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Economy gaining momentum, acceleration broad based

Support the case for a continuation of the earnings acceleration phase

Global Real GDP Forecasts
(annual % change)
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Global industrial production on the rebound

Supportive for earnings and equities as long as the economic
momentum continues
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Positive momentum in advanced economies led by the U.S.

Labour market conditions are generally continuing to improve

Median Hourly Earnings Growth in the US
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Pricing Power: U.S. CPI Inflation is also starting to rise

Positive tailwind for profit margins in the U.S.

NFIB Plans to Raise Selling Prices minus Plans to Raise
Compensation vs. S&P 500 Profit Margins
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A continuation of the earnings acceleration

Good news for U.S. equities
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The situation is not perfect for U.S. equities

Valuation is not as attractive as the positive momentum in earnings

S&P 500 12-month Forward PE Ratio
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The current forward PE ratio is 17.5x,
which represents a valuation higher
than about 83% of the time since 1985

N\

18 A
16 -
14 -
12 -

10 -
8

8586878889909192939495969798990001020304050607080910 111213141516 17

Source: LBS Economic Research & Strategy, Thomson Reuters



The situation is not perfect for U.S. equities

Growing signs of market complacency

S&P 500 12-mth Forward PE-to-CBOE VIX Ratio

16 -

L DU [RUORNRRPR ERERRTRRRT ¢ F (O
22

1 -
08 -
06
04 -

02

0

I I I I 1 I 1 I I I I I I I | | I I

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

Source: LBS Economic Research & Strategy, Thomson Reuters




Bottom Line: Neutral on U.S. equities

Dashboard a notch less positive than 6 months ago

Valuations =/+

Market Internals -




What to watch for: the U.S. equity outlook

Does the economy continue to surprise on the upside?
Beginning of a downturn in U.S. C&I Loans

U.S. Commercial & Industrial Loans (SA- 12-week % Change)
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What to watch for: the equity, interest rates and FX outlook

1. Legislative agenda: Immigration, healthcare and deregulation
2. Economic agenda: Lower taxes and infrastructure
3. International agenda: trade, climate and geopolitical crises
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The financing of new U.S. fiscal policies still a question mark

Brings a new source of volatility, notably on the bond market

CBO Projection: US Federal Debt Held by the Public
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Slightly higher interest rates environment in sight

After the 2"d largest bond bull market in history
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Federal Reserve Bank: 2 hikes in 3 months: 2 more in 20177

Full-employment and rising inflation supportive for further gradual tightening

Median projection of the Fed funds rate target
by FOMC members (mid-point ofthe range)
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Deglobalisation? Difficult to unwind recent decades

Trade barriers increasing, but not tarrifs yet
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Difficult to improve U.S. competitiveness with low USD policy

A severe USD adjustment could disrupt the financial system

US: Effective Nominal Exchange Rate
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Asset Allocation — Spring 2017

Top Overweight Sectors
Canada U.S.
Information Technology Information Technology
Telecommunication Services Consumer Staples
Industrials Real Estate
Materials Telecommunication Services

Energy | Materials
Energy
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Asset Allocation — Spring 2017

Neutral on U.S. equities; still overweighting Canadian equities

Model Portfolio as of April 2017
Recommended Benchmark OverflUnderweights
Asset Classes & Regions Weightings (%) Allocation (%) (%) Recommendation
Bonds
Government
Corporate

Equities
ELELE]
United States
Other Developed Markets
Emerging Markets
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Crucial to a balanced market

OPEC’s agreement with members and non-members needs to hold

Shrinking the Glut

OPEC's supply agreement with non-members will shrink inventories in the first half of 2017
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OECD commercial inventories

Getting within 5-year range before the cuts

Graph 9.1
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Crude oil outlook is positive
Several themes will dominate in 2017 and beyond

Higher demand (medium term trend)
Shrinking non-OPEC supply (medium term)
Aramco’s IPO

Lower investments (medium to long term)
Geopolitical risk and disruption (at all times)

In spite of:

Excess inventories (short term)

OPEC cohesion or lack thereof (short term)

Iran, Nigeria and Libya’s return to market (medium term)
U.S. shale oil production return to market (medium term)
Technology (long term)

Alternative energies (long term)

Environmental concerns (long term)
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The crude price outlook beyond 2017

Surplus will stop accumulating even without OPEC agreements

Production in the rest of the world (ex-OPEP and ex-NAM) will be flat unless
prices remain above $70 for a sustained period

China produces less and consumes more oil. In India, oil consumption is
rising rapidly.

U.S. shale oil production will have been flat over a 3 year period when it is
back to 9,5 mb/d next year.

U.S. crude consumption is still increasing.
Geopolitical and production disruptions will persist.

