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Welcome to
Merrion Private’s
Key Themes for 2017

This document provides a summary of ten key
investment themes that the Merrion Private
Investment Committee believe investors should
be most aware of for the year ahead. We have
also included charts to further illustrate the themes.

As we entfer an environment in which President
Trump leads the USA, given his spending plans, it is
perhaps unsurprising that half of the members of
the committee selected themes related to inflation.

In recent years, global central banks have
sought to keep interest rates at record low levels
but this stance has changed in recent months
as more hawkish monetary policies have been
implemented.

After a multi-decade bull market for bond investors,
a revival of inflation expectations would pose a
significant threat to the status quo asset allocation
among typical institutional investors.

This development could therefore lead o a
meaningful move out of fixed income investments
and info equities.

With several elections due to be held across
Europe during the year, there could be significant
ramifications and potential changes o the
construct of the European Union that will present
both challenges and opportunities for investors.

Investment committee members are also
conscious of the increasing protectionist rhetoric
emanating from the USA and the potential impact
that this could have with large trading partners
such as China and the value of the US dollar.

At Merrion, we are well positioned to guide
investors through what may well be a repeat
of the voldatility seen during 2016, supported by
the extensive breadth and experience of our
investment professionals.

David Holohan
Chief Investment Officer
|
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Pramit Ghose
Global Strategist
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Key Themes for 2017

The arrival of Mr.Trump as president-elect in early
November has sparked a sudden rush info equity
funds and out of bond funds. As the US economy
continues fo improve, and if Mr.Trump does indeed
adopt some reflationary policies, and as more
and more defined pension funds wind down
and ‘encourage’ members fo set up their own
pension arrangements with decent transfer values,
then we believe this ‘return of the equity investor’
can continue and underpin the equity market
in 2017.
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A key theme for markets in 2017 will be how
the command economy of China balances
the downward pressures on its currency while
preserving stability in its real estate and corporate
debt markets. To add complexity fo this balancing
act the 19th National Congress of the Communist
Party of China is due to take place in Autumn
Gary McCarthy 2017 which is, in effect, a leadership transition
event. A successful fransition will be supportive of
financial, industrials and commodities sectors. In
contrast, a failure would present President Trump
with a significant industrial demand problem
irrespective of air conditioner manufacturing
staying in the US.

Merrion Absolute
Return Strategies
I
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Gold should outperform as inferest rates rise in
the US but also during the subsequent period
when economic growth levels begin to slow.
Gold remains 40% below levels seen during
2011 while risks to the global financial system
have steadily been increasing in recent years.
The precious metal may surprise investors by
outperforming during the inferest rate increase
Chief Investment cycle in the US and further build on those gains
Officer as global economies struggle to deal with higher
interest rates. The demand/supply dynamic is
also favourable for gold prices with the decline
in the yields of production grade ore becoming
a growing issue for producers while per capita
consumption levels remain low in key markets
such as China and India.

David Holohan

Capacity for demand growth in China and India

*  China and India represent -~55% of global consumer gold demand

= Par capita consumption relatively low - economic growth, increasing wealth support demand growth

Per capita gold consumption (average grams per capita) 2015 consumption
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Alan McQuaid
Chief Economist

Dollar and reserves

Dollarindex & net foreign official transactions in U.S. Treasury bonds & nofes
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Stronger USD/ Higher Bond Yields: Strong dollar/
higher US bond yields: The Federal Reserve’s broad
dollar index, which tracks the US currency’s value
against a range of developed and emerging
market currencies hit a fourteen year high in
the weeks following the US election. Some of
those gains have been given up at the start
of 2017 but we stick to our stronger USD views
on the basis of higher US GDP growth this year
and further increases in official rates from the
Federal Reserve. The strong dollar spells more
weakness for US government bonds. Emerging
market currencies have been wilting against the
resurgent greenback, prompting countries like
India to dip into foreign currency reserves to try
fo stave off such pressure. Others, most notably
China, will be forced 1o follow suit if President-elect
Donald Trump’s plans to loosen fiscal policy keep
pushing up expectations of inflation and higher
US policy rates. It's clear that any country forced
fo keep intervening to support its currency will,
sooner or later, end up selling US Treasuries.
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The resounding defeat for ltalian Prime Minister
Matteo Renzi in his Senate referendum on
December 4 and his subsequent resignation has
set the scene for what looks like being a very
turbulent year ahead on the European political
front.The talk now is that ltaly will hold a General
Election in the first half of 2017 rather than 2018
Alan McQuaid when the next election was formally due. It is also
Chief Economist possible that the UK could end up going fo the
polls again depending on what happens on
the "Brexit” front. Further scheduled elections for
2017 in The Netherlands, France and Germany
only add to the political risk profile of the region
and is the key reason why we are negatfive on
the euro this year.

