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Normal Post Credit Crisis Patterns
Bernice Cohen Says It All- All Debts
Must be Settled

Again the debt deflation takes a predictable form.

The massive inflation of the boom is followed by the crisis of the crash and demands for
cash become overwhelming. This triggers the liquidation a massive sell-off in financial
and other assets to convert everything as quickly as possible into cash.

Every debt must be settled.

Loans will either be repaid and the borrower suffers, or the borrower will default and the
lender bears the loss. In the scramble to repay debt property, commodities, precious
metals, antiques, art objects, all wil!l
dawning of the new credit cycle and the turning point
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The Morning After:

A Gigantic Swing of the Pendulum-
Game Changing Issues That Require Solution

A Rectifying unsustainable debt and deficit levels

A Protectionism, Resource Nationalism and the Status
of Globalism.

A Recovery - growth and jobs, taxation and entitlement reform,
terrorism, inflation / deflation.

A The Impact of wealth destruction.
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The Morning After:

A Gigantic Swing of the Pendulum-
Game Changing Issues that Require Solution

A The Role of Central Banking. The Role of the IMF. The Federal
Reserveds I ndependence as Ssys

A The Reserve Currency status of the US dollar. The Currency of
Global Trade?

A Government movement into Health Care, Energy, Wall Street.

A Re-Regulation of Markets.
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Alan Blinder Sees a Slow Recovery

AWhy Congress and the Fed Can't Get the Economy Backon Tr a c k

N T h esma one crisp answer; rather, it seems to be a combination of factors.
Higher oil prices have taken a toll, although they seem to be receding of late.

The earthquake in Japan also nicked growth a bit, especially in the automobile
sector, although that also seems to be ending.

The housing market stubbornly refuses to show a pulse and, indeed, appears to
be taking another dip. é

Government spending Is being scaled back, too, as the 2009 stimulus bill
peters out and state and local governments continue to retrench.

Meanwhile, the U.S. consumer, once the growth engine of the world, is stuck
firmly in neutral, neither propelling growth nor retarding it. All in all, it is a less
than inspiring near-termo ut | ook . O

Foreign Affairs, July 2011
Ameri caodos Wea
Alan S Blinder



The Fiscal Gap: 1950 - 2011
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Federal
Debt Limits
1940-1974

Data: CBO
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Federal
Debt Limits
1975-1989

Data: CBO

341%
14 years
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Federal
Debt Limits
1990-2010

Data: CBO

24 7% Increase
20 years
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$ 3,230.00
$ 4,145.00
$ 4,370.00
4,900.00
5,500.00
5,950.00
6,400.00
7,384.00
8,184.00
8,965.00
9,815.00
$ 10,615.00
$ 11,315.00
$12,104.00
$12,394.00
$ 14,294.00

e R A AR AR AR e At



The Banks and Reserves

Are the Banks in the United States Insolvent?
I why are they hoarding the money supplied
at the Fed?

www.discoveryinvesting.com
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April 13, 2011 Bank Earnings

Setback

Change from a year earlier in
revenue at three major U.S. banks

Bank of America ™ Citigroup
M J.P. Morgan Chase

10% -
o—'. ) 1
Ay
S S isaa
2010 |11

estimate
Source: Credit Suisse
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The Banks: June 30, 2011

N éehas been a challenging quarter for the
universal banks, as concerns over a
disappointing spring housing market, slowdown
In the global economy and concerns over
counterparty risk to European banks have all
worked in concerttocauseunder per f o

Keefe, Bruyette & Woods



Are Banks Under Reserved for

$20.6 billion

Mortgage Liabilities?

Mounting Costs
A handful of U.S. banks could face billions in additional mortgage-
related losses.

