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Our Clients’ Strategic Challenge
5 key conclusions from a UK perspective...

Understand. Act.

. Financial Repression remains in place
globally

. Global growth low, slow and fragile

. BREXIT itis !

. Concerns over Chinese Renminbi overdone

. The UK has performed OK since GPC but
structural flaws persist...

. The “Hunt for Income” or capital appreciation

are now global challenges

. As China rebalances, the World will have to

create its own growth

. The UK and Europe face 2-3 years of political

and economic uncertainty which might be
worse for the EU as Sterling will take the
strain for the UK - but a prolonged period of
UNCERTAINTY will ensue

. Only a minor devaluation further expected

from here

. The UK needs to keep reforming to promote

investment over consumption

))) With Volatility rising, be ACTive - Agile Confident Thorough

Source: Allianz Global Investors, 2015.
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Key Macro Topics
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The Trailing New Normal GIobaIInvesto@

- what reversion to the mean or recovery to come ?
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))) Post the GFC, US potential growth now seems to be




Global Monetary Policy Divergence
...Financial Repression at work ....

Median Year-end Fed Funds Rate Projection (Per the FOMC “Dots”)
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Source: Allianz Global Investors Global Economics & Strategy, as of March 2016

and rising “international” risks...lower for longer
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Longer term
peak rates
IS supportive

of higher
equity
valuations...

US policymakers have slashed their interest rate expectations amid continuing inflation disappointments
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RMB — Not the start of a currency war

CNY Trade Weighted Index — 5 years
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Despite global fears, it is not in China’s self-interest to devalue substantially, as it would lessen

consumer spending power

Source: Bloomberg, Allianz Global Investors, as of 5 January 2016. Past performance is not indicative of future results.
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« 1) Oil demand is still growing 1-1.2Mb/d

 EM demand for oil remains strong, IEA’s “missing barrels” suggests demand is being under-estimated;
« 2) US shale oil production is in accelerating decline
« 3) Oil supply/demand crosses over in 2H16, 2017 in deficit by up to 2Mb/d

1) IEA 2016 oil demand growth = +1.2Mb/d 2) US shale production forecasts going down 3) Global oil market in balance in 2H16
1.50 Pricing has large impact on short-term production mb/d Non-OPEC liquids supply annual growth
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* OPEC production freeze is precursor to further talks, could see some production curtailed mid-2016. Saudi
anticipated an oil price decline as a consequence of their actions, but not this collapse- they need to fix the oil
market too

Positioning for the 2016 inflation spike is the DEFENSIVE trade NOT the AGGRESSIVE trade

Allianz Global Investors Equity Research compilation as of March 2016, sources : IEA; Wood Mackenzie.



Europe: not running short of political risks

Eurozone
Refugee crisis. Growing centrifugal political forces.
Watering down of SGP/MIP. Incomplete banking union. ~ ’

EU-wide stress test results in g3 2016.

Germany

Refugee crisis. Stability of current
government. Regional/local elections in
Mar 2016. General elections in Oct 2017

UK
BREXIT referendum on 23
Jun 2016
Ireland
General elections — NO
RESULT ! \
France -

Reform fatigue. Slowdown of fiscal
consolidation. Rise of Front National.
Presidential elections Apr/May 2017

T

Portugal

Unstable minority government.
Budget clash with Brussels.
Novo Banco bond turmoil

T

'
w S

NPL/Bad bank problems. Fiscal
consolidation fatigue. Constitutional
reform: parliament vote on 12 Apr,
national referendum in Oct 2016

Spain

Re-run elections in June likely ...End
of Mar/Apr 2016 deadline for
government ratification. Catalonia’‘s
independence aspirations

Sources: AllianzGl Global Economics & Strategy, AllianzGl Global Capital Markets & Thematic Research. As of February 2016.

