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e The US macro landscape going into 2018:
Chart 1:

1% increase in real wage growth is equivalent to employment gains of 120k per month for a year:
The issue is that earnings growth just printed a 2yr low, whilst labour input (aggregate hours growth) will continue to trend down:
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e China’s macro landscape going into 2018:
Chart 2:

China monetary tightening - Narrow and Broad money impulses have turned negative in 2017:
Reflecting higher money velocity, the actual credit impulse has remained supported but policymakers are likely to favor reining in credit excesses:
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e The US tax reform has been efficiently communicated and appears fully dis-
counted both by markets and economic agents:

Chart 3:

Trump's communication has certainly been efficient !
UMich: Share of consumers who heard favorable news on the changes in economic policies
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Confidence does not deviate from real income for very long:
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Chart 5:

US credit impulse has recovered sharply led by corporate borrowing:
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The fiscal reform is already "mortgaged™:
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Chart 7:

The increased leverage allows the US to grow - temporarily - above income:
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As growth momentum fades, high leverage will potentially mean higher risk premia:
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Chart 9:

The consumer has already leveraged up and stellar confidence has fed through to lower savings:
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¢ Inflation remains elusive:

Chart 10:
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"Fed has no reliable theory of inflation?" - Tarullo, Oct 4 2017

Hmmmm when your business has negative earnings growth, do you raise employees' wages?
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Chart 11:

An unprecedented disconnect between Wall Street and Main Street:

70.004 |

P~15.00
65.004

P-10.00
60.004

P5.00

55.004 |
I B 0.00
50.0049 |
Y b-5.00
Al
45.009 |
P~-10.00
40.004
p--15.00
[ 1975-1979 1980-1984 1985-1989 1990-1994 1995-1999 2000-2004 2005-2009 2010-2014 2015-2019 2020-2024 2025-2029
_.DEMANDCH U Index (1yr change in demand) ISM + Demand Chg Monthly 31JAN1960-28M Copyright@ 2017 Bloomberg Finance L.P. 11-Dec-2017 08:45:47

Chart 12:

The tax reform is focused on the supply side and will not increase aggregate demand ...
... The corollary is that demand-pull inflation is also unlikely to accelerate:
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Chat 13:

Inflation has become a global phenomenon and a function of global liquidity...
The US term premium moves reflect anticipation of the in/deflationary effect of the global balance sheet expansion/reduction:
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¢ Low inflation and a growth purgatory: 2017 goldilocks scenario

Chart 14:

The odds favor equity earnings yield converging to bond yields (rather than the opposite):

Measured against permanently lower funding costs, even mediocre earnings have remained attractive:
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What should we make of the 2017 curve flattening?

Chart 15:

Stable 10yr yield: a function of higher Risk-Neutral Yield and a lower Term Premium...
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¢ Fed tightening cycle: How much is too much?
Front-end risk-neutral rate and Fed accomodation ...
... Risk Neutral rates have continued rising, showing no concerns over the Fed's more restrictive stance:
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Chart 17:

The front-end of the US curve may well invert in 2018...

... causing the Fed to relent or triggering a 2019 recession:
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Bottom line for the US$?

Chart 18:

USD overshot in 2014/15...
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Because of a global macro and monetary divergence between the US and the RoW, 2017 was the start of the correction of this overshot ...

.. As global growth became more synchronized: 400
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Chart 19:

The prolongation of the cycle will entail a weaker USS:
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This report is a piece of research ("JDI research"”) provided by JDI Research Limited a private limited company registered
in England and Wales, company number 09977951 ("JDI research limited").

JDI research is provided only to investment professionals who have been pre-qualified to receive it by JDI research
limited. Each piece of JDI research is sent to one or more investment professionals who have requested that JDI research
limited provides research to them. Each piece of JDI research is intended for the use of the person to whom it is
addressed (the "Addressee”) and the colleagues affiliated to the same entity as the Addressee as agreed in writing
between the Addressee and JDI research from time to time (the "Additional Addressee(s)"), if any. If you are not the
Addressee or an Additional Addressee, please delete this piece of JDI research and destroy any copies. Please also email
or telephone Juliette Declercq at JDI research (+44) 7769724879 or juliette.declercq@jdiresearch.com so that JDI research
can take steps to see that you do not receive further JDI research.

JDI research is not an offer to buy or sell any specific investment. JDI research is and is intended to be a general market
view. It is not and is not intended to be general or specific investment advice nor a personal recommendation concerning
a specific investment, investment product or investment service. JDI research limited expects that all investment
decisions taken by Addressees or Additional Addressees will be decisions made by the Addressee or Additional
Addressee based on specific advice or specific recommendations made by an investment adviser or taken by an
investment manager. Since JDI research limited does not provide investment advice nor carry on any other investment
business it is not regulated by the U.K Financial Conduct Authority nor by any other regulator of investment business.
JDI research is based on publicly available information, obtained from sources that JDI research limited considers to be
reliable. However, JDI research limited does not represent that it is accurate and it should not be relied on as such. The
opinions and conclusions expressed in any piece of JDI research are current as of the date of publication and JDI
research limited does not accept any responsibility to update any such opinions or conclusions in the light of developing
events or circumstances. All forward looking statements, even if they appear to be presented as fact, must be treated as
opinions or judgements, and JDI research limited accepts no liability or responsibility if any opinion or judgement proves
to be inaccurate in whole or in part. Without limitation of the foregoing, JDI research limited shall not be not liable for any
loss or damage of any kind resulting in any way from or alleged to result in any way from JDI research or the use of JDI
research by any Addressee or Additional Addressee or by any other person.
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