Support for anti-establishment parties in Europe

Populism is galloping across Europe, European Commission President Jean-Claude Junckerdeclared thisweek in a waming to
leaders meeting in Bratislava today to discuss its post-Brexit future. The term has been applied to movements which claim as its
main goal defending the interests of the people against a self-serving "establishment” - be that the mainstream political parties,
big business, the Brussels institutions, or even just “experts”

Key: @ Lef-wing @ Right-wing @ Neutral

Country Party name Political ] 2014 Evropean Parliament election results (%)  Lotestpoll Pollster

position
Austria Freedom Party . Sept 11  Oestemreich/Gallup
France Mational Front - Sept 15 BVA
Iaty Five-Star ® Sepr 12 IXEinstitute
Greece MNew Democracy L] Sept. & SEATV
Spain Podemos. L] Sept. 13 Metroscopia
Dermark Danish People’s Party @ Sept I Politike'
Greece Syriza® ] Sept 6 SKAITV
Sweden Sweden Democrats L] Sept. 1 Novus
Iredand Sinn Fein - July 29 Paddy Power/Red C
Germany afn L ] Sept IS GMS
Italy MHorthern League L ] Sept. 12 1XE imstitute
Hungary Jobbik ™ [ R August Republikon institute
Finland Finns Party* ™ . sepe 8 Taloustutikimus
Germary Die Linke ° 3 Sept 14 GMS
Belgium Viaams Belang ™ = Sept. @ RTBF/La Libre Belgique
Eritain UKIP ™ E ] Aug. 15 Ipsos-MORI

*Ruling perty, or part of nding coalition, The rest are all opposition parties. 'Based on polls in the fast 31 deys from several polisters.
Sourcer Rewters; polistens. Sample size ranges from 900 to 4,000 respondents. Margin of error ranges from -+~ L 1o 3 percentags points

€. Intan, 16/09/2016 & REUTERS

European
Political Risks
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David Flynn
Investment Manager
I

Normalized As OF 11/08/2016
Last Prica

W HLOITRHT Index 109,80

B MLOTTRLO Index 102.43

B 5PX Index 105.00

The Republicans have a full majority, so it is
logical to assume that they will be able to push
through their agenda. Companies with the
highest tax rates should benefit the most from
these tailwinds. S&P 500 companies that stand
to benefit the most from tax decreases are
depicted in the following Merrill Lynch indices
MLDITRHI Index below (blue) & S&P 500
companies that stand to benefit the least with
already low tax rates are depicted in the MLDTRLO
Index below (from election day forward).
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Further inflation surprises and steepening
yield curves provide further helpful tailwinds
for European and US bank sectors. Post the
US election financials were the best performing
sector and, despite recent weakness in bank
shares, we expect steeper yield curves and
rising inflation expectations fo persist and continue
David Wilson as a support for sector outperformance.

Head of Advisory
Stockbroking

Exhibit 9: Inflation expectations
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Darren McKinley
CFA: Senior Equity
Analyst

With Irish-owned firms exporting two fifths of their
products to the UK, we expect a continued theme
of earnings downgrades as a result of currency
franslation and loss of competitiveness to UK peers.
US President-elect Donald Trump has won over US
voters with his policy of bringing jobs "home” again
by cutting US corporate tax rates and regulation.
This further adds risk fo the Irish investment case
given the amount of jobs US companies have
created here. Sterling weakness should translate to
currency headwinds for Ryanair, Kerry Group, Totall
Produce, Bank of Ireland, C&C, Origin Enterprises
and UDG Healthcare. Alternatively, recent lIrish
budget and central bank changes are likely to
positively impact the construction, real estate and
employment market. These measures should be
supportive of Permanent TSB, Grafton Group, I-RES,
Cairn Homes and FBD Holdings.
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Roscoff

Weekly Sailings

Dublin - Holyhead

Ulysses 28
Jonathan Swift 28
Epsilon 18

74

Rosslare - Pembroke
Isle of Inishmore 28
Total Ireland - UK 102

Ireland - France

Oscar Wilde 7
Epsilon 2

9
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As Europe watches the initial positive impact of
the populist shock election of Donald Trump, it
is facing an even more pronounced populist
threat to its own existence.There is a real possibility
that a newly elected French President and a
threatened Germany make significant fiscal
efforts fo save the EU project. At this moment
Pat O'Neill in time, Europe is out of favour with investors
CEO and has lagged in performance terms
significantly. A genuine fiscal response could lead
o a surprise outperformance by European indices
fo catch up with the S&P 500 charted below.