Ranked by market share of mortgages managed by all servicers
in the first quarter of 2011

BANK OF AMERICA 19.5%

17.2

J.P. MORGAN CHASE 118

5.6

ALLY FINC'L EX3 Source: Inside Mortgage Finance

WSJ July 14 2011
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US Banks: Thru 200 Day Moving Average
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Bank Reserve Balances With the Fed

(Trillion $)

(Billions of Dollars)
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Reserves with the Fed
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Keyneso Mul t

June 29 2011 .737

(Ratio)
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M1 Money Multiplier (MLULT)
Source: Federal Reserve Bank of St. Louis
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When The M1 Money Multiplier (-56%)

and the Velocity (-2 9. 7 %)

Dec |
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M Z M July 4 2011
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Velocity Through June 28 2011
(Source: St Louis Fed)
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Velocity a Function of Spread

MZM Velocity and Interest Rate Spread
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Interest Rates

Fed chief tells Congress deflationary risks may re-emerge
July 12 2011

www.discoveryinvesting.com
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21 years of Interest Rate History

July 8, 2011
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US Interest Rates (Last 5 years)
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Are Treasury Yields Finally Headed
UpP? @uly s, 2011)
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Nominal US Treasury Yields 2005 - 2011 (July 12)
Rates Have Been Declining For 6 Years

Maturity

1-month
6-month
1-year

3 year

o year
10 year
20 year
30 year

2005

2.70
3.17
3.33
3.73
3.9

4.21
4.61
4.5

2006

4.60
4.91
4.87
4.87
4.92
5.07
5.31
5.17

2007 2008
480 1.17
5.03 1.64
489 1.85
4.54 2.49
451 3.03
463 3.85
4.88 4.49
481 4.49

AND
Are Declining Once More

2009

0.04
0.29
0.49
1.38
2.03
3.16
4.1

4.05

2010

0.15
0.18
0.25
0.94
1.65
2.90
3.74
3.90

May
2011

0.02
0.17
0.22
1.01
1.97
3.29
4.15
4.41

July

2011

0.02
0.11
0.15
0.62
1.46
2.94
3.92
4.26



Change In Yield by Maturity

Maturity
1-month
6-month
1-year

3 year

S year
10 year
20 year
30 year

2006

1.9

1.74
1.54
1.14
1.02
0.86
0.7

0.67

2007
0.2
0.12
0.02
-0.33
-0.41
-0.44
-0.43
-0.36

2008
-3.63
~2.28
-3.04
-2.05
-1.48
-0.78
-0.39
-0.32

2009

-1.13
SILEE
-1.36
-1.11
-1

-0.69
-0.39
-0.44

2010
0.11

-0.11
-0.24
-0.44
-0.38
-0.26
-0.36
-0.15

www.discoveryinvesting.com

May
2011
-0.13
-0.01
-0.03
0.07
0.32
0.39
0.41
0.51

July

2011
-0.01
-0.1

-0.04
-0.38
-0.5

-0.37
-0.29
-0.22

28



Ameri canodos Per so

Personal Saving Rate (PSAVERT)
Source: U.S. Department of Commerce: Bureau of Economic Analysis
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Personal Saving Rate 5.0 %

2011-05-01

(Percent)

Personal Saving Rate (PSAVERT)
Source: WS, Department of Commerce: Bureau of Economic Analysis
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Gasoline ($3.66): The Most Important

Energy Source and Economic Indicator
July 11, 2011




Jobs and Employment

www.discoveryinvesting.com
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The Employment Picture
Most Definitely a Drag on Recovery

And

a Negative Consumer Feedback
Loop

www.discoveryinvesting.com 33



Year

2000
2001
2002
2003
2004
2005
2006
2007

Jan

4.0
4.2
5.7
5.8
5.7
5.3
4.7
4.6

Feb
U3 Unemployment

4.1
4.2
5.7
5.9
5.6
5.4
4.8
4.5

Mar

3.8
4.3
5.7
5.9
5.8
5.2
4.7
4.4

Apr

4.0
4.4
5.9
6.0
5.6
5.2
4.7
4.5

May Jun Jul
40 40 4.1
43 45 4.6
58 5.8 58
6.1 6.3 6.2
56 56 55
51 5.0 5.0
46 46 4.7
4.4 46 4.6

