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RENMAC Overview

RENAISSANCEMACRORESEARCH

US election: Uncertainties add to global governance concerns, a condition
unlikely to abate before 4Q16
— Campaigns rarely are strict guides to a president-elect’s actual policy agenda
— We continue to expect a divided government outcome; the next more likely
scenario involves a divided GOP government
US economic and corporate fundamentals: Sound enough to preclude further
2016 fiscal or monetary accommodation

Fiscal policy: Balance of power next year matters, but not as much as the
baseline, global economic fragilities, and a restless electorate

Europe: Challenges preventing elected officials from enacting pro-investment
and growth policies weaken ECB’s liquidity programs — and the Union

Geopolitics: Risks in Asia (including Russia) and the Middle East are long-run
tests but manageable in the near term; UK referendum global implications
long-lived




LY RENMAC  Fiscal: Let’s lay it out
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Federal Revenues & Outlays (% GDP)
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n RENMAC Fiscal: The cost of living
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Mandatory Outlays (% GDP)
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* Tax Reform

* Tax Expenditures

* Entitlement Reform

* Discretionary Spending

* Related (Fed, Trade, FNMA/FMCC)

* Market signals most effective in forcing deficit reduction during
periods of stress
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Corporate Expatriations by Decade (top 5 destinations)
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n RENMAC Europe: V-shaped recovery
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Eurosystem Balance Sheet (€ bn)
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n RENMAC Europe: Lever Leviathan?
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General Government Gross Debt (% GDP)
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G-SIBs Total Assets (% home country GDP)
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u RENMAC Europe: Decay at home, decline abroad
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Market Share of Investment Banks in EMEA

2007 2008 2009 2010 2011 2012 2013 2014 2015

UsS 38.5 38.9 39.7 36.3 34.7 38.7 40.2 41.2
European 49.8 49.2 50.0 50.8 53.7 50.1 50.5 49.6
Swiss 9.7 9.8 10.1 11.7 10.0 9.2 7.6 7.8
Japan 2.1 2.1 0.2 1.1 1.6 1.9 1.8 1.5
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Source: Bruegel
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n RENMAC Financials: Casting a shadow
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Financial Institutions Assets (ST)
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CFIUS Notices
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n RENMAC Campaign 2016: Brand-o-meter

RENAISSANCEMACRORESEARCH

Preference for Control of Congress: R-D Spread (registered voters, ppt)
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n RENMAC Geopolitics: Pressure points
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Country Election Type Date v
2016 United Kingdom Referendum June 23
Spain General June 26
Australia General July 2
Japan Upper house July 10
Russia Duma September 18
United States (come on) November 8
2017 Hong Kong Chief Executive March 26
France Presidential April 23, May 7
Iran Presidential June
France Legislative June
India Presidential Before July 25
Germany Federal, Chancellor Between August and October

South Korea

Presidential

December 20

Source: IFES, RenMac
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RENMAC Jobs: Weak breadth with low firing rate
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Breadth of payroll growth has worsened
(percent of states with MoM NFP decline)
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RENMAC Consumption: Solid growth
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Income growth a bit faster than spending
(year-over-year % change)
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Housing no longer shunned as an asset class

RENMAC Housing: Fewer constraints

Lending standards easing
(Net % of banks tightening mortgage standards)
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Four periods for investment during recovery Lending standards on C&I loans tighten
(% change SAAR, contribution to growth)
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Early signs of a rebound?
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u RENMAC Inflation: Sticky prices
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Services sector inflation picks up
(year-over-year % change)
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n RENMAC Inflation: Labor power matters
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L RENMAC Inflation: Dollar impact fading?
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Dollar leads import prices Consumer import prices lead core PCE
(three-month % change, SAAR) (% change, year-over-year)
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n RENMAC Inflation: Focus on expectations
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Expectations and actual inflation matter most
Core PCE (contribution to growth)
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n RENMAC Fed: Navigating neutral
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Run the economy hot, boost productivity? Labor force growth has picked up. Will it last?
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RENMAC Commodities Summary
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Commodity

Aluminum

US Coal

Seaborne Coal

Copper

US Nat Gas

Gold

Iron Ore

il

Our View

Neutral

Negative

Neutral

LT Positive

Neutral

Neutral

Neutral

Modestly Positive

Our Reasonin

Limited downside given proximity to the cost curve.
Upside limited by the availability of cheap
substitutes: steel & plastic. Plus, inventory
liquidation should continue.

Other than select geographic areas with mine
mouth power plants, coal will likely continue to be
replaced by very cheap shale gas.

The market remains oversupplied. But, at current
exchange rates, prices are supported by the cost
curve.

We concede the market will remain oversupplied
for the next few quarters. But, we believe supply
growth will actually turn negative by the end of the
decade. With a very inelastic demand curve, this
should lead to much higher prices even with slower
consumption growth.

