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After the recent correction, global equity markets look set to
extend their late cycle rally.

Last week’s sharp drop in global stock markets may have been exactly what equity bulls needed. The correction, triggered
by fears of a pick-up in the pace of inflation and amplified by technical factors such as the unwinding of short volatility
bets, has taken the froth out of some of the most expensive markets, notably the US. This should allow equities to extend

their late cycle rally by several months.

In the weeks before the market stumbled, our valuation and sentiment signals — two of the four factors we monitor
alongside business cycle and liquidity gauges — were flashing red, which had made us cautious. For instance, the US
equity market’s valuation, measured by 12-month forward price to earnings ratio (P/E), had reached 18.8, the highest

since the early 2000s.!

Fast forward one week, these signals have reversed. US equities’ P/E is now a more reasonable 16.5, the same level of
November 2016. The valuation of the MSCI All-Country Index has also dropped sharply (see chart). Investor sentiment
readings have improved, too — indicating positions are far less bullish - after global equity funds saw outflows of USD30

billion for the week— a record.
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MSCI All-Country World Index 12-month forward price to earnings ratio
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3 Source: Thomson Reuters Datastream, 08.02.2013 - 12.02.2018

This is not to say equities should pick up from where they left off at the end of January. The global economy remains
strong, but growth momentum may have peaked. Robust domestic demand and buoyant labour markets, especially in
developed markets, should push inflation higher this year. We expect US core inflation to overshoot the Federal Reserve’s

2 per cent target some time in 2018.2

This, in turn, raises the probability that central banks may be forced to scale back their monetary stimulus more

aggressively than the economy can cope with.

[11S and P 500 index
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Important legal information

This marketing document is issued by Pictet Asset Management. It is neither directed to, nor intended for
distribution or use by any person or entity who is a citizen or resident of, or domiciled or located in, any locality,
state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or
regulation. Only the latest version of the fund’s prospectus, the KIID (Key Investor Information Document),
regulations, annual and semi-annual reports may be relied upon as the basis for investment decisions. These
documents are available on assetmanagement.pictet.

This document is used for informational purposes only and does not constitute, on Pictet Asset Management
part, an offer to buy or sell solicitation or investment advice. It has been established on the basis of data,
projections, forecasts, anticipations and hypothesis which are subjective. Its analysis and conclusions are the
expression of an opinion, based on available data at a specific date. The effective evolution of the economic
variables and values of the financial markets could be significantly different from the indications
communicated in this document.

Information, opinions and estimates contained in this document reflect a judgment at the original date of
publication and are subject to change without notice. Pictet Asset Management has not taken any steps to
ensure that the securities referred to in this document are suitable for any particular investor and this
document is not to be relied upon in substitution for the exercise of independent judgment. Tax treatment
depends on the individual circumstances of each investor and may be subject to change in the future. Before
making any investment decision, investors are recommended to ascertain if this investment is suitable for them
in light of their financial knowledge and experience, investment goals and financial situation, or to obtain
specific advice from an industry professional.

The value and income of any of the securities or financial instruments mentioned in this document may fall as
well as rise and, as a consequence, investors may receive back less than originally invested. Risk factors are
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listed in the fund’s prospectus and are not intended to be reproduced in full in this document.

Past performance is not a guarantee or a reliable indicator of future performance. Performance data does not
include the commissions and fees charged at the time of subscribing for or redeeming shares. This marketing
material is not intended to be a substitute for the fund’s full documentation or for any information which
investors should obtain from their financial intermediaries acting in relation to their investment in the fund or
funds mentioned in this document.

EU countries: the relevant entity is Pictet Asset Management (Europe) S.A., 15, avenue J. F. Kennedy, L-1855
Luxembourg
Switzerland: the relevant entity is Pictet Asset Management SA , 60 Route des Acacias — 1211 Geneva 73

Hong Kong: this material has not been reviewed by the Securities and Futures Commission or any other
regulatory authority. The issuer of this material is Pictet Asset Management (Hong Kong) Limited.
Singapore: this material is issued by Pictet Asset Management (Singapore) Pte Ltd. This material is intended
only for institutional and accredited investors and it has not been reviewed by the Monetary Authority of
Singapore.
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