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UNEMPLOYMENT RATES IN EUROPE, NOVEMBER 2016
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“Instead of increasing intra—European harmony
and global peace, the shift to EMU and the political
integration that would follow it would be more likely
to lead to increased conflicts within Europe.”

MARTIN FELDSTEIN
1939-2019
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FRED ~/4 — Consumer Price Index of All Items in Germany
' — Consumer Price Index: All ltems for Spain

— Consumer Price Index of All Items in Italy
— Harmonized Index of Consumer Prices: All ltems for Euro area (19 countries)

Percent Change from Year Ago

2000 2001 2002 2003 2004 2005 2006 2007 2008

Sources: Eurostat, OECD fred.stlouisfed.org
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HOUSING BUBBLES

Price-Rent Ratios (Indexed 1997 = 1)

28

23

y}

| 1] 8 49

78

5 ¥

)

{

5
4

X

Ay LA

Y

5 W) 6T

2.58

SPAIN —USA — UK —— GERMANY

—IRELAND

2.6 4
2.4 1
2.2 1

2.0 1

18 4
156 4
14

1.2 1

1.0 1

08

LbEODZ
ebeooz
lbgooz
gbzooz
tbsooz
ebaooz
tbaooz
ebsooz
1bgooz
eby00Z
Lb¥o0z
ebeooz
Lbeooz
ebzooz
tbzooz
eblooz
Lblooz
eboooz
tboooz
EDEGER |
LDGGE |
EbRGE L
LbEGER |
EbiGEL
LbGR L
EbOGE |
LbaGE |
EbsEe |
IbGER |
EbFGEE L
LOFER L
EDEGE L
LDEGR L
EDZGER L
LDZEB |
EbLGEL
LD LGR L
EbDGE |
LbOGE |
EbGRG L
LDGERE L
EbRRRL
LbERE |
ebiggl
Lbia6 )

Source: S&P Case Shiler (USA); Permanent TSB (IRELAND); Halifax Building Society (UK); Hypoport (GERMANY); Bank of Spain (SPAIN); OECD; News N Economics



BE T BURAG ARME B

“EERMGREZ A, B k47 (ECB)
C LT A — AR M (whatever it takes)
RIREB A MR, K2 FALEA R
0. 7 (BRMFATAITRG ZR - f2455)

Whatever it takes

The extra yield demanded by investors to hold Italian debt over
German bunds dropped sharply over last year
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ECB purchases are currently seven times net issuance i

Government Bond Issuance and ECB QE X& X& H _1
Euro area —
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German Bank Claims on Periphery Countries
Plus TARGET 2 Balances
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Markets Wl Chart of the Day
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rFRED ~4% — Real Gross Domestic Product for Germany, Q4 2007=100
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Zero Bound
Germany's bond yields may all soon be in negative territory

B German two-year yield German five-year yield M German 10-year yield M German 30-year yield
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Subdued Investment
German net capital stock has grown very little compared to neighbors
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Euro Area - Current Account (% of GDP)
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Euro Area's
Inception
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Figure 29: When China GDP growth slows, imports growth slows by much more

70 China imports from Germany, 3mma, % yoy 2

> China nominal GDP growth, yoy, rhs 2 «
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Source: Refinitiv, Credit Suisse research
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“France is sick.”
‘French Economy is in dire
strait.” (Emmanuel Macron, 2
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German election results Lo,
Percent of votes won by party rrojected = 50
Christian Democratic Union (CDU/CSU) 32.8% ~ 0
Social Democratic Party (SPD) 20.4% B %
Alternative for Germany (AfD) 13.0% Te  am
Free Democratic Party (FDP) 10.7% 67/‘\%—‘ B
Left Party (Die Linke) 9.1% 0

Greens (Gn‘]ne) 9.0% :\ngela Merlkel electedl chancellolr

Other 5,0% Source: Deutscher Bundestag *Provisional
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Rejection of the

Status Quo

EU elections
Seats by party group

@ Left (GUE/NGL): 39
@ Socialists and Democrats (S&D): 146
©® Greens (G/EFA): 69

Liberals (ALDE): 109

® Independent MEPs: 8
Centre-right (EPP): 180

® Conservatives (ECR): 59

® Populists (EFD): 54

@ Right-wing nationalists (ENF): 58

Others: 29
Left S Right
leaning % leaning
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Combination of provisional, projected and final results as of 11:44. Source: EP
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The Euro Zone Runs on Credit!