3.9 39
49 5.0
5.7 5.7
6.1 6.1
54 54
49 5.0

4.7 4.5
4.6 4.7

Aug Sep Oct

3.9
5.3
5.7
6.0
5.5
5.0
4.4
4.7

Nov

3.9
5.5
5.9
5.8
5.4
5.0
4.5
4.7

Dec

3.9
5.7
6.0
5.7
5.4
4.9
4.4
5.0



Year

2000
2001
2002
2003
2004
2005
2006
2007

2008

2009

2010

2011

Jan

4.0
4.2
5.7
5.8
5.7
5.3
4.7
4.6

5.0

7.8

9.7

9.0

Feb

4.1
4.2
5.7
5.9
5.6
5.4
4.8
4.5

4.8

8.2

9.7

8.9

Mar

3.8
4.3
5.7
5.9
5.8
5.2
4.7
4.4

5.1

8.6

9.7

8.8

U-6 Underemployment

15.9

15.7

Apr May Jun Jul Aug Sep Oct Nov Dec

40 40 40 41 39 39 39 39 39
44 43 45 46 49 50 53 55 57
59 58 58 58 57 57 57 59 6.0
60 61 63 62 61 61 60 58 5.7
56 56 56 55 54 54 55 54 54
52 51 50 50 49 50 50 50 49
4.7 46 46 4.7 47 45 44 45 44
45 44 46 46 46 47 47 4.7 5.0

50 54 55 58 6.1 62 66 69 74

89 94 95 94 97 98 101 10.0 10.0

99 97 95 95 96 96 97 98 94

90 91 92

15.9 15.8 16.2%



Unemployment Rate - Official (U-3 & U-6) vs SGS Alternate
bonthly 5&. Through June 2011 (5G5S, BLS)

= Dfficial {L13) = Broadest (LB} = 505 Alternate
25% -
22.5
20% -
16.2
15% -
10% - 9.2
5% -
0%

| | | | | ] | | | | | | | | | | |
1995 1996 1997 1998 1999 20002001 2002 20032004 2005 2006 2007 2008 200920102011 4
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Distribution of Employment by Age:

Age group

All adults 16 and over
167 24
251 34
351 44
4571 54

55 and over

June 30, 2011

Job gains last 15
months

1.9 million
490,000
709,000
-143,000
-454,000

1.3 million

www.discoveryinvesting.com

Unemployment rate

8.8%
17.6%
9.1%
7.2%
7.1%

3.1%
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Jobs That Headed Offshore
Between 200 and 2010

Multinational companies employ 20% of
all American workers. They cut US work
forces by 2.9 million while increasing
foreign employment by 2.4 million during
the last decade.

www.discoveryinvesting.com 38



So How Has Globalization Worked
Out?




Vulnerability of US Economy to
Off-shoring:
Stagnating Wages and High
Unemployment

Post War, Jobs at Multi-nationals
have tended to sustain the
American Middle Class

www.discoveryinvesting.com 40



Wars End, Military Downsizes
and The Vets Return Home

The jobless rate for veterans who served at
any time since September 2001 0 called
Gulf War-era Il veterans @ was 13.3% In
June, up from 12.1% the month before,
according to the Bureau of Labor Statistics.
In June 2010 it was 11.5%.
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Vets Need Jobs

A Unemployment among veterans could rise
even more in upcoming months as more troops
return from overseas.

A There were 200,000 more veterans in the
labor force in June than a year earlier,
according to the BLS.

LA Times July 11, 2011
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BRICS and Emerging Markets

WILL EMERGING ECONOMIES LEAD THE
WAY OUT?

www.discoveryinvesting.com 44



Emerging World Reacts

A Inflation is feeding through.

A BRICS met April 15 to discuss a new currency
regime 1 leave the Dollar?

A The race to the currency bottom is over.

www.discoveryinvesting.com 45



The BRI C Countri es
Could Make The G20 Redundant

NThwest os pol i1 tical andc
still a very long way from grasping the extent
to which the global center of economic
gravity is now shifting 1

and the implications in terms of relative and
absolute living standards. 0
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BRICS Move To Shove Dollar Aside

(FT April 17 2011)

ABeijing wonodot puguicklyt he

A China and 4 other BRICS moved to lower the
importance of the $ in international financial
transactions .. a seminal move towards a
multicurrency reserve system.

ABRICS6 st at e dbkanks hgmeedrioauset
their currencies instead of the dollar in issuing
credit to each other. They will phase out the dollar
In settlements andemsemigeamong each other.



