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The global outlook — the changing fortunes for the big 4 economies

US
Euroland
UK

India
China
Japan
Australia

South Africa

2013 (A)

2.6
-0.4
1.7
4.6
7.7
1.7
2.4
2.2

GDP
2014 (F)
1.7
0.8
3.0
5.4
7.7
1.6
2.6
2.6

2015 (F)

2.8
1.3
2.3
6.9
8.1
11
2.1
3.9

* Alack of inflation in any of the major countries
should be a detractor against early rate hikes,

shouldn't it?

« Concerns over financial stability and some asset
price inflation may prompt action earlier in 2015

than some expect.

» Some headwinds to growth still exist in the global

economy, but better momentum is being generated
in the UK, US and parts of Asia.

Euroland is the outlier, with growth moving in the
wrong direction and deflation worries growing.

Cheap energy in the US could propel the economy
to faster investment growth, whilst also supporting
stronger consumption.

Policy Rate (%) - end period
2013 (A) 2014 (F) 2015 (F) 2016 (F)

US 0.1 0.1 1.0 2.0
Euroland 0.3 0.1 0.1 0.1
UK 0.5 0.5 1.0 15
India 7.0 7.8 7.0 7.8
China 6.0 6.0 6.0 6.8
Japan 0.1 0.1 0.1 0.1

Tables source: RBS




The UK economy — Downgrades to the BoE’s projections

%a/q
Consumers' expenditure 0.7 0.6 0.5 0.5
Government consumption -0.3 1.0 0.4 0.3
Fixed investment 2.4 1.3 1.5 1.5
GDP 0.7 0.9 0.8 0.7

see row for measure

annual change (%)

0.5 1.6 2.1 2.0
-0.1 0.7 1.2 0.2
0.9 3.2 7.9 5.0
0.5 1.7 3.1 2.3

see row for measure

Unemployment rate (%) 6.8 6.4 6.1 5.9 5.8 7.6 6.3 5.8
CPI (%yly) 1.7 1.7 1.5 1.5 1.5 2.6 1.6 1.8
Policy rate (%) 0.5 0.5 0.5 0.5 0.5 0.5 0.5 1.0
Source:RBS
« Manufacturing growth has recently slowed * The UK labour market should continue to print

sharply and surveys point to slower growth from
all major sectors.

* Private investment and consumers’ expenditure .
should drive growth, with government spending
slowing through 2015.

« Weak global growth undermines the prospect of
the trade deficit improving.

impressive jobs growth, although expect a
slowing in progress in 2015.

There remain concerns over current account
imbalances, which show little signs of
correcting.

Fixed investment growth has picked up, but
remains well below its pre crisis peak.




Monetary policy — inflation subdued

Inflation & average earnings (%oy/y)

BoE Bank rate, %
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. , , * The Bank of England will continue to stand pat on polic
* CPlinflation has been heading lower over recent until domestic in?‘lation ressures pick u anF()j morepof tr):e
years, but continues to head lower, reaching 1.2% spare capacity is used B P P
in the latest reading. P pacity P
. . . , * RBS expects rates to remain on hold until Q3 ’15.
» Weak inflation expectations and average earnings p Q
growth remain a key constraint arguing against UK * Even when rates do rise, increases are likely to be slow in
rate hikes.

materialising.




The public finances — austerity will persist

Central government receipts and expenditure £m
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“We still have to deal with the structural element of the
deficit”— Nick Clegg, CBI Annual Conference Nov 2014

The problems with the public
finances was how slowly receipts
recovered in the first half of the last
decade, as well as the explosion in
spending in H2 "00s.

Receipts as a percentage of GDP
have remained remarkably stable
over recent cycles, within a point or
so of 38% during upturns and
downturns.

But in spending that figure has
fluctuated wildly, from 34% - just
<50% at the height of the financial
crisis.

Austerity is here to stay until
spending slows to meet revenues or
revenues pick up.

Expenditure is expected to drop by
1% in FY “15/16 in real terms,
according to OBR forecasts.