TARGET2 Balances: Exporters & Importers

» Germany, Netherlands, Luxembourg, Finland

ok = Greece, Ireland, Italy, Portugal, Spain
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Source: Euro Crisis Monitor



Dani Rodrik’s Inescapable
Trilemma (R T 3¢ 38 69 = X it 35)

R0 22 5-— ARk
(Deep Economic Integration)

EW TR > < > REBUS

(Powerful National State) (Democratic Politics)
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ARE YOUR/SAVINGS SAFE FROM BAIL-INS?

ITALIAN NON-PERFORMING LOANS
Bail-In is now the rule”

18 2 Pret Mo, (1 F e
Mirater Mostng Arve X XY

16
14

12

Percent of loans
—
S (=31 [s+] o

N

€152bn | €171bn | €172.3bn

0t + + + + + + + + + + + + —t —t i
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SOURCE: Bloomberg

Italy is not Greece; it is far worse.

7/15/2019 41
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THE ITauian DiLemma

Italy’s struggling banks risk dragging on domestic demand, the main backbone of the
country’s already fragile economic recovery. Banks are trapped in a vicious circle whereby
weak growth increases bad loans, which then weigh on growth.

CONTRIBUTIONS TO GDP

Despite the toll taken by years of austerity, domestic demand, especially private consumption, remains the main-
stay of Italy's feeble GDP growth. The risk of retail investors losing their savings if a bank bail-in ever became
necessary would dampen the consumer spending outlook even further.

407 Net exports ) B +rivate Consumption
3.04 z::::flt‘;( - Government Consumption
—&— GDP Growth
2.0 Investment
1.0
° 2017
2016
07 20m 2014 2015
2.0
BANKING SECTOR WOES
-3.01 2013
-4.0
50 2012 EUR billion
L NPLs weighing down balance sheets
=
a3 — I 210
Monte dei Paschi EUR billion
Italy’s weakest bank of which are expected to be irrecoverable

FocusEconomics Consensus Forecast Italy and IMF data

GDP GROWTH RATES
Italy’s feeble recovery compares poorly to the
Eurozone average.

2015 2016 2017
16 5 ?,4

6 94
0.7 4
2013
| \ 201 55 09 09

-0.3

-2.9 I Eurozone Italy
CURRENT ACCOUNT BALANCE

Since 2011 Italian governments have neglected domestic
demand and centered their efforts on boosting external
demand instead, in order to reverse Italy’s current
account deficit and keep it positive.

e 2012

2011 0.4 2013 2014 2015 2016 2017

0

3.0 El Eurozone Italy

FOCUSECONOMICS

Banking Stress

Italy, India have the worst bad loan ratios among the top 10 economies

UK.
0.4% 1.29 Germany
Canada 15% 1.9%
0.9% France
China 1.1%
US.
9.9% 10.3% Japan
Italy India

3.2%
Brazil

Source: IMF’s Financial Soundness Indicators
Note: Data for China, India, Brazil, Germany, US is as end of Sept 2018, Italy,
Canada is end of June 2018 and UK & Japan are as of March 2018.

France, Bloomberg
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EU about China: an ’

economic competitor in
pursuit of technological
leadership and a
ystemic rival

omoting alternative
els of governance.”
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Chart 1: YoY changes in “Global QE”, Sbn (YoY CB balance sheet growth).

