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bond report

This report highlights our key takeaways from the 2016
Annual Meetings of IMF/World Bank and IIF and related
meetings in Washington DC.

» The global economy is stuck in low gear, with invest-
ment and trade still weak

» A modest acceleration is expected in 2017, supported
by a comeback of EMs.

» The general consensus in Washington was that
monetary policy has been pretty much exhausted, at
least in advanced economies.

» A shift towards targeted fiscal stimulus is welcomed,
but effective leadership and poor fiscal fundamentals
in many advanced economies act as constraints.

» The rise of populism (Trumpism, Brexit, Europe’s
refugee crisis) is a key risk factor for the global
economic outlook, as it leads to uncertainty, obstructs
policy making and hurts globalisation, global cooper-
ation and global trade.
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Background

From 6-9 October, we participated in the 2016 Annual Meet-
ings programme of IMF/World Bank and IFF and in related
meetings from a couple of banks, rating agencies and asset
managers. We also visited the Dutch Alternate Executive
Director at the IMFE This report highlights the key takeaways
from these meetings (around 30 in total). Views expressed in
this report (including references to what has been stated by
others) are those of the authors. The takeaways are broadly
in line with our house view, although we should add that ABN
AMRO still sees room for accommodative monetary policies
in for instance the Eurozone, Japan and other parts of Asia.

Global growth prospects remain below trend, with some
pick-up seen in 2017

The general message arising from Washington is that global
growth will remain below trend for the time being, although a
moderate pick-up is expected next year thanks to a comeback
of emerging markets. Growth is mainly driven by consump-
tion, as investment growth is still weak (especially non-resi-
dential private capex), while world trade is stabilising at best.
Main risks to the outlook stem from the rise of populism
(particularly in advanced economies), which looks to be nega-
tive for globalisation including world trade and harms effective
and powerful policy making. Other risks stem from the lack
of room for stimulus policies in a wide range of countries and
from high debt levels in various sectors in both advanced and
emerging economies.

Larry Summers shared his ideas on ’‘secular stagnation’,
in his view not an excuse for fatalism. A global excess of
savings over investment is the root cause for slow growth,
low interest rates and low inflation. Still, addressing a lack
in demand is easier than addressing a lack of supply. As a
remedy, he favours more fiscal stimulus (particularly infra-
structure spending), including in the US.

If you have questions or comments about this publication, contact the Global Investment Communications team at |-Comms.Global@nl.abnamro.com

Investment Strategy &



China less of a concern compared to the Spring 2016 and
Autumn 2015 IMF meetings

Risks stemming from China'’s transition and slowdown were
much less in the spotlight than half a year ago. The consensus
seems to be that, thanks to fresh stimulus measures and
improved policy communication, China’s economy has
stabilised and hard landing concerns have eased. However,
as Beijing takes more time to address serious imbalances
(particularly ongoing strong credit growth outpacing nominal
GDP growth), longerterm risks are rising. Still, the govern-
ment has very sizeable buffers and in general a sharp correc-
tion is not expected in the coming years. In fact, China is
already applying the broader policy mix, including fiscal stim-
ulus, in an effort to manage the transformation, which is by
itself the biggest contribution it can make to global growth.
Other good news comes from the observation that credit
growth to corporates seems to have started slowing, while
household lending (still relatively low) is picking up instead.
Still, the housing market is seen as increasingly overheated,
particularly in the largest cities.

EMs show comeback, as China stabilises and Fed rate hike
path remains very slow

More in general, the picture for EMs has improved compared
to half a year ago, thanks to China’s stabilisation, the correc-
tion in commodity prices, the return of capital flows to EMs
(although equity flows are still on the weak side) and ongoing
fiscal and monetary easing (EMs in general have more room
for policy support than AEs). There is not so much fear that
EMs will be hit hard by a Fed rate hike in December, as the
consensus view is that the Fed will continue with a very
gradual hiking path. Emerging Asia particularly looks resilient,
now that China has stabilised and a return in capital flows and
policy easing compensate for weak global trade. Political risks
and structural weaknesses continue to come to the fore in
emerging markets, particularly in Latin America and Eastern
Europe. However, regional growth in the latter two regions is
also edging up next year, as the largest economies (Brazil and
Russia) are gradually exiting recession.

