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Change in U.S. Output: Recessions

Compare Recoveries [ Compare Recessions ]
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No Thaw Here
Manufacturers are still ailing amid weak demand, trade tensions

B Manufacturing PMI for Japan ®Chinag BSguth Korea BEurg area
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CHINESE OFFICIAL AND CAIXIN PMIS E'?f

Index —Official manufacturing PMI <
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Further Contraction

China's factory gauge showed second month of deterioration

B Manufacturing PMI W Non-Manufacturing PMI B New export orders PMI
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Source: National Bureau of Statistics
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Jobs at Risk

China factory employment gauge fell to lowest level since 2009

M China non-manufacturing PMI - employment sub-index ™ China manufacturing PMI - employment sub-index
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China Flash Manufacturing PMI™ Summary
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MARKETS 4 CHART OF THE DAY

Exhibit 5: At this time, in which phase of the economic cycle would you say the global economyis?
90 -
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Source: BofA Merrill Lynch Global Fund Manager Survey




Average global short-term bond vields climb above long-term ones J’]i £ ﬁi} éi : IE}Jy; ‘65‘%
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CHART 1: THE BUSINESS CYCLE
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Manufacturing Shares of GDP

World vs. United States, 1970-2011
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Rapid Inventory Building over Past Year ﬁi;}%;}i};] ’;E‘[};] 35
CNBS: Changein Inventories ;%Eék)gj ﬁ};] ?

yuan billions, year-over-year change, last data point April 2017
1400

1200
1000
800
600
400

200 .
finished goods

) v /g
'200 : . 4 : i A 1
1N 12 13 14 15 16 17

f'c)_ The Jerome Levy Forecasting Center
LiLC

© HAKE T E ARG #)
2] 09 FF4E?

o LIAB—E: PR BIPT
1B Al AR
KIEZF




i ‘ﬁﬂ'ﬁ- |LJ/.I. ) é/] }?fﬂ,?

J’-/)l ﬂﬁﬂ L?ﬁ’z'\/i @E‘ﬁ




o EAF AR AR T R

W8 wiFs, THRKEHF

& E S0 CTFHEA BREARETRET, RALRLTF RS TR
YA SX_reB HAH *
O T SIS A SRR (PHe) REAARI I AP BT, A

PR AR, AR 2 i

« FH? HAEAAE]

° ZFHMK AT A WY L

T E N ERARLEMBZRFNERKS, L6

=P




e AN T Yol 1929-1933 (? )
WE My pap e
OB') VAT AR, %

R RIS
Z9"  (Ben Bernanke)




o Y o he AT TAL?
o B Fdm AT TAL?
o (B ABGILAE L B 5k £ i Ao de T ALY A A K T e AT B v ?

o do RA—ARATATRIARF M, B—Rkm AR

o RT PR RAN, BHERARBTHEZ— T, LK,
g, iw4”  (John Mauldin)

AN L AABE? Ao T HHRIB L2

TR CEETEAT, BEWRAE—HEF AL,
PRI & ERFA

i




Japaniﬁcation | Europe’s tilt toward Japan-style stagnation

Euro-zone growth since 2008 has been much
weaker than in Japan’s ‘lost decade’...
Price-adjusted gross domestic product, indexed
to the start of each area’s downturn

115 g
Japan's ‘lost decade’ began after the first
quarter of 1991

110

105

100

Europe’s current recession began after
the first quarter of 2008
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YEARS AFTER RECESSION BEGAN

But euro-zone inflation isn’t yet as weak as in
1990s Japan...

Inflation, excluding food and energy
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..and joblessness has risen far higher
than it did in Japan.

Unemployment rate

15% Europe
April 2014
12 1L.7%
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~and the euro zone’s workforce will shrink more
slowly than Japan’s.

Actual and projected population, aged 15-67,
Indexed to each area’s peak

Europe
peaked in 2012

Japan's
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peaked in 1996
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Japan vs. U.S. Inflation Rate
© 2014 www InflationData.com
Prepared By Timothy McMahon

Updated 6/28/2014
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CHINA PRODUCER PRICES CHANGE
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FRED ~/7 = Consumer Price Index for All Urban Consumers: All Items
: — Harmonized Index of Consumer Prices: All Items for Euro area (19 countries)
—— Consumer Price Index: All Items for China
— Consumer Price Index of All Items in Japan
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Curbs on coal output... ..helped fuel a brief $100 a metric ton
late-year price spike.