The cost reductions coming out of the
Utica/Marcellus have been stunning. Prices should
continue to recover but modestly.

This cycle, the market will not get help from de-
hedging demand. We believe the price is supported
by the industry's rising cost curve. However, even
slightly higher interest rates could cap upside.

After a crushing price decline from $180, we believe
the market will ultimately find balance around $50.

The price has already rebounded strongly off its
February lows. Relative to mined commodities, oil
production has a sharp decline curve. Reduced
capex of the past 18 months should continue to
support price. But, shale oil has moved the cost
curve lower. Previous highs are unlikely.

Our View Relative to Consensus

The consensus remains modestly too bullish
expecting higher energy costs to lift the upper
end of the cost curve. We see new low cost
capacity more than replacing high cost capacity
closures.

The consensus expects higher "normal" nat gas
prices than we do. Therefore, some are less
bearish about US coal's future than are we.

In-line.

ST we are in line. Long-term, just like 15 years
ago, some have become complacent with a
perpetual neutral view. Copper is our favorite
commodity over the next decade.

Consensus has been slow to react to the plunging
US cost curve. We have difficulty accepting
"normal" gas price forecasts of $4+.

We are slightly less bullish than consensus. More
important, we are far more bearish than
consensus on gold equities. We continue to favor
a pair trade to be long gold and short major gold
equities.

We are slightly more bullish. There are some
who believe the price will keep falling until it hits
the marginal cost of the three majors. We
believe the rapid supply growth by the Big 3 will
start to subside.

In-line.
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" RENMAC Equity Recommendations Summary
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Alcoa

Barrick Gold

BHP Billiton

Freeport-McMoRan

Goldcorp

Newmont Mining

Rio Tinto

Recommendation

Equal Weight

Underweight

Equal weight

Overweight

Underweight

Equal weight

Overweight

Current Price

$9.76

$19.76

852p

$11.55

$17.77

$35.33

2041p

1-Year Target

$10.00

$17.00

900p

$16.00

$15.00

$34.00

2300p

Major exposures

Alumina, Aluminum, Downstream
Autos, Downstream Aerospace

Gold

Iron Ore, Oil, Copper

Copper, Oil

Gold

Gold

Iron Ore, Copper, Aluminum

Justification for Recommendation

Valuation is expensive even with downstream exposure. We
see little upside for aluminum prices. And, expectations for
dramatically improved downstream earnings have yet to
materialize. But, enthusiasm for the pending split remains
high. We'd consider shorting above $10.

Very expensive valuation. If we remove Pascua and Cerro
Casale from P&P reserves, the company only has a decade.
In our opinion, a substantial increase in the gold price is
already discounted. We find attraction in a pair trade that is
long gold and short major gold mining stocks.

Reasonably valued. We like the commodity exposures long
term. And, the company's low cost position and strong
balance sheet should limit downside. We could move
toward OW at a slightly lower valuation or with more clarity
around potential Samarco liability.

We like the assets and commodity exposure long term. We
believe political risk concerns are overdone. But, copper
price upside is likely several quarters away. And, winning
back investor trust will take time. Risks are high but we like
the risk/reward balance.

Now that growth has turned negative, Goldcorp's historical
growth multiple needs to compress. With just a decade of
reserves, we believe GG will have to spend enormously to
replace depletion. FCF will be minimal. We like a pair trade
to be long gold and short major gold miners.

Equal weight rating leaning UW. We shy away from UW for
now simply because 2016/2017 results will likely be decent.
But, they are unsustainable. We likely move toward UW at
a higher stock price and/or as the market begins to focus on
2018 results. In our experience, it remains early for that.

The company has stubbornly focused on only the lowest
cost assets which looks brilliant in the current environment.
Stock is not terribly inexpensive. But, we believe it still
discounts an overly bearish outlook for the commodities.
We see modest upside with limited risk.
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RENMAC We believe 10s go to 1.25%
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US Generic Govt 10 Year Yield

Close: 1.6852

Resolving oversold
condition, but trend is
unambiguously lower.

RenMac Oscillator: Oversold (-3)/Overbought(+3)
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n RENMAC Relative performance of defensives
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— S&P 500
5 7.6

6.8

6.4

When the late stage sectors in are
working in aggregate, it tends to
be a bearish conditional factor for
stocks.

