











FORWARD

We are delighted to present to you the Lexinta Q3 2016 Market Review & Outlook Report. This has been
a collaborative effort between Lexinta Research and Lexinta Trading, involving staff from various world
locations.

This document has been developed to provide the reader with spotlights of information and therefore
should not be considered as a comprehensive report. However, that said, the document has been written
to provide the main themes from which the reader can extract key information.

Obviously markets change and as such the information contained herein can never cover every aspect of
what awaits in the future but we hope you find the information of interest in relation to both strategic and
tactical asset allocation.

Sincerely

/;V/M

Chris Frauenknecht Kevin Faehndrich Dimitri da Ponte Michael Lee
Head Trader Senior Trader Senior Analyst Senior Trader
Lexinta Trading Lexinta Trading Lexinta Research Lexinta Trading
Zurich Zurich Zurich Hong Kong
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Q3 MARKET REVIEW & OUTLOOK

The policies of the central banks were the main driver for the stock rally in Q3 2016. The Bank of Japan (BoJ)
launched a new type of monetary easing as it set a cap on 10-year bond yields near zero. The US Federal
Reserve postponed its interest rate hike in September 2016, with recent indicators opening the door for a
December 2016 hike. The European Central Bank (ECB) judged it unnecessary to expand its bond-buying
program, whilst the Bank of England (BoE) expanded its Quantitative Easing (QE) program to deal with the
fallout of the Brexit leave vote.

The surprising Brexit result, the terrorist attacks in Europe, the attempted coup in Turkey and the US presi-
dential elections had just a short impact on the markets. The biggest driver for the S&P 500 this quarter has
been the rally of technology sector shares, with a 12% rally as the revenue and profits picture brightens for
the sector further buoyed by capital reallocation away from income stocks towards growth stocks.

Oil has lost 4.5% in Q3 2016 but gained almost 8% since OPEC provisionally agreed in September 2016 to
cut production for the first time in eight years. The group’s members will meet beginning of October 2016 for
the World Energy Congress in Istanbul for talks on implementing the deal. OPEC's production deal has pro-
pelled energy shares into positive territory for the Q3 2016 and will support this sector further in the Q4 2016.
JPMorgan puts the odds of a November agreement at 80%, but we need to be cautious considering the
cartel's differences. Higher output from countries like Libya, Nigeria, Irag reduce the odds that such a cut
would rebalance the oil market.

Profits and guidance from corporate America are likely to prove critical especially as to whether US equities
can hang on to their gains. The US Consumer Confidence reached the highest level in 9 years and unem-
ployment has remained stable at 5% (7.9 million) as of Sept 2016.

Among the major risks framing Q4 2016 are the US presidential election, economic data surprises, a pos-
sible rate rise from the US Federal Reserve, OPEC's gathering in late November, corporate earnings and
guidance from both US and European companies that will arrive this month (October 2016) and the under-
appreciated risk of the Italian referendum (on which the stability of the government and prevention of the
Eurosceptic party coming to power depend on).

A push back in terms of the effectiveness of monetary policy has begun to gain traction, as voices calling
for fiscal policy grow louder. Hillary Clinton has promised $275Bn in infrastructure spending and we expect
this policy call to continue to build momentum. We therefore anticipate the correlation between stocks and
bonds will begin to deteriorate.

EQUITIES

US large cap stocks have consolidated over the past few months as investors were distracted by the shift-
ing odds of a US Federal Reserve interest rate hike. Consensus expectations however are that S&P 500
earnings will fall 2.1% this quarter Q3 2016, stretching the slump into its sixth month. Valuations are fairly
high considering forward 12-month P/E ratio is currently at 16.7 versus a 5-year average of 14.9. Risk is
therefore to the downside, mitigated by the optimism drawn from a rebound in oil prices.

Over in Asia, the MSCI Asia Pacific Index was up 8.3% in Q3 2016, outperforming the overall equity market.
This was largely due to a rebound in commodities prices, better export data, improving business sentiments
as well as better than expected corporate earnings. As for China, the latest producer price index (PPI) turned
positive to 0.1% Y/y, which may signal the end of five years of production price deflation. We shall expect
companies’ earnings to improve in the coming quarters.

Whilst in the US, capital has recently begun to be reallocated towards growth stocks, the technology sector
specifically, and away from the income stocks, leading to a 10% decline in the latter from the all-time highs
it reached in July 2016. We see this trend continuing, with another 10% downturn.
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Furthermore, we have an optimistic view in certain areas of the oil sector as the most competent operators
fully adjust to lower oil prices. Attractive opportunities have presented themselves by taking advantage of
tailwinds in equity and FX for non-USD oil producing companies that are now able to produce full cycle be-
low $40/bbl., such as Norway's Statoil for example.

COMMODITIES

OIL

We currently project a “base case" global inventory draw of 560’000 Bpd for 2017. Full implementation of
the OPEC cut would more than double that figure. However, there are 4 factors that we believe are under
estimated by the market.

1. Afall of 42% in the past two years in annual investment in new supplies is expected to translate into 9%
average annual global reservoir depletion, according to the IEA. Investment of $720Bn in global upstream
development and $300Bn in exploration have been cut for the period 2015 to 2020.

Large Cap CAPEX Oil & Gas (5Bn)
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2. While new production from troubled countries such as Venezuela, Nigeria and Libya is unlikely to come
online in a meaningful way, as long as they continue to be plagued by sectarian conflict or economic
instability.

3. As demand continues to grow (OPEC estimates world demand-growth of 1.24Mbbl/d this year and 1.15
the next), it risks breaching dangerously low surplus production capacity, currently at 1.35Mbbl/d, vs.
16Mbbl/d in 1983, since the largest OPEC members have almost reached their target capacity.