Monetary policy inadvanced economies is reaching exhaus-
tion point ...

The general impression is that monetary policy has been
stretched too much, partly because there are constraints to
an effective implementation of fiscal policy. Monetary policy
can only be used as part of demand management, but is
useless to address supply issues and when structural reforms
are needed. Often the idea of monetary easing is to buy time
for others to do what they have to do (e.g. fiscal stimulus,
structural reforms), but this created time has not been used
well so far.

Some stress that unconventional monetary policies are in
place for too long now in for instance Japan and the Euro-
zone. Several speakers point to the consequences of nega-
tive rates/too low rates for financial stability (e.g. on banks,
insurers, pension funds) and to the fact that — looking critically
at the monetary transmission mechanism — negative rates
may turn out to be counterproductive as savings seem to
have risen in some cases. Moreover, as for instance Summers
and Geithner pointed out, by leaving policy rates low for too
long, there is hardly any policy space should we enter a crisis/
recession again.

... so the Washington consensus is that fiscal policy should
now take over

The hope that fiscal policy whould be used more in the
current circumstances was heard everywhere. In its latest
Fiscal Monitor, the IMF mentions for instance Germany,
China and South Korea as countries that have fiscal space.
China already has provided substantial fiscal stimulus since
mid-2015. However, the German officials we have heard in
Washington (including Minister Schauble) did not sound very
enthusiastic about aggressive fiscal stimulus. They point to
the fact that Germany'’s fiscal spending did already increase
last year due to refugee related expenses. They also point to
the low unemployment rate. Germany trusts the automatic
stabilisers will do their job and regards itself as a role model
for the eurozone in terms of having sound public finances.
Moreover, one German official noted that if central banks
would (finally) be successful in pushing inflation and interest
rates up, much of the current ‘fiscal space’ would prove to
be illusionary. Weak leadership — for instance affected by
rising populism — or weak public finance fundamentals can
be constraints for an effective implementation of fiscal policy.
Still, countries could also create a form of fiscal space by
reprioritising towards growth-enhancing forms of spending
(switch from public consumption to public investment).

Rise of populism is a threat to globalisation, global coopera-
tion and global trade

The rise of populism, mainly in Europe and the US, is seen as
one of the key risk factors for the global economic outlook,
as it leads to uncertainty, obstructs effective policy making
and hurts globalisation, global cooperation and global trade.
Brexit, the rise of Trump, the refugee crisis in Europe are all
part of this broader trend. Notably, the IMF, considering itself
a 'non-political’ organisation, devoted a chapter in its latest
WEOQ to this topic. The popularity of politicians like Trump is
based on the fact that they give the ordinary people ‘voice’.
Their feeling of being ‘losers’ is based on reality and fed
by side-effects of globalisation, the aftermath of the global
financial crisis and new technology threatening many jobs.
International financial institutions also suffer from a lack of
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trust and should re-invent themselves. How we could benefit
all from globalisation and the promotion of inclusive policies
should be their focus. It should also be made clear that some
issues cannot be solved without global cooperation. And it's
not about convincing the elite, but the ‘common people’.

US elections

The US elections have been an obvious topic in various
sessions. The establishment has no clue how to handle the
Trump phenomenon and is totally unprepared for a Trump
presidency. According to some, Trump would politicise the
Fed. Trump could also drop NAFTA (president is in the lead
with global trade), raise tariffs with Mexico to 35% and use
the proceeds to pay fora “wall” According to exit polls, Clinton
won the second presidential debate on Sunday 9 October and
she solidified her lead in the polls. The debate was ‘nasty’,
with the presidential candidates trading a range of personal
insults. These kind of developments made Larry Summers
observe that the style of failed Latin American governments
(anger to the elite, desire for rapid action, authoritarian lead-
ership, nationalism, restoring past ‘greatness’) now seem to
have been exported to the US. He thought that after the latest
scandal, there was a 25% probability that Trump would not
even participate in the presidential elections.