Euroland/US — the ECB bring out credit easing/the US to raise rates
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= US UNEMPLOYMENT RATE, % == US AVERAGE HOURLY EARNINGS, %Y/Y

Souece: Bureau of Labor Statistics & Datastream ° By ContraSt’ Euroland has a deﬂation prObIem that
seemingly isn’t going away. The ECB have had to deal
with this through further rate cuts (deposit rate now
below zero) and credit easing. THIS IS NOT ENOUGH.

* US QE3 finished at the end of Oct, having added just
shy of $0.8 trillion to total assets.

* How quickly will the Fed decide to tighten is then the .
guestion. We think that a rate hike will come in Q2/Q3
2015, thanks to the improving labour market.

We note the deflation issues are coupled with growth
problems also. Not a healthy mix for fixing the
Euroland public finances!
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Household leverage — a limit on the peak in official rates

UK household debt-to-income,
actual & OBR forecast
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With debt to income levels still elevated in personal
finance (and similar issues in corporate debt), the
Bank of England will be limited in how high rates can
rise.

Projections from the OBR (Office for Budget
Responsibility) suggest leverage levels will climb once
again.

If house price rises don’t moderate, and or earnings
rise more quickly than current rates, then we believe
debt leverage on secured borrowing will climb.

Concerns over lending aside, construction and
manufacturing output remains well below its pre crisis
peak.




The general election — will it change the economic outlook?
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» Note that under this administration the share of » The downside risks to spending are irrespective of which
government spending that is AME (viewed as fixed), has party/parties win power in 2015, and there is relatively
steadily increased. little debate that the cuts envisaged in the OBR forecast

i iti : - r rate.
» All sides of the political spectrum are arguing for ring- are accurate

fencing of one or more elements of spending that are * Some parties suggest raising further taxes will help close
currently in DEL. the structural deficit. We are unconvinced.

» That means it is likely that the ‘unprotected’ areas of » Overall government spending, as a % of GDP will have
spending will take a further sharp hit to spending in the to drop to below 38%, which given AME commitments

next parliament. will squeeze DEL further.




Summary

» Global growth is recovering. However, Euroland is moving in the wrong direction and deflation risks are
building. The credit easing sanctioned by the ECB is still insufficient, in our view, to bring about recovery.

« The UK is performing strongly. Growth is expected to be 3.0% in 14, and 2.3% in 15 (with modest
upside risks to 2015).

« RBS expects UK rates to rise in August 2015. However, there is a perceived risk of an earlier rise,
perhapsin Q1 ’15.

« UK fiscal deficits have stalled, and the structural overspend in the public finances persists. Austerity will
remain in place whatever the government in 2015.

« What happens in Euroland could continue to affect the rest of the world, and weak demand, labour
markets and prices undermines others recoveries. US growth is expected to strengthen, and US
monetary policy ‘normalise’ over the coming 1-2 years.

« The UK Bank rate is likely to peak far lower than in previous cycles because of levels of personal
indebtedness. The interconnectedness of consumption and investment means a peak of likely no more
than 3%.

 Whoever wins the next general election will have a major problem on their hands. Departmental
spending will suffer disproportionately in any future attempts to bring budgets into balance.
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Disclaimer

