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MAIN THEMES

The Global Economy

Consensus view for 2018 is broad-based synchronised recovery but Asia accounts for
two-thirds of global growth

Real global GDP expands 3.9% this year and next
EM economies expanding together for 15t time since 2011
Russian GDP growth 1.5% in 2017...2.2% this year...oil price in RUB terms at highs

World trade volumes rose 4.7% in 2017 ...strongest since 2011...but approximately the
average since 1990...WTO expects trade growth of 4.4% in 2018

US fiscal expansion pushes US GDP growth up above 3% this year...

...but at the expense of trillion dollar US budget deficits and increase in US federal debt-
GDP to above 100% over the next decade

Global debt at record highs...USD237bn....318% of global GDP. China debt-GDP ratio at
217% vs 171% in 2008.

Inflation in the major economies is creeping upwards from low levels since start of 2018

Oil price at elevated levels compared to 12 months ago

23.04.2018



FINANCIAL MARKETS

Main Themes

“‘Bubble Finance”...the role of ultra-easy central
bank policies in the major economies

...inflated financial asset prices...historic
valuation extremes in US equities

...compressed bond yields ...

...but QE transitioning to QT...global liquidity
fades...and low volatility ends

Fed envisages 3x25bp rate hikes this year and
balance sheet roll-off reaching annualized
USD600bn by October

ECB and BoJ face challenges

Russia key rate 6.75% end-2018, inflation down
to 4.5% then 4.0% end-2019...USDRUB
63...Urals oil price57...1.0% budget surplus-
GDP...Russian equity valuations attractive and
RUB oversold

Equilibrium fx rates: EURUSD1.20, USDJPY 100,

USDCNY 6.25 and GBPUSD1.35

Chart 11: Assetprice bubbles of the ast 40 years
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Source: Peterson Institute for International Economics as at November 2017
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12 global central bank securities purchases ($bn) vs MSCI World
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MONETARY TRENDS

Money supply growth slows
G7 & E7 REAL NARROW MONEY (% 6M)

Wl

12 _

10 ]

M,
\

23.04.2018

05 06 @ OF 08

0%

10

11

12

13

14

15 ' 18 = 17

Source: Thomson Reuters Datastream



ECONOMIC RISKS

War games

» Global trade war...US-China dispute
= Currency wars
= Geo-political risks...Syria, sanctions on Russia

= “Trump Tweets”...unpredictability and
dysfunctionality

H 1]

= America’s “twin deficits”....weak US dollar...the 7-
year itch... “our currency, your problem”

= Global PMI data shows economic growth at 16-
month low

= Recession risks ? Debt overhang ... chart>>

» German economy slowing...string of poor data
recently

= Eurozone ...peak integration...ltalian uncertainty

= Brexit...UK economy has not collapsed ! No bank
has moved to Frankfurt or Paris !

Source: Wall Street Journal
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THE BEST IT GETS?

Monthly PMI’s peak
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MARKET RISKS

Volatility increases

= YTD global returns: commodities 5.2%,
government bonds 2.7%, HY bonds 0.5%, cash
0.4%, equities 0.0%, USD minus 2.8%

= Upward trend in major equity markets
faltering...200 day moving averages being tested

= Watch risk-off proxies such as AUDJPY exchange
rate, gold, HY credit

= US 10 year Treasury yield 3.0%+ ...or move lower
pointing to recession risk and low inflation even
with oil at USD80?

» Fed policy...question-mark over longer term
interest rate trajectory

= “Plaza2” dollar shock? Liquidity risk as EM FX
pegs like HKD crack despite intervention

= Politics: US mid-term Congressionals in
November

= Russia: sanctions risk near term caution but
fundamentals improving

23.04.2018 Topic of the presentation
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DISCLAIMER

IMPORTANT NOTICE: The information in this presentation has been prepared for information purposes only from publicly
available information and such information has not been verified by VTB Capital. No representation or warranty, express
or implied, is or will be made in relation to, and no responsibility, liability or duty of care is or will be accepted by VTB
Capital or the group of companies controlled by VTB Bank (PJSC) (VTB Capital and such companies together the ‘VTB
Capital Group’), or any directors, partners, officers, representatives, employees, advisers or agents of the VTB Capital
Group (‘Relevant Persons’) as to, or in relation to, the accuracy, reliability, or completeness of this presentation or any
information herein. Accordingly, none of the VTB Capital Group or any Relevant Persons shall be liable for any direct,
indirect or consequential loss or damage suffered by any person as a result of relying on the accuracy of any information
or any statement in this presentation or any errors or omissions in this presentation. No responsibility, liability or duty of
care is or will be accepted by the VTB Capital Group or any Relevant Persons for providing the recipient with access to
any additional information, updating this presentation or correcting any inaccuracies herein which may become apparent.

This document has been prepared by VTB Capital plc and/or affiliates (“VTB Capital" or “VTBC”). VTB Capital plc is a
bank incorporated in England & Wales (registration no. 159752). VTB Capital plc is authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority (firm
reference no. 144003) in the United Kingdom and in Singapore by the Monetary Authority of Singapore.

The presentation and any opinions expressed therein must not be copied, reproduced or disclosed to any third party or be
guoted or referred to in any report, document, public statement or announcement or in any other communication without
VTB Capital’s prior written consent.
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CONTACTS

Neil MacKinnon

Global Macro Strategist

VTB Capital Plc

Ten.: +44 (0) 20 3334 8000

E-mail: Neil.MacKinnon@vtbcapital.com

www.Vvtbcapital.com

23.04.2018

10


mailto:Neil.MacKinnon@vtbcapital.com
http://www.vtbcapital.com/

THANK YOU!



