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Traag herstel

Growth World Economy (%YoY)
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Herstellend vertrouwen

Business Confidence Consumer Confidence
(standard deviation from LT average) (standard deviation from LT average)
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...dankzij soepel monetair beleid

Central Bank Policy Rates 'Real' Policy Rates
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Amerikaanse economie...

US: Real GDP Growth (% YoY) US: Consumer Price Inflation (% YoY)
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..vliegwiel voor herstel

US: Unemployment Rate

A

[
|

\
\
My A

A M
NN

| /
mj“ LY I NN

| \\/ '

70 75 80 85 90 95 00 05

BNP PARIBAS
FORTIS

7.000

6.000

5.000

4.000

3.000

2.000

1.000

| De bank voor een wereld in verandering

US: Home Sales (in '000 annual)
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...Iwee recessies

EMU: Real GDP Growth (% YoY) EMU: Consumer Price Inflation (% YoY)
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Zoek het verschil

Real GDP growth overlast 5 years (% YoY)
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Unemployment Rate: US vs EMU
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Apocalyps is voor een andere keer...

10Y Government Bonds: Interest rate spread with
German Bund 10Y (in bp)
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Eurozone: de Draghi levensverzekering
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De kost van de crisis

Cumulative GDP growth since start crisis (Q1 2008, in %)
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Een steviger munt

EUR/USD exchange rate
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Deflatie gevaar

Euro Area: Consumer Price Inflation (%YoY)
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Deflatie Checklist

+ Kredietaanbod:

« Austeriteit:

« Werkloosheid

« Capaciteitsbezetting

« OQOutput Gap
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http://humanandnatural.com/data/media/24/brussels_grand_palace.jpg

Twee jaar stagnatie

GDP evolution since start crisis (Q1 2008 = 100)
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Kwetsbare reputatie

10Y Bond Yield
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...dalend marktaandeel

Belgian exports market losses have been larger than its
competitors (Index, 1990 = 1)
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Welvaart binnen bereik?

B. 10-Year horizon
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Conclusie

Wereldeconomie met drie snelheden
Deflatiegevaar in Europa?

Is Ben Bernanke de centrale bankier van de wereld?

Opkomende markten “lijden” onder goede US groeiprestatie...

Monetaire transmissie in Europa is nog steeds belemmerd

Belgié: cyclische rugwind, structurele tegenwind
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Want to know more?

http://peterdekeyzer.bnpparibasfortis.be

’ Ewitter

FOLLOW ME

Follow @DeKeyzerP_nl

Follow @DeKeyzerP_fr
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http://peterdekeyzer.bnpparibasfortis.be/
http://mobile.twitter.com/DeVijlder

Disclaimer

This presentation was created for informative purposes by BNP Paribas Fortis SA/NV.

The information contained in this presentation is subject to change. While BNP Paribas Fortis SA/NV takes great care to
ensure that the information is correct, it may not be held liable for possible errors or omissions, or the direct or indirect
damage that might result from this.

BNP Paribas Fortis SA/NV, Montagne du Parc 3, B — 1000 Brussels
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Seeking high returns
INn a low rate
environment

21 November 2013
Koen De Leus
Senior Economist, KBC Group
www.Kbceconomics.be

L 2oLl @kbc_economics
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Main messages

= Bonds: take care for normalisation

= Stocks: TINA!
= We prefer Europe & small caps, but profit growth vital
= Be selective in Asia: North Asia
= Latin America suffers from ‘dutch disease’

= Belgian real estate 10% overvalued



Global consensus on monetary policy

(near) zero policy rates, QE and “forward guidance”

Central banks’ balance sheets Steepening yield curve
(January 1999=100,local currency)
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Global consensus on monetary policy

Low Interest rate are here to stay ... for a while longer

High correlation Negative real interest rates
(US vs Germany 0.92, Germany vs Japan 0.65) (Interest rates 10Y minus inflation expectations)
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= \Where to invest in low rate environment?



Bonds versus equities

Bonds are relatively expensive
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Bonds

End of a 30Y bull market?

German bunds: evolution of interest rates and yearly returns
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Bonds
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Bond versus Equities?