China’s raw coal output, Australian coking coal
change from a year earlier export price 80
0% $300 a metric ton
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Industrial profits: mind the gap

M YOY percentage change reported by NBS YOY percentage change based on absolute data
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Fercent

Unemployment and Inflation in Ireland

Percentage of the labow force out of work, and comsumer orice inflation
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Exhibit 1: Inflation stubbornly around 1% despite falling unemployment

2.9 German 'macro’ German Phillips curves (assumed in 1q 2017 forecast round):
inflation™ (17,), ¢ 2003-2007
year-on-year % 2008-2009
2.0 - 2010-2012
A 2016-Now
15 4 Migration towards new Phillips curve
* 0o .
' *
10 - ) *q
- 20NANC 00,
o 2008-09 . L g o
2012-13 (Germany in ES %
® AV
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—— ol SN
y = 6.8125¢-0481x
0.0 T L] T T L] L] T T 1
30 40 50 6.0 70 8.0 9.0 10.0 11.0 12.0
05 - German unemployment rate (u;), % SA

Source: Goldman Sachs Global investment Research, Eurostat, Note: * Macro inflation controls for large relative price changes as well as changes in VAT and
excludes highly volatile energy and food prices.
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Federal funds rate, actual and counterfactual (in percent)

Actual

Taylor rule

2000 2001 2002 2003 2004 2005 2006
(Chort from The Economist, October 18, 2007
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FRED -/ — Excess Reserves of Depository Institutions
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FRED »/) — Deposits, All Commercial Banks
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Chart 5: The pass through of QE to the real economy has beenvery
Inconsistent. % GDP and central bank balance sheet growth (‘08-today)
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Total ECB lending, per country
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Exhibit 1: 3-year LTRO take-ups and expectations vs. bonds
maturing in 2012/2013

LTRO | LTRO Il Bonds maturing

700bn
600bn o 5,588 br?
500bn
400bn
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Dec11 Banks Investor Feb12 2012 2013

Expectation Expectation | Actutal
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Exhibit 2: Total 3-year ECB lending vs. bonds maturing in
2012/2013/2014
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Note: Bond maturities schedule does not take into consideration covered bonds.
Source: ECB, Dealogic, Complied by Goldman Sachs Research.

Note: bond maturities schedule does not take into consideration covered bonds.
Source: ECB, Dealogic, Complied by Goldman Sachs Research.

Exhibit 3: High take-up ...
Sensitivity analysis of potential uplifts deriving from cumulative LTRO
take-up

100 bps 10 10 14

Take-up
tn €1.0tn €1.41tn €1

200 bps 20 20 28

300 bps 30 31 42

400 bps ] 40 4 56

Exhibit 4: ... leads to higher revenues for the sector
Sensitivity analysis of potential uplifts as % of aggregate pre-provision
profits

Take-up
€1.0tn €14 1tn €1.51tn
100 bps 12% 12% 16% 18%
200 bps 23% 24% 33% 35%
300 bps 35% 36% 49% 53%
400 bps 47% . 48% 66% 70%

Source: Compiled by Goldman Sachs Research.

Source: EBA, Compiled by Goldman Sachs Research
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JAPANBANKLENDING  Bank of Japan Used Negative Interest Rates To Force Japanese
Banks To Lend in 2016 3

Bank Loans Hit Plateau. No longer
increasing. Would it go down in {
2016?

This is despite the massive $80
Trillion Yen QQE by the Bank of
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Going Negative

Central banks in Europe have used negative deposit rates in a bid to
spur inflation, which remains ultralow despite the effort.

Central bank 1.0%
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Sources: European Central Bank; Danish, Swedish and Swiss central banks; Eurostat
THE WALL STREET JOURNAL.

Europe Dives Below Zero

June 2014
First negative rate

March 2016
Cut to -

i A & : UNCHARTED WATER



Bank of Japan Interest Rate

- R T R
o | BT

\ A A T AE




Chart 5: if 100% of QE simply sat back at the ECB as excess reserves: change in excess reserves (€ mn)
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Government Bond Issuance and ECB QE

Euro area
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Chart 8: Banks offset negative deposit rates through mortgage lending
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Unintended Effects ﬁ

A
- . . . . /
Consumers are saving more in many countries with low or negative Cash as a percentage of )\ ;l J
rates, and companies also are holding on to cash.