BRIC GROWTH Forecast

Brazil, India, China 1‘

Germany, Japan, Francev

Table 1: Ten largest economies by decade
1990 USD trn 2000 USD trn 2010 USD trn 2020 USD trn 2030 USD trn

1 Us 58 Us 100 Us 146 China 246 China 735
2 Japan 3.0 Japan 4.7 China 59 Us 233 Us 3682
3 Germany === German 19 Japan 56 India 96 India 30.3
4 France 1.2 UK yxGerma 3.3 Japan 6.0 Brazil 12.2
5 Italy 1.1 France 1.3 France Brazil%ndonesia 9.3
6 UK 1.0 China 1.2 UK . Germany 2.0 Japan 84
7 Canada 0.6 Italy 11 Italy 0 France m Germany 8.2
8 Spain 0.5 Canaday Brazil 20 Russia 3.9 Mexico 6.6
9 Brazil o> Brazil 06 Canada 1.6 UK 34 France 6.4
10 China 04 Mexico 0.6 Russia 1.5 Indonesia 3.2 UK 06

Sources: IMF, Standard Chartered Research
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Proportion Of Ea
Population Using The Internet.

100% -
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40%
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MIT Tech Review June 24 2011: Internet
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The Share Of The World's Total Of 3.7 Billion Usable
Internet Addresses Held By Country: June 13, 2011.

B United States 41.38%
FREE B China 8.95%
9.06 % W Japan 5.45%

B Europe 4.36%

(country not specified by ISP)

OTHER
15.13 % M South Korea 3.03%
Germany 2.57%
B United Kingdom 2.23%
B France 2.16%
B Canada 2.16%
B Australia 1.28%
M Brazil 1.20%
Italy 1.04%
Other 15.13%

Free 9.06%



Pop Change by Region 2030

Chart 10: Population change by region, 2010-2030

millions
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Sources: UN, Standard Chartered Research
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Intellectual Property: All Turning
Down EXcept

Chart 11: Number of patents filed by country
millions

600,000
500,000
400,000
300,000
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Sources: UN, Standard Chartered Research
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Scale and Perspective: Size of the Global
Economy Today and in 2030 ritiion)

350

USD 308trn

300

250

200

150
USD 143trn

100
USD 62trn

USD 129trn

2010 2030
W Real GDP (2009 prices and dollars) B Real GDP (2009 prices and market exchange rates) Nominal GDP

Sources: IMF, Standard Chartered Research
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China Continues to Pile Up the
Reserves

China Foreign Reserves, UsSS Bln
3500 ~

3000

2500

2000
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T

Jan-03 Jan-04 Jan-0% Jarn-0t Jan-07 Jan-08 Jan-09 Jan-10 Jan-11
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http://cdn4.creditwritedowns.com/wp-content/uploads/2011/04/China-foreign-reserves.gif

Commodity Super Cycle Number Three

Chart 2: Super-cycles — world GDP growth

10% -
1870-1913:2.7% 1946-1973: 5.0% 2000-2030: 3.5%
1820-1870:1.7% 1913-1946: 1.7% 1973-1999: 2.8%
5% + - M1 "B MY
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L |
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§$ 83 8g5328¢83z5883E88588¢8¢35 8 ¢
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s Actual world GDP growth Average world GDP growth
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The Boom In Global Trade In this Third
Super Cycle Is Different

A The current boom in global trade is characterized by three key new
phenomena:

A (1) The world is clearly more open than it has ever been, as
measured by the ratio of global exports to GDP;

A (2) Emerging markets are increasingly important to world trade; and
A (3) South-South trade is rising.

A The increase in services trade is a fourth phenomenon. Although
services have been traded for many years, the revolution in electronic
communications has enabled India in particular, but other countries
as well, to develop significant outsourcing industries.
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Chart 7: The weight

Exports (%)

% of world exports

of developing nations over 108 years

40
35
30
25
20
15
10

5

0

1900
1913
1928
1938

1948
1950

o
[ ¥ g ]
L
-—

o 2 0 O I O LWy 00 v e e
Ly o D 0 O P P e 00 OO O0»
Oy OO O Ox OI» OO OO» (O O O3 O
-— o W T T T T T W T T

1990
1993
1996
1999
2002
2005
2008

Sources:

www.discoveryinvesting.com

FPaul Bairoch, WD

S7



18
1D 4 T ey — — — — — - — — — - — - — - — -~ — = == === — = —
= :
12 = ™ “ -
E‘ - @
= g - — — - = _ iy, Mgt
g s
=
= 64+ - e o
==
3 ______________________ g g
0
o il = sl ot — e = | o — =T =
Lt o L r— r— L= L= L= L3 L3 — — —
O O 3 3 o o O O L L — — —
-— -— -— -— -— -— -— -— -— -— T T T
China T United States ——f— ermany

Sources: WDI, WTO

www.discoveryinvesting.com 58



Per Capita Growth in Asia

Period GDP growth GDP per capita Population

Q0years)  (annualreal % (a""ijf)’ el usp, startof periog)  (USD, 2008) ()
China O62008 99 86 25 650 135
Japan 0554085 68 57 5261 0 1
SutiKoea 170000 73 60 2167 710 49
Tavn  15MGB1 0 60 668 640 B

Sources: WTO. Standard Chartered Research
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Asial Trade has been
Transformational

A Trade has been a key growth driver in many
Asian economies.