Note we project this chart into late 2019.
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Source: BofA Merrill Lynch, Bloomberg. Converting ECB and BoJ balance sheet numbers into USD
equivalents. China FX reserves are reported in USD.
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Fi1qure Global trade peaked In 2008 | jure Z: Lanit fiows have peaked, at best

70% World trade as % of GDP 600% Gross US portfolio flows as % GDP
60% - 500% -
50%
2016
WWI starts t 400%
40% est.
300%
30%
200%
20%
10% 100%
0% : WWII ends 0% | — I
1870 1890 1910 1930 1950 1970 1990 2010 77 80 83 86 89 92 95 98 01 04 07 10 13 16
Source Devische Bank, WTO, Kilasing and Mibonws (2014) Pevry Wiorkd Tabiles Sowrce: Deutsche Bank, US TIC
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Figure 5: Trade intensity has fallen globally, except in Figure 6: Trade now growing more slowly than global

|Central Europe output
120% 120% ‘
20% ) Trade/GDP i World 50% =~ Global nominal export growth y/y
Global GDP nominal growth y/
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China
-10% - Trade growth .
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Source: Deutsche Bank Haver Analytics, World Bank Source: Deutsche Bank, Haver Analytics, Worid Bank
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Collateral Damage
The WTO slashes its global trade growth projection for 2019

B Volume of world merchandise growth Forecast

WTO predicted
3.9% in Down

September from 3.7%

2015 2016 2017

Source: World Trade Organization

2020

Bloomberg

W 5y 3G iwi
én’ E))%QJ)A /“\



G20 & BYE,
—TEEBRRSAMRMNES GLOBALIZATION
G20 HANGZHOU SUMMIT

REINA T BRI 2
4 BR - 09 0 o R A




130

L HREy:
. O RIEEAK

100

FEMEA: LARE
e AT B 2 S

2010 22 2014 2Me 2018




AP TR SR A R
B

PR é’:} Vq ayzfréﬂﬂfﬁ
1.1 ® W? H $k‘¥ ‘?]IL;}TU\LJ 'J’) |

2M0 2m2 2014 2016 2018




"f) | / N m i}‘]
Forecasting the Impact of the Trade War
Projected percentage change in level of GDP* from a no-trade-war scenario é
B us. H China ,?\ 3 ] 3

0.00%

-0.50
-1.00 * ,Z]Z é\% }j{'u r }T\
0] T i VT 8 R

2017 2018 2019 2020 2021 2022 2023

*Highest estimate, which includes market reaction
Data: International Monetary Fund World Economic Outlook; Bloomberg
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China's GDP by sector

Primary
industry

Primary
, W industry

Secondary
industry

industry

FTEHGE, %
KRR BT E
X AF ) B

Z SR
it % v iR T



Figure 7: China's % share of global commodity demand )1‘ % ?
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Debt securities drove growth in US dollar credit to EMEs

Type of instruments

— Credit (loans & debt — Debt securities
securities)
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RMB’s share as an international payments currency
Customer initiated and institutional payments.
Messages exchanged on SWIFT. Based on value.

April 2017
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Figure 3: China has emerged as a mega-trader
Exports, major trade corridors,1990 and 2012
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Reviving the Silk Road
Announced by Chinese President Xi Jinping in 2013, the Silk Road initiative, also known as
China’s Belt and Road initiative, aims to invest in infrastructure projects including railways and
power grids in central, west and southern Asia, as well as Africa and Europe.
Key Projects subsumed under China’s Belt and Road initiative
Silk Road Economic Belt — Gas pipelines == Railroad ® Ports with Chinese engagement
New Maritime Silk Road Oil pipelines == Proposed economic ¥ Planned or under construction
corridors
“As of December 2015
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Composition of official allocated foreign exchange
reserves in EUR (%)

Beginning of
29 = euro crisis
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Dollar Hegemony
Composition of Official Foreign Exchange Reserves

% of allocated reserves
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As RMB Reserves Rise, Foreigners Will Swamp Chinese Bond Market

“.'é g o Global FX Reserves by Currency, Q2 2016
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Piling In
Global investors' holdings of Chinese bonds climb amid opening up

M Foreign investors' holdings of Chinese bonds 1600

2014 2015 2016 2017 ‘ 2018
Source: ChinaBond, Bloomberg
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..but foreign ownership of Chinese government debt remains low DESPITE RAPID GROWTH, CHINESE BONDS STILL OFF GLOBAL
by EM standards INVESTORS’ RADAR

