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Much to win; far more to lose
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Still winning for now
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Global upturn
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But very long winning streak...
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ill be

longest US cycle ever

Summer 2
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% GDP

But all the chips on just one table A
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China fiscal deficit, % GDP

Playing last card since 2008! BN
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House of cards
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China aggregate financing,
cumulative 12M rolling, USDbn
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Borrowing just moves

from one hand to

“another — doesn't
really stop
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How to lose that borrowed money §
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But everyone’s a loser A
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Plenty of other losers out there A
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Unemployment low but still no real wage growth!
True in ‘Anglo’ US and UK;

True in ‘Lucky’ Australia; ﬁ\
Becoming true in Europe too (ex-Germany); \’\_’

True in Japan....where next?
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How much longer until workers finally ‘win’...
...or we realize all our economic models are wrong!

Can central banks afford to be wrong either way? Mar-13 Mar-16

Uus —FR Jp —UK GE AU
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The game is rigged
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Consensus:
Polarization dangerous

No consensus:
What we do about it!
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Can we keep winning? A
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Brexit poker face

RaboResearch GEM

4

Rabobank

BREXIT NEGOTIATIONS:
Weak UK coalition government
UK politics remain volatile
Red-line issues of immigration, ECJ
Will stronger Europe compromise?

“Catastrophic” Hard Brexit looms?
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Royal running bust? A
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Walking away from the table? A
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Could take a year,
likely to see US tariffs...
...and then trade war?
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Playing same cards?

Macron: “Buy European”

Nationalism
ASEAN
Australia
Brazil
Canada
China
West Europe
East Europe
India
Japan
Mexico
NZ
Russia
S Africa
UK
us

Immigration

Protectionism

A
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Fiscal stimulus
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Playing same cards?
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Protectionism  Fiscal stimulus
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Spin it!
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“Everyone’s a winner”(?)
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“Excess exuberance” — AGAIN! ,.%

Rabobank
250 35 7
[ o 30 -
225 - >
o
g S 25
" 200 - S
(@) %)
N o %
5175 i g 15 -
o : ® Lo
_\\ ' E 10 .
v 150 CIL.)
= (]
S © ° ' o & 5
9 125 - o o o ® z o
5 125 o ©® 3]
© §8e° L -2
T ] °® o O
. D c
100 D . . a . ’ N <
® ® U
® 9 o 0 ®
75 \ \ \ \ -10 -
Jan-06  Jan-og Jan-12 Jan-15 Jan-18 Jan-o06 Jan-og Jan-12 Jan-1g
eUK eoUS @eCA eCH ®@AU @ JP ——Tier-1 Cities ——Tier-2 Cities ——Tier-3 Cities

RaboResearch GEM 23



VIXX

Markets encourage us to gamble ,_%
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The House wants you to win! A
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Losing our shirts
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1 .
i q Central banks want to hike to\
| "show they still can”
12 Recession
? Tequila crisis
4 )
0 [ L But every time they do, we
Slan Crisis g
wanei| ‘ \_ lose our shirts )
8 Crash 1
A Tech bubble Global
2 \ f Financial
6 s L ,I_ “Crisis
4 If PBOC doesn’t
\ \ follow, where does
\ \ CNY go?
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—Fed Funds
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That's a VERY big bet!! A
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Can China control this?

Rabobank
30,000 -
7 - 6.0
25,000 6 _
c
< 20,000 c
zZ
(@]
© 15,000 4 -
) (@)
< '4(-»;
N 2%
8 10,000 3
o
5,000 2 7
1 -
0
Mar-02 Mar-o7 Mar-12 Mar-17
(0] I I I 85
mmm Oth . \F
Other Mar-02 Mar-o7 Mar-12 Mar-17

B Financial Corp mmDepository Corp _ _ _
—Ratio PBOC Foreign Assets/Domestic Assets

—USD/CNY
RaboResearch GEM 3U

mm Government ~ =——Foreign Asset

AND/Asn



A steep bet(?) Or a flat one
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The flatter this goes,
the more you can bet

L on central bank error
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Jan-12
—Germany 2s-105

Jan-17
—China 3s-10s
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The house really loses — big time A
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Amx00

So is tightening just a joke?

“Rates close to neutral”!

——

QE could be expanded!

amx0C
Amx0C

Amx0O0
Amx00

NOX Wi

"Neutral rate” talk means nothing! “Exit strategy” > lower CPI forecast!
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“Prudent” policy!
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If things go wrong, reverse bets... A
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Same old tricks won't work A
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“"Our policy has created 4.5
million jobs in the Eurozone so
far. That’s the reality, the rest is
speculation.”