Al't amounted to 310% of
280% of Singaporeos 171
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Middle East Trade With Asia Has
Substantially Overtaken Trade With
The US

A The evolution of Middle East trade is a good
example of the dynamic
recent trade history.

AEuropeds share of the
than halved, while Asia has become the
principal trade partner 1 its share has grown
almost three-fold in the last 10 years.
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Demographics: Catch up

A The super- cycle will drive rapid urbanization
and a growing middle class, and vice-versa

A Successful job creation is vital for growth and
stability

A Demographic prospects favor India over
China, with Africa and MENA also well-placed

A 85% of the world population is catching up i
driving the super-cycle
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The Next Convergence: The Future of
Economic Growth in a Multi-Speed World

nNThe G20 accounts for 85
l ncome and two thirds of
Leaders, policy makers and observers all realized that
effective management of the global economy requires
iInvolvement of systemically important developing
countries. o

NThus we are I n uncharted
maj or transition I n gl oba

Asia and the G20
East Asia Forum

www.discoveryinvesting.com November 832010
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United Nations H D |Index 1970 2010:
A Measure of Lifestyle Improvement

US, JAPAN, FRANCE. CANADA  |—
e 797 .903

0.80 y
RUSSIA | ——e——————
——{ .709.766 TURKEY ——

521 .754

CHINA  .349.718

0.60

BRAZIL

/ 551 .764
INDIA .337 .585

0.40

0.00
1970 1975 1980 1985 1990 1995 2000 2005 2010




Hybrid: HDI value

Australia
/
US Canada France —
/
= —————— | RUSSia g

India
Bangladesh
% 1970 1975 1980 1985 1990 1995 2000 2005 2010

W Australia Bangladesh M Canada ™ China  ® Colombia ™ Denmark ® Finland ™ France M Iceland India  © Indonesia M Israel ¥ Russian Federation @ Turkey M United States



Hybrid: HDI value

Australia
Canada France
0.80 = 7777774;;_”_’_—,.7._————” — ”

— ______———1Russia 3

0.60

0.40

0.20

0
1970 1975 1980 1985 1990 1995 2000 2005 2010

W Australia Bangladesh ® Canada ™ China @ Colombia ™ Denmark ™ Finland ™ France M Iceland India  © Indonesia M Israel  © Russian Federation @ Turkey M United States



Norway
Switzerland

Denmark
Netherlands
United States
Finland
Sweden

Singapore
United Kingdom

Italy
Korea, Rep.

Russian Federation

Per Capita GDP 2006 7 2009

2006

(World Bank)

2007

2008

Brazil
Mexico
South Africa
Colombia
China
Indonesia
India

72,250
52,276
50,462
41,459
44,663
39,458
43,949
35,848
35,429
34,148
39,162
32,960
40,251
31,614
19,707

6,947

5,787
9,140
5,468
3,733
2,069
1,643

QK7

82,294
57,490
56,894
47,511
46,627
46,505
50,558
40,644
40,468
34,264
43,185
38,523
45,901
35,641
21,653

9,146

7,185
9,741
5,933
4,675
2,651
1,923
1 105

94,568
65,699
62,036
53,076
47,209
50,905
52,884
44,471
44,264
38,268
45,003
39,950
43,361
38,385
19,162

11,743

8,609
10,248
5,666
5,389
3,414
2,245
1 OR7

2009
79,089
63,629
55,992
47,917
45,989
44,581
43,654
41,051
40,670
39,738
39,599
36,537
35,165
35,084
17,078