—— Defensives Relative (Staples, Energy, Utilities combined)
—— 180 Day High
120 Day Low
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n RENMAC SPX income attractive vs. 10yr Yield
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" RENMAC Trends favor defensive names
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Consumer Staples

Utilities

Energy

Materials

Industrials

Information Technology
Telecommunication Services
Health Care

Financials

Consumer Discretionary |

4.0%
SP1500 Top and Bottom Industries
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... Electric Utilittes |
o Multi-utilities
Tobacco ]
Construction Materials
o Metals&Mining
Water Utilities
Electrical Equipment
Machinery
Internet Software & Services
Internet & Catalog Retail
Auto Components
| Media
Textiles, Apparel & Luxury Goods

| Capital Markets |

[ Biotechnology |

[ Automobiles

Specialty Retail
Airlines
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RENMAC Nothing extreme/follow trend
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RenMac Standardized Excess Return(RSERM) vs Twelve Month Fwd Excess Return
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= Expected 12M Excess Return 1964-2014
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RENMAC Staples not extreme
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— SP500 30 EW Logged

— SP500 Consumer Staples EW Relative Perf vs SP500 Ex-Consumer Staples EW Logged
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" RENMAC Utilities not yet vulnerable
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—— S§Pso00 Utilities EW Logged

— SP500 Utilities EW Relative Perf vs SP500 Ex-Utilities EW Logged |

—— SPs500 Utilities EW Rolling 3Yr RenMac Standardized Excess Return(RSERM)
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u“ RENMAC Massive base in AT&T

RENAISSANCEMACRORESEARCH

ATE&T Inc. (T-USA) Market Cap: 2528459
RenMac Rank 1 Integrated Telecommunication Services
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u RENMAC Phillip Morris huge bullish base
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Philip Morris International Inc. (PM-USA) Market Cap: 156445
RenMac Rank 2 Tobacco
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n RENMAC SPX excess returns elevated
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—— SP500 Logged

This suggests active management a
better alternative than passive, and
forward returns for the index are likely-
to be muted.

w

—  DownTrend

— UpTrend

—— RenMac Standardized Excess Return(RSERM)
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RENMAC RSERM: From one extreme to the other
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RENMAC Goldis one of the best charts
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Generic 1st 'GC' Future

Close: 1267.8
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We are buyers of weakness,

particularly in response to the
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RENMAC Gold speculators massively long
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A§ RENMAC It tends to be BULLISH
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Gold Large Specs vs Excess Fwd Return

15.0%
=== Four Week Fwd Gold Excess Fwd Returns 1996-2016
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" RENMAC Crude speculators bearish
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Crude Large Specs vs Excess Fwd Return

Four Week Fwd Crude Excess Fwd Returns 1996-2016
Eight Week Fwd Crude Excess Fwd Returns 1996-2016
Thirteen Week Fwd Crude Excess Fwd Returns 1996-2016
Twenty Six Week Fwd Crude Excess Fwd Returns 1996-2016 - 20.0%
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" RENMAC Emerging markets top trend model
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@ @ Last Month
I Comparative 6 Month Risk Adjusted Performance

MSCI Latin America |-

MSCI EM | S

MSCI North America |- 3

MSCI Asia Ex-Japan | ®

MSCI EAFE - @

MSCI Europe | ¢

MSCI China | 3

MSCI Japan [

Neutral-Bearish Neutral-Bearish Neutral Neutral-Bullish



LY RENMAC RenMac 2016 Outlook Call _

RENAISSANCEMACRORESEARCH

Thank you for joining us!

If you are using Webex, please complete a brief
survey upon exiting the program

For a copy of the slides please email: Sales@RenMac.com
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This document is for distribution only as may be permitted by law. It is published solely for information purposes; it is not an advertisement nor is it a solicitation or an offer to buy or sell any financial
instruments or to participate in any particular trading strategy. No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information
contained in this document. The information is not intended to be a complete statement or summary of the markets, economy or other developments referred to in the document. Any opinions expressed in
this document may change without notice. Any statements contained in this report attributed to a third party represent RenMac's interpretation of the data, information and/or opinions provided by that
third party either publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party.

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual circumstances or otherwise constitutes a personal
recommendation. Investments involve risks, and investors should exercise prudence and their own judgment in making their investment decisions. The value of any investment may decline due to factors
affecting the securities markets generally or particular industries. Past performance is not indicative of future results. Neither RenMac nor any of its directors, employees or agents accepts any liability for any
loss (including investment loss) or damage arising out of the use of all or any of the information.

Any information stated in this document is for information purposes only and does not represent valuations for individual securities or other financial instruments. Different assumptions by RenMac or any
other source may yield substantially different results. The analysis contained in this document is based on numerous assumptions and are not all inclusive.

Copyright © Renaissance Macro Research, LLC. 2013. All rights reserved. All material presented in this document, unless specifically indicated otherwise, is under copyright to Renaissance Macro Research,

LLC. None of the material, nor its content, nor any copy of it, may be altered in any way, or transmitted to or distributed to any other party, without the prior express written permission of Renaissance Marco
Research, LLC.
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