Allianz ()

Global Investors

EMU member state
EU, non-EMU member state
EU member state with an opt-out

e
e

Finland
FIXIT movement

Hungary/Poland

/ / Nationalist / Anti-EU governments

Greece

Fragile government. Huge pending

reform agenda (e. g. pension

! reform). Unresolved fiscal
sustainability issue. IMF loan expires
end of Mar 2016. IMF participation in
third programme still uncertain

Cyprus
Parliamentary elections on
22 May 2016

10
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Percentage of global population aged 65+
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))) Ageing and longer life expectancy have gone global

Source: UN DESA, May 2016
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Navigating the disruption theme
Why is it so hard to anticipate disruption...?

Disruption models

Exponential technologies

Business Model innovation

Product innovation

The coming exponential

technologies — how will we
be affected?

Happens when a new product or service creates a new market, weakens an existing one,
transforms it, destroys an existing product, market or industry. It also lowers the cost of capital
needed to compete, therefore allowing more competition and innovation.

Generally new entrants who radically challenge the status quo of an industry, such as SaaS or
Uber. The “Sharing Economy” may alter capital allocations to Autos, Real estate, Utilities etc in
the next 20 years dramatically

Sensors+Internet of Things/3D Printing/Al/Robotics/SolarPV
Energy Storage/the Cloud/Big data/E-Money + E-Finance

Differentiating between new products and new exponential technologies and their applications always
leads to underestimating the potential for change and market or industry disruption...
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It's all about yield — if you can find it

Negative interest rates on 40% of outstanding Yields in local currency terms? (%)
European government bonds!?
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Most developed market yields to remain low - the search for yield will remain a theme in 2016

1. Source: Jack Di-Lizia, Bloomberg Finance LP, Deutsche Bank Research, as at 1 December 2015. 13
2. Source: Bloomberg, Allianz Global Investors, as at 4 December 2015.
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However, “ Hunt for Income “ grows in Europe
Yield Curves Government Bonds in Europe
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))) Ex Bank bonds, the income comes only from Equities in Europe

Source: Bloomber/AGlI, 29. February 2016.
Past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future results. 14
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Capital appreciation still needed
- Some Equity markets offer better valuation opportunities

Overview of Global equity markets cyclically adjusted P/E (S&P 500, otherwise MSCI indices in local currency)

Expected per annum returns

1-2% 8-10% 15-17%

o e — — — — — — -130-year US historic average _ _

Many Asian equity markets look attractive

Source: AllianzGl, Datastream, *numbers for regional indices without inflation adjustment. Latest available data used (May1st 2016) 15
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Dividends — A Stabilising Factor for Investors

Performance contribution from dividends and MSCI Europe share prices since 1970 in five-year periods
(% p.a)
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Dividends are a constant source of positive returns, increasingly....

Past performance is not an indication of future results. Source: Datastream, Allianz GI Capital Markets & Thematic Research, as of 30.12.2015 16
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Investment Conclusions

17
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Summary - 5 things to remember for you investment strategy...

Understand.

= Expect the low-growth, low-inflation
environment to continue

= There is no alternative to taking risk

= With beta returns low, clients need alpha now
more than ever

= Volatility should deliver opportunities for
active management

= Diversification and avoiding the herd
positioning are even more relevant

Act.

= Pursue explicit secular Growth strategies to
access the growth the World provides

= Consider risk-reduction and lower volatility
strategies

= Be Agile in your investment choices within
SAA, TAA and Confident in PM investment
process

= Be Thorough with the Research resources
available globally

= Leverage suite of fixed income and dividend
strategies and alternative strategies

))) Be “ACTive” to protect your clients purchasing power

Source: Allianz Global Investors; data as at January 2016.

18
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Books to read, and Neil's Global Strategist perspectives

Neil Dwane on...
= Equities

Ray Kurzweil — The Singularity is near

- Neil Dwane on...
0il

B The perspeciive from the

2 Europe CIO Equity

Tony Seba — Clean Disruption

Dave Eggers — The Circle

Niall Howe — Millenials Rising

23 September 2015

Volatility, Volumes and VW Strike Equity Markets

Michael Lewis — Flashboys

Over the past 6 wesks, equity investors have b d levels... # growth for the world has stalled.

y
equities. Why?