8,684

8,230
8,143
5,786
5,126
3,744
2,349
1 102

9%
22%
11%
16%

3%
13%
-1%
15%
15%
16%

1%
11%

-13%
11%
-13%

25%
42%
-11%
6%
37%
81%
43%
209004


http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2006+wbapi_data_value+wbapi_data_value-first&sort=asc
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2007+wbapi_data_value&sort=asc
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2008+wbapi_data_value&sort=asc
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2009+wbapi_data_value+wbapi_data_value-last&sort=asc
http://data.worldbank.org/country/norway
http://data.worldbank.org/country/switzerland
http://data.worldbank.org/country/denmark
http://data.worldbank.org/country/netherlands
http://data.worldbank.org/country/united-states
http://data.worldbank.org/country/finland
http://data.worldbank.org/country/sweden
http://data.worldbank.org/country/france
http://data.worldbank.org/country/germany
http://data.worldbank.org/country/japan
http://data.worldbank.org/country/canada
http://data.worldbank.org/country/singapore
http://data.worldbank.org/country/united-kingdom
http://data.worldbank.org/country/italy
http://data.worldbank.org/country/korea-republic
http://data.worldbank.org/country/russian-federation
http://data.worldbank.org/country/brazil
http://data.worldbank.org/country/mexico
http://data.worldbank.org/country/south-africa
http://data.worldbank.org/country/colombia
http://data.worldbank.org/country/china
http://data.worldbank.org/country/indonesia
http://data.worldbank.org/country/india

Country name

China

Indonesia

Brazil

India

Colombia

Russian Federation

Switzerland

Japan
Netherlands

Germany
France
Finland

Italy
Denmark
Singapore
Norway
South Africa
United States
Canada
Sweden
Mexico
United Kingdom
Korea, Rep.

(World Bank)

2006

2,069
1,643
5,787
857
3,733
6,947
52,276
34,148
41,459
35,429
35,848
39,458
31,614
50,462
32,960
72,250
5,468
44,663
39,162
43,949
9,140
40,251
19,707

2007

2,651
1,923
7,185
1,105
4,675
9,146
57,490
34,264
47,511
40,468
40,644
46,505
35,641
56,894
38,523
82,294
5,933
46,627
43,185
50,558
9,741
45,901
21,653

2008

3,414

2,245

8,609

1,067

5,389
11,743
65,699
38,268
53,076
44,264
44,471
50,905
38,385
62,036
39,950
94,568

5,666
47,209
45,003
52,884
10,248
43,361
19,162

Per Capita GDP 2006 7 2009

2009

3,744
2,349
8,230
1,192
5,126
8,684
63,629
39,738
47,917
40,670
41,051
44,581
35,084
55,992
36,537
79,089
5,786
45,989
39,599
43,654
8,143
35,165
17,078

GROWTH

81%
43%
42%
39%
37%
25%
22%
16%
16%
15%
15%
13%
11%
11%
11%
9%
6%
3%
1%
-1%
-11%
-13%
-13%


http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2006+wbapi_data_value+wbapi_data_value-first&sort=asc
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2007+wbapi_data_value&sort=asc
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2008+wbapi_data_value&sort=asc
http://data.worldbank.org/indicator/NY.GDP.PCAP.CD/countries?order=wbapi_data_value_2009+wbapi_data_value+wbapi_data_value-last&sort=asc
http://data.worldbank.org/country/china
http://data.worldbank.org/country/indonesia
http://data.worldbank.org/country/brazil
http://data.worldbank.org/country/india
http://data.worldbank.org/country/colombia
http://data.worldbank.org/country/russian-federation
http://data.worldbank.org/country/switzerland
http://data.worldbank.org/country/japan
http://data.worldbank.org/country/netherlands
http://data.worldbank.org/country/germany
http://data.worldbank.org/country/france
http://data.worldbank.org/country/finland
http://data.worldbank.org/country/italy
http://data.worldbank.org/country/denmark
http://data.worldbank.org/country/singapore
http://data.worldbank.org/country/norway
http://data.worldbank.org/country/south-africa
http://data.worldbank.org/country/united-states
http://data.worldbank.org/country/canada
http://data.worldbank.org/country/sweden
http://data.worldbank.org/country/mexico
http://data.worldbank.org/country/united-kingdom
http://data.worldbank.org/country/korea-republic

N B2016, the International Monetary

Fund predicts the GDP of these four

will total $21,000 billion, out-stripping
the US.

Already, on a currency-adjusted basis, the
BRICs are bigger than the US and UK
combined.