Brexit an ‘unfolding event’, with increasing risk of hard
Brexit

The Washington meetings took place just after UK PM May
surprised markets, by setting a deadline of end-Q1-2017
to trigger Article 50 (earlier than expected) and by making
some comments which were interpreted by markets as an
increasing probability of a "hard Brexit'. Although the imme-
diate economic impact of the UK Brexit vote in June turned
out to be milder than expected, Brexit is a so-called ‘unfolding
event’ with many open ends and uncertainties, both on the
political and economic side. After May's announcements,
markets have become more aware that Brexit will not be
without economic pain (explaining the renewed pressure on
sterling). Going forward, most of the participants expected
quite a rough ride for the UK, if they would really go for a *hard
Brexit'. Meanwhile, the political fall-out of the Brexit vote has
been quite limited so far, although going forward potential
fall-out will also depend on the outcomes of the negotiation
process between UK and EU.

The low productivity puzzle: an ‘ill-understood phenomenon’
In a special IMF meeting, the fact that US growth was clearly
below historical trends was attributed to four specific factors:
low labour participation, low productivity growth, low busi-
ness/labour dynamics and low investment (these factors are
obviously interdependent). What was probably most striking
is that the experts were not really able to give a clear expla-

nation of the fall in productivity, something the IMF also
had noted in the latest WEO ('ill-understood phenomenon’).
Reference was made to an OECD study, showing that frontier
firms are doing well in adopting new technologies , but there
is not an appropriate transition into other firms. Also, there
is a rising dispersity in terms of innovation within industries.

Global financial stability: are we safer now?

In the IMF's Per Jacobsson Lecture, Tim Geithner evaluated
the 2008 crisis instruments in the context of today. He sees
no reason to assume we have become any better in detecting
a crisis beforehand and strongly advises to be prepared, as
crises will always come again. True, banks are clearly better
capitalized now. Still, we should be aware the shadow banking
will always and continuously erode such efforts. Also, there
are now clearly less macro (Keynesian) tools available, as
there is much less room now to cushion a blow to demand
by fiscal policy. Moreover, current discussions to use ‘fiscal
space’ would empty the macro toolkit further. In the US,
many of the specific crisis programmes set up in 2008 have
been stopped or unwound again. Talking from experience,
Geithner urges to keep these tools at hand (again) to allow
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General

This recommendation is produced by ABN AMRO Bank N.V., supervised by AFM and DNB.

For more information on the valuation and/or methodology behind this recommendation please visit
the following webpage: www.abnamroprivatebanking.com.

ABN AMRO had not contacted the issuer before publication of this report.

ABN AMRO Private Banking updates its investment reports and investment recommendations on
a frequent basis.

The information provided in this document has been drafted by ABN AMRO Bank N.V. and is
intended as general information and is not oriented to your personal situation. The information may
therefore not expressly be regarded as a recommendation or as a proposal or offer to 1) buy or trade
investment products and/or 2) procure investment services nor as an investment advice. Decisions
made on the basis of the information in this document are your own responsibility and at your own
risk. The information on and conditions applicable to ABN AMRO-offered investment products and
ABN AMRO investment services can be found in the ABN AMRO Investment Services Conditions
(Voorwaarden Beleggen ABN AMRO), which are available on www.abnamro.nl/beleggen. Within
this framework ABN AMRO Bank N.V. is under supervision of the Netherlands Authority for the
Financial Markets.

Although ABN AMRO attempts to provide accurate, complete and up-to-date information, which
has been obtained from sources that are considered reliable, ABN AMRO makes no representations
or warranties, express or implied, as to whether the information provided is accurate, complete or
up-to-date. ABN AMRQ assumes no liability for printing and typographical errors. The information
included in this document may be amended without prior notice. ABN AMRO is not obliged to
update or amend the information included herein.

