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U.S. consumer spendingi Key driver for a U.S.

recovery

Consumer spending contributions to real GDP, (% of total growth)
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Source: U.S. Bureau of Economic Analysis, MGI
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The emergi ng

(vet)

Contribution to Global GDP growth,
PPP Basis (3year moving averages)
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Developing nations still growing in 2009

Source: imf.org, CEIC, SCB Global Research
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The U.S. consumer is struggling

Retail Sales Growth (adjusted for inflation)
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Source: TDurden A Detailed Look At The Stratified U.S. Consumer, zerohedge.com
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Disposable income growth under pressure

Annual growth rate of Disposable Personal Income (DPI), (1©2010)
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Source: research.stlouisfed.org,Ourden A Detailed Look At The Stratified U.S. Consumer, zerohedge.com



Further deleveraging could extract $2-3tr from the

economy

Household liabilities as a share of disposable income, (12aD8), (%)
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Source: U.S. Bureau of Economic Analysis, MGI



Compared to a $787bn stimulus package

American Recovery and Reinvestment AC&pital outlays($bn)
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Note: Negative tax cut indicate a net tax increase
Source: D. Baker and Reutch The State and Local Drag on the Stimulus, CEPR
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With potentially a net effect of only $300 -400bn in the

first two years

American Recovery and Reinvestment Aliet Economic Impadibbn)
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Note: Scenario 2 assuming state and local government will balance budget with 80% spending cuts and 20% tax increases
Source: D. Baker and Reutch The State and Local Drag on the Stimulus, CEPR



Wealth effect

Declining net worth is hardly an impetuous to spend

Changes in household net worth since 2007, (%)
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Wealth decline since 2007, (%)
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Income bracket (Percentile)

Source: research.stlouisfed.org,Ourden A Detailed Look At The Stratified U.S. Consumer, zerohedge.com



The combined effect spells trouble

Real household debt, wealth, and income, (1961D10)

Real household debt
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Source: R. Glick, U.S. Household Deleveraging and Future Consumption Growth, FRBSF




Official future : U -shaped recovery

Official CBO real GDP forecast, (2@03015)

(7]
(0]
@
| —
o
-
)
7))
o
O
©
=
>
(0]
E

1.25
jected
1.15 —
—i
I United States
o0
S
& 1.05
©
[
= 0.95 = Rest of the World
.
— I
. = 0.85
|
=
ﬁ D ] ] I ] ] ] ] I
% 2005 2010 2015
% Real US GDP growth!*yas | ‘%’

Source: CBO, The Budget and Economic Outlook: Aug 0609 wupdate



Housing Market Financial System Economic Conditions
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Inevitable Surprises

, Further price drop , More interdependencies , Prolonged high

, Rapid drop of other assets; unravel unemployment in US / EU
Commercial real estate, . Unexpected further debt ., Sudden commodity price
credit cards write downs hike squashing recovery

. $ deflation orhyperinflaiton . Effectiveness of stimulus

. National debt levels proof to
be unsustainable

External Factors
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% NnDel ay a-NdtalPestimgten fin. sector losses
=| have been realized, how that happens will be crucial
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US home prices still above trend line and the mortgage

reset schedule signals potentially more trouble ahead

US Real home prices (1880 100)
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http://www.econ.yale.edu/~shiller/data
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Unemployment Rate (index Nov 2007)
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Source: Bureau of Lab8tatistics, bea.gov
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=| comprehensive and coordinated?

3

= US Ideas EU Ideas

S

E A Fed with an oversight board A Creation of a systemic risk
E Systemiaisk monitors large interconnected council to provide oversight

financial institutions

A Higher capital requirement and A Wondering whether to run stress
Bank capital tighter international regulation  tests similar to the US

A Creation of consumer financial A Stricter rules of custodians of
Consumeprotection protection agency retail investment funds

A Considering letting ﬂ A Expected changes broadly in line
Gadl yRINRAT SRE withWwasigoru NI O a 3
through clearing house

A Require managers to register A Considering imposing strict new
Hedge funds with the SEC disclosure rules
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Source: Financial Times



Other short term shocks

Pandemics
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Pandemics

H1N1 flu was just the latest reminder

19 July 2009: Almost 800 deaths from swine flu worldwide

100 days
ACumulative cases: 137,25
Deaths: 779
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Food shocks

Short term market dynamics

World NaturalResource Prices, 202009

Oil Price

FAO Food Price Index
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Source: U.N. Food and Agriculture Organization, U.S. Energy Information Agency
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Demand drivers

Population growth
Changing diets (BRIC growth)
Feedstock fobiofuels

FAO: Food production needs
to double by 2050

upply constramt

Arable land ceiling
Climate change, especially water scar

Productivity growth leveling o
Food safety issue

Local insecurity hampering distributic
Will there be a 2" green revolution?




Infrastructure shocks

Vulnerable national power grid

THE GRID SOURCES OF POWER POWER PLANTS SOLAR POWER WIND POWER

About This Map »
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Source: NPR.org



Infrastructure shocks
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Scenarios for an upside or downside surprise

Short term

Long term

., V-shaped recovery
_ No financial shocks
. Domestic demand in

emerging markets

_ Stimulus more

effective than
expected

, Asset prices rebound

people feel wealthier

. Fed walks the inflatiol

-recession tight rope

. Personal income

growth, consumer
spending rebounds

—

. U shaped recovery
. Emerging markets an

Europe hold up

_ No financial shocks
., Asset prices bottom

and remain flat

., Slow personal

disposable income
growth & continued
gradual deleveraging

d

, W-shaped recovery
. More financial shocks

., Multiplier of stimulus

., No 29 federal
., High volatility in

., Disruptions in

or other shocks

spending lower than
expected

stimulus money
economic indicators

emerging market
economies
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Inevitable Surprises

DEMOGRAPHICS

Which regions are growing/shrinking?

Population size (in billions) of major area
2050

93%

N. America Latin America Africa Europe India

By 2050 only 1

Note: Medium variant
Source: World Population Prospects, the 2008Revision
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How will ( hispanic) immigrants fare in the US?

Education, (% distr. by educational attainment) Household income, (% distr. by income quintile
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45 9th to 12th grade 45 Bl ($21,149-$40,273)
High school graduate B ($40,274-$62,636)
40 Some college 40 I ($62,637-$99,166)

College graduate [ 1($99,167+)
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Source: Source: Pew Hispanic Center tabulations of 2007 American Community Survey (1% IPUMS)