UK Telegraph April 18, 2011

www.discoveryinvesting.com 70



NTHWest os poliltical
Is still a very long way from grasping
the extent to which the global center
of economic gravity is now shifting

|
and the implications in terms of
relative and absolute living
standards. O

Lliam Halligan, The Telegraph April 2011
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The Race to the Currency Bottom is
Over.

A QE-II $600 billion has ended

A Emerging countries MUST now allow their
currencies to appreciate to control inflation.

A They must also raise bank reserves and rates.
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China
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By Bloomberg News 1
Wed Jul 13 07:04:30 GMT 2011

Chi nados Economy Gr ows
Estimates
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China To Use Yuan to Cope With
Inflation

Where Is It?

China’s currency has risen against the dollar recently, but against a broad
basket of currencies it is basically flat. The yuan’s appreciation in:

p <1, TIPS S ddai s AT NN AT TR A /R Nominal rate against
the U.S. dollar

Real effective
exchange rate

0 ! I ! ! | ! ll ! / ll
2005 06 07 08 09 10 11
“Against currencies of China's trading partners, adjusted for inflation
Seurces: Bank for International Settlements; Peoples Bank of Chiny; WS reporting
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Yuan Goes Global - 2010/2011

A August 2010: McDonalds Issues a Yuan Denominated Bond In
Hong Kong T 200 million Yuan at 3%.

A December2010: Chinads Regul ators incr
can use Yuan to 70,000 from a few hundred.
Daily Yuan trading to $400 million.

A January 2011: Bank of China allows customers to trade Yuan
In the US.
A March 2011: Central Bank says China should aim for full

convertibility in the next decade.

A April 2011 China about to allow repatriation of Yuan.
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Chinados Yuan Appreci

USDCNY EXCHANGE RATE

6.9 —6.9

6.5 —6.8

6.7 6.7

6.6 — 6.5

6.5 6.5

6.4 . . . . . . . . . . 6.4
Juls0 Sep/f10 Mo 10 Janf11 Mar/f11 May /11

Aug/10 Oct10 Dac/10 Feb /11 Apr/i1 Jun /11

The Chinese Yuan Appreciates -
4.9% In the past year
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Appreciation of Currency l

USDCNY EXCHANGE RATE

6.9 — 6.9

6.8 —6.8

6.7 —6.7

6.6 — 6.6

6.5 — 6.5

6.4 - - - - - 6.4
Jul/08 Jan/09 Jul/09 Jan/10 Jul/10 Jan/11

souroe: Trading Ecomamics. omm
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Chi nabdbs Curre
Ameri can Consume

USDCNY EXCHANGE RATE

8.5 —8.5
-8

—7.5
—7

6.5 — MH—-—&.E
6 6

Jan/07 Jan/08 Jan/09 Jan/10 Jan/11
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Chinese Interest Rates
. versus Chinese CP| |

Jlan-03 lJan-04 lan-05% lan-06 lJan-07 lJan-08 lan-09 lan-10 lJan-11

o | -y1 |ending rate CP 1-yr depo rate
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Supernormal Growth is Not

Sustainable

China GDP v/vy
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CMY Annualized Quarterly Change vs. USD
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The Geography of Chinese
Power,

Moral progress in international affairs is an American goal not a Chinese one; China's
actions abroad are propelled by its need to secure energy, metals and strategic minerals
in order to support the rising living standards of its immense population which amounts
to one fifth of the world's total. PP 24

Having congquered outer Mongolia to gain access to more cultivatable land Beijing is
poised to conquer Mongolia again, after a fashion, in order to satisfy its hunger for the

countryo6s oil, coal , uranium and rich en
seeking | arge stakes i n Mongoliads unde
urbanization and industrialization have turned China into the world's leading consumer of
alumi num, copper, | ead, nickel, zinc, ti

consumption has jumped from ten percent to twenty five percent since the late 1990s.
PP 28

www.discoveryinvesting.com Robert D Kaplan, Foreign Affairs, May June 2010 83



Critical Economic Players

The U.S. Consumer, Credit and
Economic Health



How the Current
Recovery
Compares:

Beginning In
June 2009

GDP

Quarteriy economic output, measured at an annual
rate; adjusted for inflation and the seasons 19.2%0