STOXX Europe 600 (EUR) Weekly
230 AP High: 147.79 Low: 99.78 Chg: 27.59%

170
(EUR) - Price — (INDEX) S&P 500 - Price - '

Conirarian
Themes:
Europe Reflation?
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Sentiment and behavioural indicators can be
very useful for contrarian investors who like fo take
the opposite side of a consensus view. The idea
being that when a view becomes accepted
and commonplace then investors have already
positioned themselves accordingly. This can be a
dangerous fime however as market prices offen
peak/trough when participants have already
made their move and the marginal buyer/seller
no longer exists.As investors, we like to keep an eye
on the level of bullishness exhibited by the market
overall as extreme levels of bulls/lbears are useful
indicators of market turning points. Another
everyday example of this effect however, can be
seen from the front covers of business magazines
such as the Economist and Businessweek. The
effect is not just anecdotal however as many
studies have concluded that a preponderance
of positive media stories generally signal the end
of superior performance and vice versa.When a
story makes the front page of such publications it
has usually been in vogue for some time and most
of the move has usually already occurred. With
this in mind, the following graphic might argue for
caution to all those dollar bulls going into 2017.

Pascal Conroy
Portfolio Manager.
Global Opportunities
Strategy
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DISCLOSURES

Merrion Stockbrokers Ltd, frading as Merrion Private and Merrion
Fixed Income, is regulated by the Central Bank of Ireland
(registered in Ireland under 307878).

For further information relating fo research recommendations
and conflict of inferest management please refer fo
www.merrion-capital.com.

The information contained in this publication was obtained
from various sources believed to be reliable, but has not
been independently verified by Merrion. Merrion does not
warrant the completeness or accuracy of such information
and does not accept any liability with respect to the accuracy
or completeness of such information, except to the extent
required by applicable law.

This publication is a brief summary and does not purport to
contain all available information on the subjects covered.
Further information may be available on request. This report
may not be reproduced for further publication unless the
source is quoted.

This publication is for information purposes only and shall not
be construed as an offer or solicitation for the subscription
or purchase or sale of any securities, or as an invitation,
inducement or infermediation for the sale, subscription or
purchase of any securities, or for engaging in any other
fransaction.

Any opinions, projections, forecasts or estimates in this report
are those of the author only, who has acted with a high degree
of expertise. They reflect only the current views of the author
atf the date of this report and are subject o

change without notice. Merrion has no obligation to update,
modify or amend this publication or to otherwise notify a
reader or recipient of this publication in the event that any
matter, opinion, projection, forecast or estimate contained
herein, changes or subsequently becomes inaccurate, or if
research on the subject company is withdrawn.The analysis,
opinions, projections, forecasts and estimates expressed in this
report were in no way affected or influenced by the issuer.The
author of this publication benefits financially from the overall
success of Merrion.

The investments referred to in this publication may not be
suitable for all recipients. Recipients are urged to base their
investment decisions upon their own appropriate investigations
that they deem necessary. Any loss or other consequence
arising from the use of the material contained in this publication
shall be the sole and exclusive responsibility of the investor and
Merrion accepts no liability for any such loss or consequence.
In the event of any doubt about any investment, recipients
should contact their own investment, legal and/or tax advisers
to seek advice regarding the appropriateness of investing.
Some of the investments mentioned in this publication may not
be readily liquid investments. Consequently it may be difficult
to sell or realize such investments.The past is not necessarily
a guide fo future performance of an investment. The value
of investments and the income derived from them may fall
as well as rise and investors may not get back the amount
invested. Some investments discussed in this publication may
have a high level of volafility. High volatility investments may
experience sudden and large falls in their value which may
cause losses. International investing includes risks related to
political and economic uncertainties of foreign countries, as
well as currency risk.