Xi Jinping — The Governance of China

28 September 2015 China

During the summer, China ng to rein in its F did n
Vasr Nasr — The Shia Revival Agnostic on Oil, Positive on Big Oil Equities e e ik gy

- - policy changs nly temporary eff thelevelsof  stable 1y because it feared both 3 stronger US
Reflecting on the many market movements over the last two higher pr hi . both Gollar, which sports | 4 b

years, the collapse in oil s one of the most notable and rse. Thi f state- was concemed about
remarkable. v 3 emerging in China, lsewhere. Gone are the days
that the "US dollar is our currency and your problem!™

Greg McKeown - Essentialism
Martin Ford — The Rise of the Robots

Neil Dwane on...
the ECB

The perspective from the
Global Strategist

Adam Fergusson — When money dies

Brian Kelly — Bitcoin Big Bang Connect with
. — ~< Neil and follow
Geoff Colvin — Humans are Underrated e his articles on

A reprise —more Draghi 2012 vintage — bravo, bravo!

e ST Linked [T}

8ank (ECE) has come out from its deliberations in very dovish
and robustform, and was far more convincing than expected  Additonally, the ECB made it quite dlear that alland other

—hence the rapid rise in European Equities, the fallin tooks ypo
E T N SR e
AllianzGI disruption topic is now on-line, @www.allianzgi.com/disruption el S

Neil's Global Strategist perspectives can be found at: www.allianzgi.com

19


http://www.allianzgi.com/disruption

Allianz ()

Global Investors

Disclaimer

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full amount
invested.

Past performance is not a reliable indicator of future results. If the currency in which the past performance is displayed differs from the currency of the
country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown may be
higher or lower if converted into the investor’s local currency.

The views and opinions expressed herein, which are subject to change without notice, are those of the issuer companies at the time of publication.
The data used is derived from various sources, and assumed to be correct and reliable, but it has not been independently verified; its accuracy or
completeness is not guaranteed and no liability is assumed for any direct or consequential losses arising from its use, unless caused by gross
negligence or wilful misconduct. The conditions of any underlying offer or contract that may have been, or will be, made or concluded, shall prevail.

This is a marketing communication issued by Allianz Global Investors GmbH, www.allianzgi.com, an investment company with limited liability,
incorporated in Germany, with its registered office at Bockenheimer Landstrasse 42-44, 60323 Frankfurt/M, registered with the local court Frankfurt/M
under HRB 9340, authorised by Bundesanstalt fir Finanzdienstleistungsaufsicht (www.bafin.de). The information contained herein is confidential. The
duplication, publication, or transmission of the contents, irrespective of the form, is not permitted.

20
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Global Policy Council — the strategic view

Understand Act

Financial repression remains in place Protecting purchasing power is crucial

Monetary policy globally will remain lower for longer The “hunt for income” is undiminished

Slow, low and fragile economic growth With China rebalancing, low growth will persist

Global debt levels remain high and will increase With no deleveraging, growth cannot accelerate

Politics and geo-politics are evolving rapidly Policy & regulation adds to uncertainty, means Volatility
Geopolitical risk has risen in Europe, the Middle East Prepare for uncertainty and volatility

Cheap Beta offers no returns in fixed income and equities Alpha is now needed to generate returns

Income investing works in Financial Repression Dividend income is a major driver of returns for Equities
Some risk-taking is needed to earn a return With Volatility rising, investors must be ACTive

))) With Volatility rising, be ACTive — Agile Confident Thorough

Source: Allianz Global Investors, 2015 21



What's to come in 20167

25 years of the Web

= Central Banks effectiveness
Iran
China
India

World trade

100 years of Relativity

= US HY attractiveness
Growth investing
Equity Income attractive
Disruption

Climate Change
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40 years of Concorde

Qil

Capex cycle over

Nuclear decommissioning
Threat of Cyber

Technology and disruption

Clear dominant themes... China, Rebalancing and Disruption
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