1949

Average

10.1%

Current

1980

Home prices
Quarterly, adjusted for inflation

2001
Average

Current

1980

Corporate profits
Quarterly, adjusted for inflation 60.7

1949

Current

Average
1980




Total jobs

Nonfarm jobs, monthly, seasonally adjusted

11.8%
Amse S8 & o :

. s5.3%
. 0.4%
-0.6%

Disposable personal income
Monthly, adjusted for inflation and the seasons

13.7%
8%

Average

Exports, goods & services
Quarterly, adjusted for inflation

Average




Total manufacturing jobs
Monthly, seasonally adjusted

Personal spending

Monthly, adjusted for inflation and the seasons
13.7%0 -

1970

Bank lending
Monthly

Average

1991

Current

-4.1%0



Consumer Confidence

Consumer confidence is in flux amid rising commodity prices and an
uncertain future. January consumer spending was supplemented by
the reduction in the Social Security tax, but by February high gas prices
were already contributing to softer demand for goods and services.
Wednesday's ICSC report will give the markets a first look at the resiliency

of consumers in March.
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Deleveraging

I Mountains to descend
Total debt, % of GDP

_ 500
we= Britain®
= Spain
m== |Inited States L
Germany /./-‘
"~ 300
100
L1 4 4 4 0 1 6 & & 0 0 § & & 0 1 ¢ 4 411 D
1990 a5 2000 05 10
Source: McKinsey *Including foreign-owned

Global Institute financial debt



Deleveraging Cycles

Absent a massive federal stimulus, the economy is not likely to
show much life until deleveraging ends. The conventional view

€ assumes the average Ameri cart
spending before the prior excesses are fully washed out.

To return to the status quo of before the housing boom
back to debt to income ratios prevailing in 2000 & it would
take five more years of deleveraging at the current rate.

Deleveraging cycles are rare but five to seven years is typically
what they take.

NYT July 12, 2010
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One Year Ago Disinflation

June 15 2010

Changes from the preceding
month in the Consumer Price
Index for all urban consumers:
Seasonally adjusted
1.0 percent
=0.1%
Prices are falling
the Federal 0.5
Reserve calls it
ADIi sinfl ationo

Lo

0.2
JJASONDJFMAM

2009 2010

SOURCE: Bureau of Labor Statistics AP
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Consumer Lending: Anemic

Still, consumer lending remains anemic and
many companies are already flush with
cash. Banks "just aren't seeing enough
opportunity to offset what is otherwise
running offtheirb o o k s . n

Credit Suisse Analyst Moshe Orenbuch

Wall Street Journal April 13, 2011
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Chart 4: Nominal global GDP 2030, USD 308trn
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Sources: IMF, Standard Chartered Research
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We expect the
output to more than double
In the next 20 years,
growing at an average of
3.9% annually (3.5% since
the start of the super-cycle
In 2000). This rate of growth
Is faster than in the first
super-cycle, though slower
than in the second, when
world growth averaged
about 5%.

However, because world
population growth

IS slower In the present
super-cycle than in the last
one, the difference in per-
capita growth is not

significant o8



Chart 3: Nominal global GDP 2010, USD 62trn
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cCurrencies
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LONG TERM / SIGNIFICANT
DECLINE OF THE DOLLAR

The way to Inflate Debt away?

www.discoveryinvesting.com 101



Long Term Tide Against the $

A A $14 trillion US fiscal hangover and increased spending will
lead to dollar weakness in the immediate term.

A Longer-term the high debt load relative to U.S. gross domestic
product erodes growth. The extra money we've printed will fuel
Inflation, as always in history.

A Foreign central bankers are actively diversifying $ exposure
and $-denominated securities. This shift means a long-term
decrease in demand for the dollar and its value.

A OPECwantsnon-dol | ar oil deals in t
disaster. Onshore reserves will command a premium.
Customers are heavyweights China, Japan, Russia, most of the
Arab nations and France.
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NnTer mi nab Vel ¢
June 15, 2011

AiTwo fundamental factoc
metals. The dollar is approaching terminal
velocity and European sovereign default fears
are escalating. o

Als a new US $ Low is ahead.
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Inflating the Asset Economy:
Did The Fed Do What it Said it Would Do?

06/01/11

Consumer Price Index for All Urban Consumers: All Items (CPIALUCSL)
Source: LS. Department of Labor: Bureau of Labor Statistics
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