Draghi, 11 May 2017

EUR555,555
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Fiscal deficit, % GDP
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(New) Deal again? Fiscal forward ,_%

Rabobank

| AR = X
="

LY
i

/ ...if it works for China...

Mar-94 Mar-99 Mar-o04 Mar-o9 Mar-14
—UuUsS —EZ —UK —CA —AU JP —CH*

RaboResearch GEM 36



Shall we call security?
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2000 2010

Asia and Oceania
Eastern Europe
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Trump lays out hike in military spending
Feb 27, BBC

Asia ramps up military spending as old order shakes
Jun 1, Nikkei Review

EU to outline plan to use funds for defence
Jun 5, The Guardian

M

Jun 8, BBC

Invest in Britain’s Armed Forces to boost the economy says PwC
Jun 26, The Telegraph




USD bn

Or do we all go all negative? A
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Countries where use of cash being restricted

or restrictions being discussed




Everyone loses A
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So, a Great Gamble ES
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Central banks are going ‘all in’
The bet might pay off:

Cyclical recovery - Record high stocks
Record house prices - Rate normalization
Stable China/CNY - Populism ebbing(?)

REARSWAGEIGROW,IH
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All to play for

Politics normal;
Wages rise;
Reforms proceed;
Fiscal stimulus;
Growth holds up;
Rates normalized;
CNY stable;

Silk Road works;
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Social QE if needed |

More populism;
Wages flat/fall;
No reforms;
Fiscal austerity;
Over-tightening;
CNY falls;

Silk Road stalls

VVYVYVYVVY
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CNY collapses;
FX Wars;

Trade Wars;
Actual War;

New mega-QE...;
Monetary chaos;
“Free” markets

41



How to play it
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How to play it

...DUt expect
jokers
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Important notice
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Disclaimer

Non Independent Research

This document is issued by Codperatieve Rabobank U.A. incorporated in the Netherlands, trading as Rabobank London (“RL"). The liability of its members is limited. RL is authorised by De Nederlandsche Bank, Netherlands and the Prudential Regulation Authority (PRA) and subject to
limited regulation by the Financial Conduct Authority (FCA) and PRA. Details about the extent of our authorisation and regulation by the PRA, and regulation by the FCA are available from us on request. Registered in England and Wales No. BR002630. This document is directed exclusively
to Eligible Counterparties and Professional Clients. Itis not directed at Retail Clients.

This document does not purport to be impartial research and has not been prepared in accordance with legal requirements designed to promote the independence of Investment Research and is not subject to any prohibition on dealing ahead of the dissemination of Investment Research.
This document does NOT purport to be an impartial assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an impartial assessment of the value or prospects of its subject matter. No reliance may be placed by a recipient on any
representations or statements made outside this document (oral or written) by any person which state or imply (or may be reasonably viewed as stating or implying) any such impartiality.

This document is for information purposes only and is not, and should not be construed as, an offer or a commitment by RL or any of its affiliates to enter into a transaction. This document does not constitute investment advice and nor is any information provided intended to offer
sufficient information such that is should be relied upon for the purposes of making a decision in relation to whether to acquire any financial products. The information and opinions contained in this document have been compiled or arrived at from sources believed to be reliable, but no
representation or warranty, express or implied, is made as to their accuracy, completeness or correctness.

The information contained in this document s not to be relied upon by the recipient as authoritative or taken in substitution for the exercise of judgement by any recipient. Any opinions, forecasts or estimates herein constitute a judgement of RL as at the date of this document, and there
can be no assurance that future results or events will be consistent with any such opinions, forecasts or estimates. All opinions expressed in this document are subject to change without notice.

To the extent permitted by law, neither RL, nor other legal entitiesin the group to which it belongs accept any liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its contents or otherwise arising in connection therewith.

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs, their directors, officers and/or employees may have had or have a long or short position or act as a market maker and may have traded or acted as principal in the securities
described within this document (or related investments) or may otherwise have conflicting interests. This may include hedging transactions carried out by RL or other legal entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described
in this document. Further it may have or have had a relationship with or may provide or have provided corporate finance or other services to companies whose securities (or related investments) are described in this document. Further, internal and external publications may have been
issued prior to this publication where strategies may conflict according to market conditions at the time of each publication.

This document is not intended for distribution in the United States or to or for the account of US persons and the distribution of this document in other jurisdictions may be restricted by law and recipients of this document should inform themselves about, and observe any such restrictions.
This document may not be reproduced, distributed or published, in whole orin part, for any purpose, except with the prior written consent of RL. By accepting this document you agree to be bound by the foregoing restrictions.

Please email fm.global.unsubscribe@rabobank.com to be removed from this mailing list
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