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Summary: Equities rebound, geopolitical risk stays elevated
Global equity markets staged a strong rebound in January, 7.2% (in local currency).
Government bonds also rallied, +0.7%. Key events included:

> A US shutdown which failed to weigh on sentiment; with data resilient;
> A “patient” Fed indicating QT is nearly concluded. Path of rates uncertain;
> Brexit deal rejected in parliament, embattled PM returns to Brussels

The S&P 500 index posted its strongest start to the year since 1987 following the
weakest December in over 80 years. The oil price, which also fell sharply in Q4,
partially recovered in January (+15%). Economic data appears to be slowing —
particularly in Europe — with the IMF downgrading its global 2019 GDP forecast by
0.2% to 3.5%. Geopolitical tensions remained, with no clear outcome at US-China
trade negotiations, Brexit unresolved and Venezuela in crisis. The US government
shutdown was suspended but not resolved.

US: Shutdown suspended, “Patient” Powell, ISM rebounds

The longest US shutdown ever — extending to 36 days — was suspended for 3
weeks as Congress attempts to agree on the federal budget. The economic impact
to date appears limited, though it is difficult to know as the publication of some data
has been interrupted. The labour market at least remains in good health, with
weekly initial jobless claims — 4 weeks into the shutdown — falling to their lowest
level since 1969. The ISM survey (56.6) — whose publication was also unaffected by
the shutdown — rebounded in January after its sharp fall in December. US Fed Chair
Powell sounded more doveish again, talking of the likely end of quantitative
tightening and suggesting that future interest rate moves could be in either direction.
The Fed cited “cross-currents” to the US economy — trade tensions, Brexit and the
shutdown — as reasons for its new caution.

Europe: Brexit gridlock, Merkron’s revival, Weak manufacturing

In an unprecedented blow to a sitting government, Theresa May’s “meaningful vote”
on Brexit was firmly rejected by UK parliament. The government survived a ‘no
confidence’ vote, but its position remains precarious as the PM returns to Brussels
to renegotiate the withdrawal agreement. France and Germany pledged renewed
integration in Aachen. The treaty appears largely symbolic — a renewal of vows —
with little sign of the long-awaited deepening of economic and defence policy
cooperation. European manufacturing weakness continues, with broad PMis
softening and Germany’s industrial production falling by 4.7% (y-o0-y) in November.
Italy entered a technical recession after a second consecutive quarter of negative
growth.

Asia: China’s stable but slower growth, PMIs continue to soften

China’s economy grew more slowly in Q4 GDP (+6.4% y-0-y), but met expectations
as growth is appearing to stabilise with renewed fiscal and monetary stimulus. The
PBOC eased banks’ ratios again and policymakers signalled their intention to
increase spending and further cut taxes for small firms. Consumption is becoming
more prominent as the economy shifts away from manufacturing-led growth.
Evidence of China’s slowdown is visible across the region, with manufacturing PMIs
in Taiwan and South Korea weaker than expected and falling further into contraction
territory.
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Important information

This document is strictly confidential and produced by Rothschild & Co for information purposes only and for the sole use of the recipient. Save as specifically agreed in writing by Rothschild & Co, this
document must not be copied, reproduced, distributed or passed, in whole or part, to any other person. This document does not constitute a personal recommendation or an offer or invitation to buy or sell
securities or any other banking or investment product. Nothing in this document constitutes legal, accounting or tax advice.

The value of investments, and the income from them, can go down as well as up, and you may not recover the amount of your original investment. Past performance should not be taken as a guide to future
performance. Investing for return involves the acceptance of risk: performance aspirations are not and cannot be guaranteed. Should you change your outlook concerning your investment objectives and / or
your risk and return tolerance(s), please contact your client adviser. Where an investment involves exposure to a foreign currency, changes in rates of exchange may cause the value of the investment, and the
income from it, to go up or down. Income may be produced at the expense of capital returns. Portfolio returns will be considered on a “total return” basis meaning returns are derived from both capital
appreciation or depreciation as reflected in the prices of your portfolio’s investments and from income received from them by way of dividends and coupons. Holdings in example or real discretionary portfolios
shown herein are detailed for illustrative purposes only and are subject to change without notice. As with the rest of this document, they must not be considered as a solicitation or recommendation for separate
investment. Although the information and data herein are obtained from sources believed to be reliable, no representation or warranty, expressed or implied, is or will be made and, save in the case of fraud, no
responsibility or liability is or will be accepted by Rothschild & Co as to or in relation to the fairness, accuracy or completeness of this document or the information forming the basis of this document or for any
reliance placed on this document by any person whatsoever. In particular, no representation or warranty is given as to the achievement or reasonableness of any future projections, targets, estimates or
forecasts contained in this document. Furthermore, all opinions and data used in this document are subject to change without prior notice.

This document is distributed in the UK by Rothschild & Co Wealth Management UK Limited. Law or other regulation may restrict the distribution of this document in certain jurisdictions. Accordingly, recipients
of this document should inform themselves about and observe all applicable legal and regulatory requirements. For the avoidance of doubt, neither this document nor any copy thereof may be sent to or taken
into the United States or distributed in the United States or to a US person. References in this document to Rothschild or Rothschild & Co are to any of the various companies in the Rothschilds Continuation
Holdings AG Group operating / trading under the name “Rothschild & Co” and not necessarily to any specific Rothschild & Co company. None of the Rothschild & Co companies outside the UK, nor companies
within the Rothschild Trust Group are authorised under the UK Financial Services and Markets Act 2000 and accordingly, in the event that services are provided by any of these companies, the protections
provided by the UK regulatory system for private customers will not apply, nor will compensation be available under the UK Financial Services Compensation Scheme. If you have any questions on this
document, your portfolio or any elements of our services, please contact your client adviser.

The Rothschild & Co Group includes the following wealth management and trust businesses (amongst others): Rothschild & Co Wealth Management UK Limited. Registered in England No 4416252.
Registered office: New Court, St Swithin’s Lane, London, EC4N 8AL. Authorised and regulated by the Financial Conduct Authority. Rothschild & Co Bank International Limited. Registered Office: St Julian’s
Court, St Julian’s Avenue, St Peter Port, Guernsey, GY1 3BP. Licensed and regulated by the Guernsey Financial Services Commission for the provision of Banking and Investment Services. Rothschild & Co
Bank AG. Registered Office: Zollikerstrasse 181, 8034 Zurich, Switzerland. Authorised and regulated by Eidgendssischen Finanzmarktaufsicht FINMA.
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