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' Key points OMERS

* We are going through a “soft patch” — but the headwinds are fading
e Short-term tailwinds — Expect a strong turnaround in the second half of 2019
* Uncertainty on the horizon — political risks abound, though economy is still mid-cycle

* Long-term headwinds — higher rates, more debt, a wobbly euro area

The economy will do better than expected, but uncertainty looms in 2020 and over the longer-term




A trade-driven soft patch

20%

15%

10%

5%

0%

-5%

-10%

Global activity

< Global exports y/y %

Global manufacturing activity 2>

56

54

52

50

48

Mar-2016 Mar-2017 Mar-2018 Mar-2019

A slowdown in global trade and EU emission rules are the drivers
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But domestic demand remains strong OMERS

Very tight labour markets in the G7
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Unemployment is steadily falling. Wages are slowly but surely rising




The soft patch is unlikely to last OMERS
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Headwinds are fading, policy tailwinds are rising. Expect a strong H2.
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Fed flips from hawk to dove over Christmas OMERS
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The Fed has promised “no more hikes” this year, and put an early end to its balance sheet unwind




Monetary easing has been significant OMERS
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Expect more volatility towards the end of 2019 when overheating risk resurfaces and markets doubt the “Powell Pause”
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China is rolling out monetary & fiscal stimulus OMERS

Chinese fiscal conditions
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So far the fiscal stimulus is focused on tax cuts, but China will do whatever it takes.
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Fiscal stimulus is rising in major economies OMERS

Change in 2019 fiscal deficits (%GDP)
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Increases in China and Europe are more than enough to offset declining US stimulus
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Is global trade turning around? OMERS

Leading indicators of global trade
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Cargo ship trackers indicate a pickup in trade
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German manufacturing seems to have bottomed out OMERS

Germany industrial production
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Industrial production is on the rise, car production is stabilizing after new emissions standards
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Trade wars have held back global investment OMERS

US capex spending
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We expect a US-China trade deal, which should spur capex spending
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There are plenty of reasons to invest OMERS

US business health indicators
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We expect investment to pick up later this year due to rising wages, high profitability and an old capital stock
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. Why we are still in mid-cycle OMERS

US corporate indicators
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Productivity is on the rise, allowing wages and profits to grow at the same time
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Looking ahead to 2020 OMERS
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The US may have to choose between extremist candidates
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Rise of the disenfranchised left OMERS

Growth after each generation entered the workforce

Change in inflation-adjusted gross domestic product in the 10 years
after Americans in each birth year turned 18
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Millenials got a raw deal...
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Trump’s base is also feeling left behind OMERS
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The working-class has been hurt by globalization and labour-replacing technology
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Brexit would undermine economic and political stability in the UK and the EU OMERS
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Political cohesion is what keeps over-indebted southern Europe (especially Italy) in the euro area
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We still expect rates to rise OMERS
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The Treasury, not the Fed, will be the real driver of higher rates going forward
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Government debt expected to rise around the world OMERS

Gross Government Debt by 2030
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Aging and rising rates are the main drivers
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' Key points OMERS

* We are going through a “soft patch” — but the headwinds are fading
e Short-term tailwinds — Expect a strong turnaround in the second half of 2019
* Uncertainty on the horizon — political risks abound, though economy is still mid-cycle

* Long-term headwinds — higher rates, more debt, a wobbly euro area

The economy will do better than expected, but uncertainty looms in 2020 and over the longer-term