Crude oil will remain the dominant source of energy at least until 2030,
especially in transportation
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Oil demand growth will eventually slow down (by 2040)

And natural gas demand still expected to grow fast

I Sipping and slurping

Demand, m tonnes of oil equivalent
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Asset Allocation — Overweighting Canadian equities
Low TSX/S&P500 12-month forward PE ratio

12-month Forward PE: S&P/TSX Composite-to-5&P 500 Ratio
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Canada: Real GDP growth projected to be above

potential in 2017-18

But growing dependence on household spending and debt
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Infrastructure spending in Canada

Total Federal Government Spending in Infrastructure
(billions of dollars)
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Labour market conditions supportive for credit demand

Unemployment back to pre-oil shock level due to the diversified economy

Canada: Unemployment Rate
(%, left scale)

Canada: Total Employment
(yoy change in 000s, right scale)
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Improving household net wealth due to appreciation in
equities and housing

Lower interest rates have maintained the DSR stable

Household Debt to Disp. Income Ratio &Ieft scale)
Household Debt to Total Assets (right scale)
Household Debt Service Ratio (right scale)
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Further ajustments in the housing sector are necessary

New measures to cool down speculative activities necessary

Average Resale Price: Residential GTA market
(yoy % change, left scale)

Ontario: Housing Starts
(3-month mov. avg., thous. units, right scale)
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Affordability issues, tighter mortgage rules

Improving the relative price of rental (REITs) vs. homeownership

Rental VacancI:\X Rate - Appartments
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Canada: More vulnerable to U.S. trade protectionism than
most countries

Considerable uncertainty for exports and business investment

Canada: Value of Merchandise Exports and Imports with
the U.S. ($B, annual data)
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BoC to keep its accomodative stance due to global risks to

the outlook

In contrast to the Fed, no upward pressures on core inflation measures

Core Inflation: CPI-Common

Core Inflation; CPI-Median
Core Inflation: CPI-Trim
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BoC to keep its accomodative stance

Canada is a price taker on the bond market
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BoC to keep its accomodative stance
Tightening in financial conditions coming from the CAD as well

Canadian Dollar
(left scale)

Canadian federal 5-yr bond yield
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Financial Forecasts — Spring 2017

Financial Forecasts

14Q4 | 15Q1 15Q2 15Q3 15Q4 | 16Q1 16Q2 16Q3 16Q4 17Q1|17Q2 17Q3 17Q4
Canada
Overnight Rate Target 100 | 075 075 050 050 | 050 050 050 050 050|050 050 0.50
3-Month Treasury Bills 091 | 055 058 043 051 | 045 050 052 048 054|050 050 0.60
2-Year Bond 101 | 051 049 053 048 | 054 052 054 074 075|080 090 0.80
5-Year Bond 134 | 077 081 081 073 | 068 057 061 111 111|120 135 1.10
10-Year Bond 179 | 136 168 145 139 | 123 106 119 172 162|175 195 205
30-Year Bond 233 | 199 231 221 215 | 200 171 185 231 230|235 250 260
United States
Federal Funds Rate Target* 0125 | 0125 0425 0425 0375 | 0375 0.375 0.375 0.625 0.875(0.875 1.125 1.125
3-Month Treasury Bills 004 | 003 001 000 016 | 021 022 033 061 074|085 100 1.15
2-Year Bond 067 | 056 064 064 106 | 076 059 076 118 125|140 165 1.80
5-Year Bond 165 | 137 163 137 176 | 121 100 124 193 193|210 230 240
10-Year Bond 217 | 194 235 206 227 | 178 146 159 244 239|255 280 285
30-Year Bond 275 | 254 311 287 301 | 261 228 231 307 301|310 335 345
Canadian Dollar (US$/C$) 086 | 079 080 075 072 | 077 076 076 075 075|077 078 0.79
S&P 500 Index 2059 | 2068 2063 1920 2044 | 2060 2099 2168 2239 - - 2500
TSX Index 14632 | 14902 14553 13307 13010 | 13494 14064 14726 15288 - - 16500
Oil WTI (US$/barrel) 535 | 477 595 451 370 | 383 483 482 537 507 | 59 63 67




Europe: Beyond Brexit and elections

Vulnerable financial system

Bank nonperformingloans to total gross loans (%)
in 2015
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After the globalisation era, the emergence of robotisation
A new source of productivity gains for companies

China: Average Price of Industrial Robots
vs. Annual Wage of Workers (in USD)
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The Silver Economy: 2 billion persons aged 60 yrs+ in 2050

Baby Boomers: Wealthy; Younger generation: student and housing debt

Population Growth in the World
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The world grew since 1960

Global GDP is now 8 times what it was in 1960

This I1s not

the moon

The relative
size of

the planet
in 1960
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Realistically assuming 3.5% global real GDP growth

We will need more than 5 planets ...

. Source: LBS estimates 40




Urban population growth

From 3.5 today to 7.0 billion in 2050

'I‘ 100 million people 'ﬂ'

Rural folks —

While rural population will be stable at 3.5 billion,
100 million new urban dwellers every year

for next 35 years
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Where will most this growth take place?

In Emerging Markets
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Multi-polar world ahead

The Economic World
1960 vs. 2010

Europe
Shrinking

%E‘% Source : www.worldmapper.org

Asia
Booming
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Thank you

Questions?