This communication has been prepared by The Royal Bank of Scotland N.V., The Royal Bank of Scotland plc or an affiliated entity (‘(RBS'). This material should be regarded as a marketing
communication and has not been prepared in accordance with the legal and regulatory requirements to promote the independence of research and may have been produced in conjunction with
the RBS trading desks that trade as principal in the instruments mentioned herein. This commentary is therefore not independent from the proprietary interests of RBS, which may conflict with
your interests. Opinions expressed may differ from the opinions expressed by other divisions of RBS including our investment research department. This material includes references to
securities and related derivatives that the firm's trading desk may make a market in, and in which it is likely as principal to have a long or short position at any time, including possibly a position
that was accumulated on the basis of this analysis material prior to its dissemination. Trading desks may also have or take positions inconsistent with this material. This material may have been
made available to other clients of RBS before it has been made available to you and regulatory restrictions on RBS dealing in any financial instruments mentioned at any time before is
distributed to you do not apply. This document has been prepared for information purposes only. This document has been prepared on the basis of publicly available information believed to be
reliable but no representation, warranty or assurance of any kind, express or implied, is made as to the accuracy or completeness of the information contained herein and RBS and each of their
respective affiliates disclaim all liability for any use you or any other party may make of the contents of this document. This document is current as of the indicated date and the contents of this
document are subject to change without notice. RBS does not accept any obligation to any recipient to update or correct any such information. Views expressed herein are not intended to be
and should not be viewed as advice or as a recommendation. RBS makes no representation and gives no advice in respect of any tax, legal or accounting matters in any applicable jurisdiction.
You should make your own independent evaluation of the relevance and adequacy of the information contained in this document and make such other investigations as you deem necessatry,
including obtaining independent financial advice, before participating in any transaction in respect of the securities referred to in this document. This document is not intended for distribution to,
or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation. The information contained herein is proprietary to RBS and
is being provided to selected recipients and may not be given (in whole or in part) or otherwise distributed to any other third party without the prior written consent of RBS. RBS and its
respective affiliates, connected companies, employees or clients may have an interest in financial instruments of the type described in this document and/or in related financial instruments.
Such interest may include dealing in, trading, holding or acting as market-makers in such instruments and may include providing banking, credit and other financial services to any company or
issuer of securities or financial instruments referred to herein. This marketing communication is intended for distribution only to major institutional investors as defined in Rule 15a-6(a)(2) of the
U.S. Securities Act 1934 (excluding documents produced by our affiliates within the U.S.). Any U.S. recipient wanting further information or to effect any transaction related to this trade idea
must contact RBS Securities Inc., 600 Washington Boulevard, Stamford, CT, USA. Telephone: +1 203 897 2700. In Singapore, this marketing communication is intended for distribution only to
institutional investors (as defined in Section 4A(1) of the Securities and Futures Act (Cap. 289) of Singapore). In Hong Kong, this marketing communication is intended for distribution only to
Professional Investors (as defined in Schedule 1 of the Securities and Futures Ordinance of Hong Kong).
Issuers mentioned in any material may be investment banking clients of RBS Securities Inc. and RBS Securities Inc. may have provided in the past, and may provide in the future, financing,
advice, and securitization and underwriting services to these clients in connection with which it has received or will receive compensation. Accordingly, information included in or excluded from
this material is not independent from the proprietary interests of RBS Securities, Inc., which may conflict with your interests.
For further information relating to materials provided by RBS, please view our RBSMarketplace Terms and Conditions: RBSM Terms and Conditions
The Royal Bank of Scotland plc. Registered in Scotland No. 90312. Registered Office: 36 St Andrew Square, Edinburgh EH2 2YB. The Royal Bank of Scotland plc is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. The Royal Bank of Scotland N.V., established in Amsterdam, The
Netherlands. Registered with the Chamber of Commerce in The Netherlands, No. 33002587. Authorised by De Nederlandsche Bank N.V. and regulated by the Authority for the Financial
Markets in The Netherlands.
The Royal Bank of Scotland plc is in certain jurisdictions an authorised agent of The Royal Bank of Scotland N.V. and The Royal Bank of Scotland N.V. is in certain jurisdictions an authorised
agent of The Royal Bank of Scotland plc.
Copyright © 2013 The Royal Bank of Scotland plc. All rights reserved. This communication is for the use of intended recipients only and the contents may not be reproduced, redistributed, or
copied in whole or in part for any purpose without The Royal Bank of Scotland plc’s prior express consent.

Copyright © 2013 RBS Securities Inc. All rights reserved. RBS Securities Inc. member FINRA (http://www.finra.org) / SIPC (http://www.sipc.org), is a subsidiary of The Royal Bank of
Scotland plc. RBS is the marketing name for the securities business of RBS Securities Inc.
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