail client. Only persons who are wholesale clients are
eligible to invest with TINTL

Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07, Winsland House 1, Singapore 239519, regulated in
Singapore by the Monetary Authority of Singapore under the Securities and Futures Act (Chapter 289). Registration number: 201101559W.
Issued by Threadneedle Investments Singapore (Pte.) Limited [‘TIS”], ARBN 600 027 414. TIS is exempt from the requirement to hold an
Australian financial services licence under the Corporations Act and relies on Class Order 03/1102 in marketing and providing financial services to
Australian wholesale clients. This document should only be distributed in Australia to “wholesale clients” as defined in Section 761G of the
Corporations Act. TIS is regulated in Singapore by the Monetary Authority of Singapore under the Securities and Futures Act (Chapter 289),
Registration number: 201101559W which differ from Australian laws.

Issued by Threadneedle Asset Management Malaysia Sdn Bhd, Unit 14-1 Level 14, Wisma UOA Damansara I, No 6 Changkat Semantan,
Damansara Heights 50490 Kuala Lumpur, Malaysia regulated in Malaysia by Securities Commission Malaysia. Registration number: 1041082-W.
This document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority
(DFSA). For Distributors: This document is intended to provide distributors’ with information about Group products and services and is not for
further distribution. For Institutional Clients: The information in this document is not intended as financial advice and is only intended for persons
with appropriate investment knowledge and who meet the regulatory criteria to be classified as a Professional Client or Marketing Counterparties
and no other Person should act upon it.

Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
columbiathreadneedle.com
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