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UK growth — a work in progress

2011(A) _2012(F) _2013(F) 2014(F) Already the initial outturn for 2012 has been
% change on previous year revised. It makes more sense, based on
corporate profits and employment, that

Consumers' expenditure -1.1 1. . 1.2 .
u xpenditd 0 0.8 growth occurred in 2012, rather than a
Government consumption 0.1 2.6 -0.6 -1.2 contraction.
Fixed investment -1.4 1.4 2.2 4.1
GDP 0.8 0.2 0.7 1.4

f i i
See row for measure Inflation should be more subdued in 2013

Unemployment rate (%) 8.1 7.9 8.0 8.4 and interest rates will not be moved this
CPI (%yly) 4.5 2.8 2.8 2.7 year or next.
Policy rate (%) 0.5 0.5 0.5 0.5

Source:RBS

Lower inflation and no moves in interest
rates should support a recovery in net
disposable income.

Monetary policy

Mark Carney is soon to join the Bank of
England as Governor. Will he change the
strategy?




The outlook for monetary policy: send for international rescue

* Mark Carney’s appointment is widely seen as
increasing the chances of more QE. However,
unlike the ‘consensual’ nature of BoC policy
making, the MPC take a simple vote, which may
affect the new Governor’s ability to influence policy.
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* The Bank of England may consider further QE, but
widening the pool of assets it is prepared to buy.

* A rate cut is not out of the question, but looks
highly unlikely.

* Further loosening of the funding for lending
scheme (FLS) may be sanctioned also.

£bn




The global outlook

2011 (A) 2012 (F)

Us 2.0
Euroland 1.4
UK 0.8
India 7.0
China 9.2
Japan 0.7

» Faster growth is liable to come as

1.7

-0.5

0.2
4.8
7.8
2.3

GDP

2.4
-0.1
0.7
5.8
8.4
1.3

investment picks up, employment rises and

consumption improves.

Recent headlines about possible Middle

Eastern investment in the UK suggests that

the risk appetite may be returning

2013 (F)

2014 (F)
2.8
0.9
1.4
6.7
8.8
1.7

Uus
Euroland
UK

India
China

Japan

e 2013 should see an improvement in the US,

Far East, UK, Eastern Europe and Middle

Eastern growth.

2011 (A)

0.1
1.0
0.5
5.3
5.8
0.1

Policy Rate (%) - end period

2012 (A)

0.1
0.8
0.5
7.8
6.0
0.1

2013 (F)

0.1
0.5
0.5
7.3
5.8
0.1

2014 (F)

0.1
0.5
0.5
7.8
6.7
0.1

Tables source: RBS




Euroland — More problems looming for the periphery (and the core?)
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* The Euroland markets should be worried, not
by further issues in the periphery, but by
emerging problems in the core.

* The French economy is heading in the wrong
direction. Hollande’s policies are in tatters, and
full blown austerity is now likely to prolong the
French downturn.

 Given that the French are the second largest
economy in Euroland, and a major financier of
the bailouts, this does not bode well for the
remaining countries.

* The ECB’s efforts to rekindle growth have so
far proven unsuccessful, and more may have
to be sanctioned to turn activity positive.




The US — has the failed sequester upset the outlook?

2012 2013 2014

Consumers' expenditure
Sovernment consumption
Business fixed investment
=0F

Unemployment rate (%)
SR (Sayfy)
Folicy rate (%)

% /g change annualised

1.8 2.6 2.1
-1.8 18 0.2
9.5 5.1 f.3
1.7 2.4 2.0
see rowy for measure
8.1 Fa 6.9
1.9 1.7 2.0
0.1 0.1 0.1

The risks to the US

* The failed US sequester in February prompted
the US government to enforce the automatic
spending cuts onto the public sector.

* Already, the signs are that the spending cuts are
affecting the speed at which border security is
cleared at some airports around the US, and
there is anecdotal of problems with customs and
ports for goods shipments.

» Some suggest that growth could be undermined
by as much as 0.75 percentage points because
of the government spending cuts.

- Further fiscal issues (e.g. debt ceiling) may still manifest themselves and cause significant further

damage to the US economy.

- Some members of the Fed are arguing for a reduction in the pace of monetary loosening. In
combination with fiscal austerity this could further undermine the US recovery. We do not believe the
Fed, under Ben Bernanke’s stewardship, will reduce the pace of asset purchases.




