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Economic environment

The downtrend of commodity prices since January is having an
impact on consumer prices. In fact, after peaking at the beginning
of the year, inflation is falling almost everywhere. Meanwhile, global
economic activity remains moderate and the uncertainty regarding
the scenario of an accelerating world economic activity is growing,
with the notable exception of the Eurozone.

Indeed, the latest statistics show that GDP in the Eurozone grew by
0.6% q/q in Q1 2017, driven by household consumption and
business investment. The unemployment rate continued to decline
and reached 9.3% in April, the lowest since 2009. However, despite
this improvement, part of the new jobs created are so-called low-
quality jobs and part-time employment, which puts downward
pressure on wage growth. Yet, the ECB is cautious about wage
inflation. It is nervous about underemployment and potential
structural changes within the labor market resulting in a slower
recovery in wages. In fact, normalization of core inflation is highly
unlikely without a rise in wage inflation. If the ECB recently
upgraded its economic forecasts with risks to the growth outlook
now seen as broadly balanced, core inflation forecasts for 2018 and
2019 were revised lower by 0.1pp to 1.4% and 1.7%. Overall, the
ECB is expected to remain accommodative for quite a while.

The upward risk regarding economic growth in the Eurozone
contrasts with a possible disappointment in the US. While GDP is
likely to rebound in Q2 2017 after the poor performance of the Q1,
the latest indicators show a mixed picture. While the unemployment
rate continues to decline, job creation is at its lowest level since
2012 and the ISM manufacturing index has lost some momentum
after peaking at the end of 2016 / beginning of 2017. Core PCE
inflation rate reached 1.5% in April, a low since 2015. In addition,
inflation expectations of households and investors have been
declining for several months now. These factors suggest that Fed
members may have to lower their projections for rate increases.
This uncertain environment might explain the decline in interest
rates as well as the reduction in the spread between the 10-year US
and the 10-year German bonds, thus favoring the euro against the
dollar.

In the UK, the election has delivered a hung parliament with

319 Conservative - 326 is needed for a majority - and 261 Labor.
Theresa May's snap election gamble has backfired and while at this
stage it looks likely that a Conservative led administration will take
shape, with Democratic Unionist Party (DUP, 10 seats) support, the
thin majority suggests it is unlikely this parliament will serve its five
year term. What’s more, there's now speculation about whether Mrs
May will hang onto the Conservative leadership. The uncertainty
could last several weeks, which could put a strain on Brexit's
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Performances in local currency

Price asof 1 month 2017
05/31/17 %change %change
Equity markets
CAC 40 5284 0.3% 8.7%
Eurostoxx 50 3219 1.1% 6.9%
S&P 500 2412 1.2% 7.7%
Nikkei 225 19 651 2.4% 2.8%
Currencies
1€=..USD 1.12 3.3% 6.6%
1€=..JPY 124.40 2.2% 0.8%
Priceasof 1 onih 2017
05/31/17 bp bp
s Euro zone -0.60% -4 31
® United States  0.97% 18 47
> Euro zone 0.30% -1 10
o
- United States ~ 2.20% -8 24
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timetable as talks with the EU were set to start on 19 June. In the United States - Inflation rate PCE
wake of these election results, the pound depreciated by about -2% in %

against the dollar and the euro, further weakening the purchasing
power of households and consequently economic growth.
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The latest signals from emerging countries are mixed. The lower 1 ww

inflation rate in Russia favors the recovery of domestic demand. In

Brazil, GDP rebounded in Q1 2017 - after 8 consecutive declines - 0
must be interpreted with caution because it is in part explained by a 2010 2012 2014 2016
very favorable harvest. The Brazilian unemployment rate is close to Headline Less food and energy
14% - compared with onIy 6% jUSt two years ago - due to the Sharp Sources Datastream, Rothschild Asset Management
deterioration in the country's economic situation. Political

uncertainty remains high as Brazil faces a constitutional crisis

caused by a corruption scandal. Former President Dilma Roussef

was dismissed about a year ago and her replacement Mr Temer

must also face justice.

United Kingdom - Effective exchange rate

India's GDP has slowed, revealing the effects on the economy of the

demonetization launched last November. In South Africa, GDP fell 100

by -0.7% q/q, hitting a technical recession as this was the second 9 W
consecutive quarter of decline. This entry into recession could 90 A

further weaken the current President, who is also confronted with 85

suspicions of corruption. The ratings agencies Fitch and Standard 80 Ay
and Poor's had degraded the country's speculative grade in March, Zz ¥

precisely because of political uncertainty and its impact on the
country's growth.

2013 2014 2015 2016 2017

Sources Datastream, Rothschild Asset Management

Source Rothschild. All rights reserved. This document is intended exclusively for professional investors and is not to be distributed to and/or relied on by private individual investors. This document is for informational purposes
only and does not constitute an offer or solicitation to subscribe to the Fund described, nor does it replace the Fund's key investor information document (KIID) or prospectus. The information provided in this document is not
contractual. Subscriptions will be received and shares or units will be issued as indicated in the Fund's KIID or prospectus. The present document does not indicate any fees or commissions that may be charged when issuing or
redeeming the Fund's shares or units. Rothschild & Cie Gestion provides no guarantee whatsoever in relation to fund performance and will not be liable for any decision made on the basis of the information provided in this
document. Past performance is no guarantee of future performance and performance may vary over time. Investment in one or more of the Fund's shares or units is not without risk. Rothschild & Cie Gestion recommends that
investors consult their financial advisor or Rothschild & Cie Gestion before making any investment decision, especially to determine whether or not the Fund's characteristics are appropriate for their requirements. The rules
governing taxation depend on each client's particular situation and may be modified. Information for "US citizens" This Fund’s shares or units are not, and will not, be registered for sale in the United States pursuant to the US
Securities Act of 1933 as amended or pursuant to any other US law. These shares or units therefore must not be offered, sold in or transferred to the United States (including US territories and possessions) nor directly or
indirectly benefit any US citizen (as understood under Regulation S of the 1933 Securities Act) or any equivalent citizen, as defined in the HIRE Act of March 18, 2010 and the Foreign Account Tax Compliance Act (FATCA). The
Rothschild & Cie Gestion’s funds (hereinafter, the “Fund(s)”) presented in this document, are incorporated under the laws of France and agreed by the FINMA to be actively distributed in Switzerland. This information is not an
invitation to subscribe to any of the Funds described herein, nor is it a substitute for the Fund’s prospectus and is provided for information only. The presentation is neither a suggestion nor a recommendation to subscribe any
Fund. Subscriptions will only be received and shares issued on the basis of the current prospectus for the relevant Fund, as agreed by the FINMA. Any information communicated through this document is given for information
only and does not contain any contractual matter. Past performance is not a guide to the future. Moreover, it does not include fees and commissions charged for the issue and redemption of units of the relevant Fund. Rothschild
& Cie Gestion does not guarantee in any way the evolution of the performance and cannot be held responsible for any decision taken on the basis of information contained in this document. The investment in one or several
units of shares of any Fund is not without risk. Rothschild & Cie Gestion recommends that investors seek further information by contacting the Representative of the Funds in Switzerland, as indicated below, their usual financial
adviser or Rothschild & Cie Gestion before making any investment decisions, particularly regarding the suitability between the characteristics of the fund and their own needs.

2 | Monthly Letter | Rothschild Asset Management | June 2017