To the extent permitted by applicable law, no liability
whatsoever is accepted for any direct or consequential loss,
damages, costs or prejudices whatsoever arising from the
use of this publication or its contents.

Merrion has written procedures designed to identify and
manage potential conflicts of interest that arise in connection
with its research business.

United States: This report is only distributed in the US to major
institutional investors as defined by S15a-6 of the Securities
Exchange Act, 1934 as amended. By accepting this report, a
US recipient warrants that it is a major institutional investor as
defined and shall not distribute or provide this report or any
part thereof, to any other person.

Further details are available on our website
http://www.merrion-capital.com/disclaimer.html and/or by
contacting our Compliance Officer.

Other countries: Laws and regulations of other countries may
also restrict the distribution of this report. Persons in possession
of this document should inform themselves about possible
legal restrictions and observe them accordingly.

Heritage House T +353 12404100
23 St Stephen’s Green F + 353 12404101

LEGAL INFORMATION

The information contfained in this publication was obtained
from various sources believed to be reliable, but has not
been independently verified by Merrion. Merrion does not
warrant the completeness or accuracy of such information
and does not accept any liability with respect fo the accuracy
or completeness of such information, except to the extent
required by applicable law.

This publication is a brief summary and does not purport fo
contain all available information on the subjects covered.
Further information may be available on request. This report
may not be reproduced for further publication unless the
source is quoted.

This publication is for information purposes only and shall not
be construed as an offer or solicitation for the subscription
or purchase or sale of any securities, or as an invitation,
inducement or intermediation for the sale, subscription or
purchase of any securities, or for engaging in any other
transaction.

Any opinions, projections, forecasts or estimates in this report
are those of the author only, who has acted with a high
degree of expertise.They reflect only the current views of the
author at the date of this report and are subject fo change
without notice. Merrion has no obligation fo update, modify
or amend this publication or fo otherwise nofify a reader
or recipient of this publication in the event that any matter,
opinion, projection, forecast or estimate contained herein,
changes or subsequently becomes inaccurate, or if research
on the subject company is withdrawn.The analysis, opinions,
projections, forecasts and estimates expressed in this report
were in no way affected or influenced by the issuer.The author
of this publication benefits financially from the overall success
of Merrion.

The investments referred to in this publication may not be
suitable for all recipients. Recipients are urged to base their
investment decisions upon their own appropriate investigations
that they deem necessary. Any loss or other consequence
arising from the use of the material contained in this publication
shall be the sole and exclusive responsibility of the investor and
Merrion accepts no liability for any such loss or consequence.
In the event of any doubt about any investment, recipients
should contact their own investment, legal and/or tax advisers
to seek advice regarding the appropriateness of investing.
Some of the investments mentioned in this publication may not
be readily liquid investments. Consequently it may be difficult
to sell or realize such investments.The past is not necessarily
a guide fo future performance of an investment. The value
of investments and the income derived from them may fall
as well as rise and investors may not get back the amount
invested. Some investments discussed in this publication may
have a high level of volatility. High voldtility investments may
experience sudden and large falls in their value which may
cause losses. International investing includes risks related to
political and economic uncertainties of foreign countries, as
well as currency risk.

To the extent permitted by applicable law, no liability whatsoever
is accepted for any direct or consequential loss, damages,
cosfs or prejudices whatsoever arising from the use of this
publication or its contents. Merrion has writfen procedures
designed to identify and manage potential conflicts of interest
that arise in connection with its research business. Merrion’s
research analysts and other staff involved in issuing and
disseminating research reports operate independently to
ofher areas of the business. Chinese Walll procedures are
in place between the research analysts and staff involved
in securities frading for the account of Merrion or clients to
ensure that price sensitive information is handled according
to applicable laws and regulations.

United States: This report is only distributed in the US to major
institutional investors as defined by S15a0-6 of the Securities
Exchange Act, 1934 as amended. By accepting this report, a
US recipient warrants that it is a major institutional investor as
defined and shall not distribute or provide this report or any
part thereof, to any other person.

Other countries: Persons in possession of this document should
inform themselves about possible legal restrictions and observe
them accordingly.

Further details are available on our website
http://www.merrion-capital.com/disclaimer.html and/or by
confacting our Compliance Officer.

Other countries: Laws and regulations of other countries may
also restrict the distribution of this report. Persons in possession
of this document should inform themselves about possible
legal restrictions and observe them accordingly.
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