4. U.S. crude oil rig count was 1600 in 2014 and now stands at app. 430 rigs. US production is very respon-
sive to market dynamics however the drop in rigs has more than compensated for gains in efficiency,
leading the EIA to forecast an average of 8.7Mbbl/d in 2016 and 8.6Mbbl/d in 2017 from 9.4Mbbl/d in
2015.

Since 2011 the Energy sector has underperformed the broader market of the S&P 500 and the Energy sec-
tor weighting fell from 14% to 7% in 2016

NATURAL GAS

Exploration in US shale such as Marcellus has transformed the US market from a footnote to a source larger
than Qatar. A challenge is beginning to present itself as the commodity that is extracted from the ground is
finding itself increasingly short of storage. Pipelines across the eastern seaboard have therefore been com-
missioned, in an all-out push to market the region’s gas. An increased number of pipelines should decrease
the discount northeast gas had to Henry Hub, from -$0.62/MMbtu in 2016 to $0.48/MMbtu in 2018.
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Total Dry Gas Production Y/Y Growth (Bcf/d)
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Exporting NatGas to higher cost regions will be crucial to lift Henry Hub prices as the US glut is alleviated.
Multi-billion dollar investments in export terminals are starting to come online and Liquefied Natural Gas
(LNG) has already begun to be exported from the Sabine Passterminal.

U.S. LNG Export Forecast (Bcf/d)
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Natural gas demand is expected to benefit from a significant tailwind in the coming quarters and years,
especially from power companies, factories and industrial project additions whom all are being sold on the
virtues of gas.

Y/Y Gas Demand from Industral Project Additions
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CURRENCY

uUsD

The US Dollar Index traded roughly 2% in both directions, i.e. from 96 beginning of July 2016 to 94.2 mid
August 2016 and back to 95.5 end September 2016. In other words very little direction either way. The mar-
ket was divided over mildly bearish to mildly bullish news and uncertainty over a rise in interest rates later
than sooner. Despite solid numbers from the US economy, in particular the labour market, they were not
significant enough of a catalyst to propel the USD higher. It is our belief that the US economy will continue
to expand, albeit modestly, but well enough for a continued bullish opinion on the US currency.

GBP

The pound has been the worst performing currency in 2016. Ongoing uncertainty and QE have put increas-
ing downward pressure on the pound. Fears are compounded by a current account deficit of 7%, financed
mostly through Foreign Direct Investment'’s (FDI's). According to Russell Investments, the deterioration in
the current account deficit in recent years is due to a drop in income more than the worsening trade balance,
and therefore more likely to reverse. While the BoE intervened heavily in the wake of Brexit, weighing in
on the currency, the underlying economy has not exhibited the expected drop in confidence. However the
leave negotiations will continue to produce ambiguity and hold back investment into.
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FIXED INCOME

Our comments herein regarding the USD exchange rate obviously could not point in any other direction than
a bearish sentiment with regard to fixed income. In the belief of solid economic data ahead and the contin-
ued supporting expansion of the US economy, leads us to continue our bearish stance for US treasuries.
The credit risk premium of investment grade bonds has recovered from its lowest levels but it is still ex-
tremely low. The yield of government bonds haven't reached the pre Brexit levels but we expect that the
10 year US Treasury yield will increase in the range of 1.95% to 2.05% from 1.74%, (at the point of writing
this report), staying slightly below the 5 year average of 2.11%.
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Q4 2016 - QUO VADIS?

In the absence of the proverbial crystal ball, we would approach the stock market with humility and respect.
Although “expensive” in terms of P/E, the question to be considered is it really in a world of extremely low
to negative interest rates?

Q4 2016 will continue to see us navigating in a challenging environment. The political scenarios being played
out both sides of the Atlantic are proving to be testing and coupled with a likely US Federal Reserve rate rise
could make many an investor nervous. Risk assets might react with volatility to any unexpected bad news.

8 | Q32016 MARKET REVIEW & OUTLOOK REPORT | Lexinta



IMPORTANT INFORMATION

This document (the “report”) has been provided by Lexinta (herein “Lexinta”) solely as a basis for providing
information about Lexinta. References to “Lexinta” in the report shall mean the subsidiary and affiliated
companies of the wider Lexinta Group, unless otherwise stated.

This report is intended to be for information purposes only and it is not intended as promotional material in
any respect. The material is not intended as an offer or solicitation for the purchase or sale of any financial
instrument. The material is not intended to provide, and should not be relied on for, accounting, legal or tax
advice, or investment recommendations.

Information herein is believed to be reliable but Lexinta does not warrant its completeness or accuracy.
No responsibility can be accepted for errors of fact or opinion. Reliance should not be placed on the views
and information in this brochure when taking individual investment and/or strategic decisions. Lexinta has
expressed its own views in this document and these may change.

Past performance is not a reliable indicator of future results, prices of shares and the income from them may
fall as well as rise and investors may not get back the amount originally invested.

Issued by Lexinta. Lexinta is the registered trademark of Lexinta AG a public limited company incorporat-
ed in Zug, Switzerland, with commercial register number CH-170.3.035.396-3 and registered offices at
Bahnhofstrasse 23, CH.6300 Zug, Switzerland. Lexinta AG is licensed as an asset management company
and financial intermediary under Swiss law. Lexinta AG is a member of the Swiss Financial Market Super-
visory Authority (FINMA) recognised Self-Regulatory Organisation’s (SRQO's) PolyReg (www.polyreg.ch) and
PolyAsset (www.polyasset.ch).

For further information please contact Lexinta directly: info@lexinta.com
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