revenues for EMEA’
Household savings rates nonfinancial companies
,, g Switzerland , P i# ‘j
2090 o/ 1890
20.1 /0
16

o P gy AT o AL

5 : / Denmark 8.1% 14 /h vz :}fL i 7,’7‘3

~5 N/ v 2

-10 ojection 10

1 1 1 ] ] 1 1 1 |} ) 1 1 1 ' ) 1 1 1 ' 1 1 1 1 1 1 1
2000 ‘05 10 '15 2009 10 11 ‘12 13 ‘14 15
Note: 2015 savings data are preliminary and 2016 data are projected.  *Europe, the Middle East and Africa
Sources: OECD (savings rates); Moody's Investors Service, company filings (cash) THE WALL STREET JOURNAL.
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Economists see ECB raising borrowing costs gradually through 2020 ) 2
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Economists push back expectations for first increase in ECB borrowing costs
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FRED ~/4 — Long-Term Government Bond Yields: 10-year: Main (Including Benchmark) for Germany
' — Long-Term Government Bond Yields: 10-year: Main (Including Benchmark) for France
Long-Term Government Bond Yields: 10-year: Main (Including Benchmark) for Italy
— Long-Term Government Bond Yields: 10-year: Main (Including Benchmark) for Spain
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Negative Boom
Amount of negative-yielding euro corporate bonds surges in first quarter

B Market value of corporate bonds yielding less than 0%

Dec Mar Jun Sep Dec
2017 2018

Source: Bloomberg Barclays Euro Aggregate Corporate Index (LECPTREU) Bloomberg
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Sectoral Debt
Overall, global debt has grown to $244 trillion as of the third quarter of 2018
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- Franklin Delano Roosevelt: “It was up to
the government to create economic
upturn by making additions to the
purchasing power of the nation”.
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Government spending over business cycles
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Markets Wl Chart of the Day
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Trump Budget: Tax Cuts For Heirs SRR U00
and Corporations, Cuts to Low- $800,000
and Moderate-Income Programs

. $600,000
Costs or savings over ten years
$400,000
il $2.5 trillion
$2.5 trillion $200,000
Repeal estate tax
S0
Two tax cuts Cuts to
largely benefiting low- and moderate- ®
wealthy* income programs
*$270 billion for repealing estate tax and $2.2 trillion for o
cutting top corporate rate to 15 percent. Plan also includes
other tax cuts tilted to the top. .

Source: Joint Committee on Taxation, Committee for a
Responsible Federal Budget, and CBPP based on Office of
Management and Budget and Congressional Budget Office

CENTER OM BUDGET AND POLICY PRICRITIES | CBFP.ORG

Donald Trump's Tax Plan
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Faltering Investment?
GDP details show U.S. business spending cooled last quarter

B Nonresidential private investment, QoQ SAAR
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Record Buybacks ,‘D?_. Y4
Announced share repurchases continue to rise after last year's all-time high ) ] ] - ﬁ B

B Announced buybacks on 1231718 (R1) WS&P 500 Index (L1)
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Private Investment

Private Surplus Goods and Services Balance

_1[: I 1 1 1 1 1 1 1 1 | 1 1 1 1 1 '] 1 [l 1 1 1 | 1 | L 1 1 1 1 1 1 1 1 | 1 1

12700 72 74 76 7B 80 82 B4 B¢ BE 90 92 94 96 98 2000 02 04 06
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University, 2007.
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FRED .~ — Federal Debt: Total Public Debt
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Economic Growth Needed Under Mr. Trump’s Proposals H:: T E] ‘/5)1(%.
14% Annual Average Real GDP Growth # 4-/;— 4 /‘\ ,%
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Source: CRFB calculations based on Tax Foundation revenue estimates.
Note: estimates to balance the budget assume $7.8 trillion of deficit reduction over 10 years CRFB. org
rather than estimating the actual year-by-year impact.
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..80 goes the economy. They're growing in parallel under Trump. ° ] \ /7l< °
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US Treasury debt held Who owns the U.S. national debt
$2.5 trillion US Federal Reserve U.S. debt stood at $21.21 trillion at end of June

Federal Reserve:
$2.38 trillion (11.2%)

2.0 U.S.investors:
$6.89 trillion
32.5%
U.S. government:
1.0 $5.73 trillion (27%)
0.5
0

Foreign investors:
05 06 07 08 09 10 1 12 13 14 15 $6.21 trillion (29.3%)

Source: U.S, Treasury
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Over The Top

The B0OJ's asset holdings surpassed the economy in size

M Japan GDP on 6/30/18 M Bank of Japan assets M Bank of Japan JGB holdings
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2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Source: Bank of Japan, Economic and Social Research Institute Japan
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BOJ's Increase in JGB Holdings Dropped Below 40T Yen in November
Kuroda Said the 80T-Yen Pledge is Symbolic
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BoJ has maintained its ¥6tn annual ETF purchase guideline
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Low-Flation ~ 2 J
Expectations for future price rises are diminishing by the day 3@}:}& 1’7 Uﬁ]‘g ) L T ?
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M Five-year, five-year inflation swap
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Falling Rates