= Economy favours shares ... _ _
PMI Composite EMU and growth forecasts: in

positive territory
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Equities

In the sweet spot

= . sodoes momentum

US versus EMU stock markets
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Equities

Eurozone accent: small caps

more sensitive to econ@my

Sectoral division turnover (in %)
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Emerging versus local markets Large Caps Small & Mid Caps
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Equities

Eurozone accent: small caps

= Not expensive Offering more possibilitie

P/E Small vs Large Caps

H * Quest for opportunities
15 ’ - * Less efficient markets
y * Less follow up by analysts
13
* More prone to take-over
12 1  Liquidity premium
11 J  Universal truths (also called motto)
v  ‘easier to grow when you are
L0 small’
09 « ‘Today’s small cap is tomorrow’s
blue chip’
0,8 .
e & e 0 0
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Emerging markets

Drivers in the long run

Strong link with growth differential .. as well as with commodity prices
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Emerging markets

Asia

= Asia: difference in growth |
= Growth effect important

ww| TOrAsia
RSy et DI EMAS_OM = Qut- / underperformance
- 75.0% . .
10.0% =Dt GDP PPPgrth when growth differential
oo Increases / decreases
8.0%
- 25.0% .
= Conclusion :
6.0% - - 0.0% .
= Poor performance EM in
- -25.0% 2012-2013 partly related
4.0% .
with growth slowdown,
B partly tapering
2.0% . .
s = Economic recovery In
. ) North Asia should support
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Emerging Markets

Latin-America

Growth export from Latin America & Chinese industrial production &
commodities commodities
(YoY, 3 month MAV, in %) (YoY, 3 month MAYV, in %)
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Latin America

Increase current account deficit ... again

Current account Share commodities in export
(in % gdp) Latin America
- (in %)
65
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Equities

Valuation

30 - MSCI Europa 35 S&P500

— Forward PE
Actual PE 30
— = Average forward

e FOrward PE

Actual PE

25

= = Average forward
— = Average actual g

— = Average actual

20

15

10
5 : : | | | | | | 5 T T T T T T T T T
R I T A TP S e PR T R
A A A A AR AN AR AR NOGRNGENIR R II IR I IR
N AN AN A A A TR A (A e L A A A A ™



Equities

Long term valuation

GRAHAM & DODD KW10Y* S&P500
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Equities

What about rising interest rates?

= Rising interest rates only Reaction US stocks since 1964
start hurting when rates on rising Interest rates
risk S'OW'ng down : (US, since 1964, monthly)
economic and profit
g rowth Rate Rising Falling All Periods
<2% +3,3% +0,2% +2,2%
2%>R>4% +1,1% -0,3% +0,5%
= Stocks suffer when rate > peR>6% +1,1% 0,3% +0,3%
60/0 [6%>R>9% -0,8% +2,1% +0,6%
R>9% -0,2% +2,2% +1,1%
Total +0,2% +1,1% +0,6%
Red: lower than average movement
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Implications ZIRP in the long run

TINA

“Normal” inflation expectations....
(10 year inflation expectations in %)

—su —us —uapan @ [nflation / deflation
expectations stable

= |nflation / deflation risk
Increased

= |nflation is the devil central
bankers know

= [nflation: excess liquidity finds
It’s way to economy via
Increased credit

= Deflation: excess liquidity leads
to bubbles, which burst and
lead to deflation
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Belgium

Housing market about 10 % overvalued

Valuation measures Belgian housing market (long-

term average = 100) H Price-to-rent ratio (Q2 2013)

B Price-to-income ratio (Q1 2013)

160 | —Price-to-income ratio (affordability) ®Interest-adjusted affordability (Q1 2013)
—Price-to-rent ratio B Econometric regression (*) (Q1 2013)
—Interest-adjusted affordability 60.8
——Econometric regression (*)
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mortgage interest rate, unemployment rate and number of households



Main messages

= Bond: take care for normalisation

= Stocks: TINA!
= We prefer Europe & small caps, but profit growth vital
= Be selective in Asia: North Asia
= Latin America suffers from ‘dutch disease’

= Belgian real estate 10% overvalued
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