Back in the UK — the divergence between services and manufacturing
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» Services have re-attained their pre crisis output level (Q1 '13 = 104.6, Q1 '08 = 103.8)

 Industrial production in contrast is still approximately 13.8% below it’s pre crisis peak (Q1'13 =97.7, Q4 '07
=113.3)

» The construction sector is almost 18.9% below its pre crisis level (Q1 '13 =98, Q1’08 = 120.8)




Back in the UK — the quandary of the labour market

GDP (%oyly) & employment levels (m)

employment (LFS, RHS)
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» GDP has broadly stagnated since the middle of

2011, but employment, in the private

particularly, has continued to rise sharply.

* This is counter-intuitive, since the labour market
Is usually last to improve.

* |t begs the question of which data release is

more believable?

LFS unemployment & average earnings growth (%y/y)

2700 T
- 304 LFS unemployment, k (LHS) 1
The unemployment rate has fallen well short of 2400 14
expectations, in spite of a rise last month.
2100 +
T2
At this juncture, economists expected a further 1800 1
500k to be without a job. TO
1500 1 1 1 1 1 1 -2

Average earnings growth remains surpressed,
which could be a partial explanation behind
this phenomenon.
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RBS FX forecasts

GBP/USD
EUR/USD
GBP/EUR
GBP/JPY

GBP/PLN
GBP/BRL
GBP/CNY
GBP/INR

Q2
1.46
1.23
1.19
146
4.88
2.78
9.00
79.1

2013
Q3
1.49
1.21
1.23
157
5.12
2.99
9.20
79.9

Q4
1.49
1.19
1.25
164
5.25
2.98
9.10
79.4

Q1
1.51
1.21
1.25
169
5.31
3.10
9.20
80.2

2014
Q2
1.55
1.22
1.27
175
5.27
3.07
9.35
79.5

forecasts are end period
Source: RBS

The new Japanese government are taking a far more
aggressive tack on the yen, and achieving some success..

LOOKOUT FOR THE MINTSs

GBP/USD could test the $1.46 area again in
the short term. Longer term though, closing
growth differentials should support a GBP
revival.

GBP/EUR has a far stronger motive for a
push higher. The UK’s problems have most
likely reached their peak, Euroland’s are
growing by the day.

Watch for some strengthening in emerging
currencies against the majors.
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Where will the growth likely be in FM?

Investment is likely to remain key to the UK revival, whether it is in financial services from overseas
(Middle East and Far East), which will require facilities in central London, as well as back office
facilities in a choice of locations.

Growth in manufacturing and logistics businesses can also be expected, offering opportunities
around the country for new facilities to be constructed and managed.

IT services will also continue to thrive in such facilities, as firms strive to have the latest high speed
connections, 4G wireless technology etc.

The recovery of personal balances sheets and a continued shift away from the high streets means
that out of town shopping will continue to grow and thrive. Over the coming years, we expect the
expansion of current facilities and ground breaking for new facilities to meet rising demand.

Where growth is less likely to be seen, at least until 2015/16 at the earliest is in the public sector,
where austerity remains paramount. HOWEVER, outsourcing of non-core services in the public
sector can be expected to continue as government attempts to rebalance the spending vs receipts
equation.
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Summary

The UK outlook is one of steady improvement. Signs are that the UK has endured the worst of the recession,
but any sharp improvement is unlikely because of ongoing austerity and rebalancing of personal and corporate
balance sheets.

The incoming BoE Governor, Mark Carney, may look to alter course on monetary policy. More QE, a more
generous FLS programme, a long signalling process on interest rates, or a new target to be measured against are
all likely to be considered.

Was 2012 as bad as suggested? With the exception of Euroland the answer is no. Both the UK and US were
able to print positive outturns, Japan grew more strongly and emerging economies recouped momentum in the
latter stages of the year.

2013 should show signs of building momentum in the UK and US, but Euroland is expected to underperform
once again. Slower growth in Japan may also be seen, although BoJ actions may offer a better H2 than H1.

Euroland’s problems (fiscal and growth related) remain, but the global economy continues to recover
nonetheless.

US growth is yet to be upset by spending cuts, but it is a waiting game, which could upset the USD.
Services growth may have re-attained pre crisis highs, but both manufacturing and construction are well short
of their pre crisis peaks. The jobs growth in the labour market is also puzzling given the lags that usually exist in
employment. More action is likely to be needed based on this evidence.

RBS forecasts suggest short term USD strength to give way to longer term weakness. EUR looks the ugliest
of USD, GBP and EUR, but the JPY trounces this because of the BoJ's money base expansion.
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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. It shall not be construed as, and does not form part of an offer, nor invitation to offer, nor a solicitation or
recommendation to enter into any transaction or an offer to sell or a solicitation to buy any security or other financial instrument. 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 necessary, 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. 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.

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 and regulated by the Financial Services 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 2011 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.
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