Freight prices are at unprofitable levels for some carriers

B WCI Composite Container Freight Benchmark Rate per 40 Foot Box
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FRED 47 = Crude Oil Prices: West Texas Intermediate (WTI) - Cushing, Oklahoma
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EXHIBIT 7

\
~ l‘fj }:] _L Uﬂ ) L ‘? Oil & Gas Issuers Are Added to the List in Response to Lower Oil Prices
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Zombie firms are on the rise and survive for longer

In per cent Graph 2
Zombie firms (broad definition)? Zombie firms (narrow definition)?
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I A |

population growth car sales oil consumption GDP
change percentage change percentage |change percentage |change percenti
. 2006-2016  2016-2017 2006-2016 2006-2016 2006-2016
United States 8.2 0.7 -10.0 -4,7
China 5.6 0.4 357.0 66.3
Jlapan 0.3 -0.2 =f.0 -21.8
Germany 0.5 0.2 0.6 -8.7
United Kingdom 8.2 0.6 5.0 -10.3
France 5.1 0.4 -1.0 -17.9
India 14.0 1.1 128.0 74.3
Italy 0.6 -0.1 -24.0 -31.3
Brazil 9.9 0.8 9.0 43.9
Canada 11.2 0.9 -21.0 5.4
Russia 0.4 0.0 -23.0 17.1
I South Korea 3_9- 0.4 61.0 19.5
Spain 3.6 0.0 -27.0 -20.8
Australia 17.3 1.3 16.0 16.9
Mexico 15.8 1.3 46.0 =52
Indonesia 13.6 1.1 168.0 20.0
Metherlands 33 0.3 -14.0 -19.5
Turkey 15.6 1.6 89.0 43.6
Saudi Arabia 31.3 1.6 37.0 94.6
Switzerland 12.3 0.9 16.0 -19.7
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Figure 2-3.
Young Children and Older People as a Percentage of Global Population:
1950 to 2050
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China’s Labor Force Problem X [ ;‘}:Q 1y VA
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Global debt continues to rise and productivity growth to decline Graph 1.3

Labour productivity growth! Global debt
2000-05 =100 USD tmn % of GDP
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1 Hodrick-Prescott filter applied to the logarithm of annual labour productivity per person employed.

Sources: IMF, World Economic Outlook; OECD, Economic Outlook; The Conference Board, Total Economy Database; national data; BIS; BIS
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Markets Ml Chart of the Day

Exhibit 14: Plant and Equipment Are Aging

Average Age of Equipment & Structures
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Markets Il Chart of the Day
Chart 1: Average age of government fixed assets (years)
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FRED ~/4 — Capacity Utilization: Total Industry
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Global debt still piling up

Total debt (Stn)

B Financial corporates
Government
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Source; Institute of International Finance
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FRED /7 = 10-Year Treasury Constant Maturity Rate
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%ﬁ&éi 6 éé ?‘)J)i Dangerous Disconnect?

Divergence between S&P 500 and breakeven inflation expectations

B Fed's Five-year Forward Breakeven Inflation Rate (R1)
i Iy S&P 500 Index (L1)
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FRED /4 — 10-Year Treasury Constant Maturity Rate, 2009-06-26=100
' — Dow Jones Industrial Average, 2009-06-26=100
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Ld .
-RED ~/J — 10-Year Treasury C.onstant Maturity Rate, 2009-06-26=100
— Dow Jones Industrial Average, 2009-06-26=100
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Buyback binge!
Quarterly buybacks have set a fourth consecutive record, hitting $223 billion, in the quarter ended
Dec. 31,2018 (on preliminary basis)
.................................................................................................................................................... $250
. 200
- 150
- 100
50
0
14 ¢ 2015 4, 2016 e o 2017 S 2018 —

Source: S&P Dow Jones Indices

MAEC 22
AT T

B AAERRREN
F KA



Bonds For Buybacks

Bond issuance volume to fuel share buybacks increases

B Amount of Bond Issuance For Stock Buybacks

100 Billion USD
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EXHIBIT 6: Household savings rate is very low ﬂsfi T"?‘ﬁﬂ ;]‘z\iﬂ ﬁgg
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EXHIBIT 5: Household wealth gains helped drive down
the savings rate
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Figure 1: Diversification hard to come by in 2018...
Total returns, US Dollar terms
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Figure 2: ...and so far in 2019
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China’s rapid ascent has seen it become a driving force across M = I A~ L o=
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China is a large driver of various global indicators (China as % of global)
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Out of Sync

Bond prices typically move in the opposite direction to commodities

® Shanghai Rebar Futures (R1) ™ Bloomberg China Local Sovereign Bond Index (L1)
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