Company Disclosure (General)

ABN AMRO or its officers, directors, employee benefit programs or co-workers, including persons
which were involved in preparing or issuing this material, may from time to time hold positions
in investment products referred to in this material. ABN AMRO may offer and render at any time
investment banking-, commercial banking-, credit-, advice-, and other services to the issuer of any
security referred to in this material. Pursuant to offering and rendering such services, ABN AMRO
may come into possession of information not included in this material and ABN AMRO may prior
or immediately after publication thereof have acted based on such information. ABN AMRQ may
in past year have acted as lead manager or co-lead manager with regard to a public offering of
investment products from issuers as mentioned in this material. The stated price/exchange rate of
any investment products mentioned herein is as of the date indicated and is not a representation
that any transaction can be effected at this exchange rate. The opinion is based on investment
research. ABN AMRO has made effective internal organisational and administrative arrangements
for the prevention and avoidance of conflicts of interest with respect to the recommendations.

Liability
Neither ABN AMRQ nor any of its agents or subcontractors shall be liable for any damages (including
lost profits) arising in any way from the information provided in this document or for the use thereof.

Copyrights & distribution

ABN AMRO, or the relevant owner, retains all rights (including copyright, trademarks, patents
and any other intellectual property right) in relation to all the information provided in this docu-
ment (including all texts, graphic material and logos). The information in this document may not
be copied or in published, distributed or reproduced in any form without the prior written consent
of ABN AMRO or the appropriate consent of the owner. The information in this document may be
printed for your personal use.

US Person

US Securities Law Disclaimer

ABN AMRO Bank N.V. (ABN AMRO’) is not a registered broker-dealer under the U.S. Securities
Exchange Act of 1934, as amended (the “1934 Act’) and under applicable state laws in the United
States. In addition, ABN AMRO is not a registered investment adviser under the U.S. Investment
Advisers Act of 1940, as amended (the "Advisers Act’ and together with the 1934 Act, the "Acts’),
and under applicable state laws in the United States. Accordingly, absent specific exemption under
the Acts, any brokerage and investment advisory services provided by ABN AMRO, including
(without limitation) the investment products and investment services described herein are not
intended for U.S. persons. Neither this document, nor any copy thereof may be sent to or taken into
the United States or distributed in the United States or to a US person.

Other jurisdictions

Without limiting the generality of the foregoing, the offering, sale and/or distribution of the
investment products or investment services described herein is not intended in any jurisdiction
to any person to whom it is unlawful to make such an offer, sale and/or distribution. Persons into
whose possession this document or any copy thereof may come, must inform themselves about,
and observe any legal restrictions on the distribution of this document and the offering, sale and/
or distribution of the investment products and investment services described herein. ABN AMRO
cannot be held responsible for any damages or losses that occur from transactions and/or services
in defiance with the restrictions aforementioned.

Sustainability Indicator

ABN AMRO Bank N.V. has taken all reasonable care to ensure the indicators are reliable, however,
the information is unaudited and subject to amendment. ABN AMRO Bank is not liable for any
damage that constitute from the (direct or indirect) use of the indicators. The indicators alone do not
constitute a recommendation in relation to a specific company or an offer to buy or sell investments.
It should be noted that the indicators represent an opinion at a specific period of time considering a
number of different sustainability considerations. The sustainability indicator is only an indication
regarding the sustainability of a company within its own sector.

Morningstar

© Morningstar 2016. All rights reserved. Provided under License. The information contained herein:
(1) is proprietary to Morningstar and/or its content providers; (2) may not to be copied, adapted
or distributed without the prior consent of Morningstar; and (3) is not warranted to be accurate,
complete or timely after the date of publication. Neither Morningstar nor its content providers are
responsible for any damages or losses cannot be limited or excluded by law in your jurisdiction. Past
performance, simulated past performance or forecast(s) are no reliable indicator of future results.
Morningstar's provision of the Product (including any separate Element thereof), shall not be
deemed to constitute: (1) investment advice under applicable law or regulation in any jurisdiction
in which the Product is accessed, used or distributed by License or its Authorizes Users; or (2) any
sort of transaction in securities for the account of others, including, but not limited to, any solicita-
tion, negotiation or execution of the transaction. Neither Licensor nor its content providers shall be
responsible for any investment decisions, damages or other losses resulting from use of the Product
or any information provided in conjunction with it.
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