Foreign ownership of local EM bonds (%) Annual Market-Size Trend*; RMB, Trillion

0 10 20 30 40 50 80
Peru
Malaysia £Q Percentage of Foreign Ownership: 4%
South Africa
Czech Republic
Indonesia 40
Mexico -
. 1 L
Hungar
Rugssi: s mn
Colombia 0

Turkey
couth e 2008 2009 2010 201 2012 2013 2014 2015 2016 2017 2018

E_SrazH Government Muni PBOC!Bills @ Financial Corporate Others
Thailand

China NN

Israel
India * Excludes money-market instruments

t PBOC: People’s Bank of China
Sources: Haver Analytics; Morgan Stanley Research As of Decejmber 31’ 2018
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THE FIRST CRISIS OF
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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 tm % of GDP
220 135 250
180 110 200
s l I 5 l -
\ 100 100
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— Global — AEs EMEs end-2007 end-2010 end-2015
-o— Global total (lhs) Rhs: mmm General government

Non-financial corporates
B Households

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 Bl Chart of the Day

Exhibit 14: Plant and Equipment Are Aging

Average Age of Equipment & Structures
18 1

s EUIpMENt
76 1

----- Structures (hs)
74 -

72 1
70 1
68 -
66 -
64 1 LR /

v -
62 T T T T T T T T T T T T T T T T T T T T T

2004
2006
2008

2000
2002
2010
2012

O R - S — G MR K o B R R

3
- 23
- 22
£

- 2
- 20

19

Source: BMO Capital Markets Investment Strategy Group, BEA.
BUSINESS INSIDER

R BER R
e 89 T A%

ﬁﬁAhﬁiF?%
A ?

A FHAL A R A AT 2

% BRI 3G K& 1%
1457 Fyo



Figure 6: Inequality has risen within most countries
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Chart 5: Distribution of wealth In the US since 1917
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Inequality and the durability of growth

The higher the levels of inequality, the shorter the
duration of high growth spells (as shown by the
green line).

(spells, average net income inequality, 1960-2010)
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EXHIBIT 6: Household savings rate is very low 75— -%; %b %— ;H\; E] %El\
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The Fruit of Financialization:

Soaring Income Inequality

Lower income
households had the

highest growth

4% | /7 in1980

Now, the super-
wealthy garner
virtually all the
income growth.

i The higher the income, the lower the growth rate.
T 1980
2%
1% &
Now it's reversed: the

2014

o%-"/'w

higher the income, the
higher the growth rate.

10th 20th 30th 40th 50th 60th

lower income

source: New York Times 8/7/17
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World merchandise trade and trade in commercial services, 2005-2015 /\ } A) é - E) ‘\
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“The current economic age
we're in is coming to an

- - end.” (Jim Reid, Nick Burns,
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G20 cina

G20 1+ Energy Sustainability Working Group Meeting
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U.S. crude oil exports to China ;}T %71\7 % $£‘

U.S. crude oil supplies to China have soared since 2017, in volume & value.

Crude oil volumes (right axis) —Value of monthly supplies*
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Henning Gloystein ] Reuters * based on average monthly price for spot Brent crude oil futures Source: Thomson Reuters Eikon




The Impact of the Tariffs on Consumer Prices Is Clearly Visible s /
Index (Feb 2018 = 100) Index (Feb 2018 = 100) 7@ 4"‘ A %#‘J‘

104 104
—— CPI Acr Nine Tarff-Im d Categones"
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"Includes laundry equipment and other appliances, furnture, bedding, and fioor coverings
auto parts, motorcycles, and sport vehicles, housekeeping supples, and sewing equipment and

materials. Weighted by relative importance to headiine index

Source: Department of Labor, Department of Commerce, Goldman Sachs Globa
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Forecasting the Impact of the Trade War ﬁﬂ H ~
Projected percentage change in level of GDP* from a no-trade-war scenario D] % $
A Y
I us. M China
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*Highest estimate, which includes market reaction
Data: International Monetary Fund World Economic Outlook; Bloomberg




Global Investment Is Tied to the Pace of Global Trade

20%
Year-Over-Year Change Global Investment
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Bye, Globalization
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 “ltisjust chaos!”
(Robert Shiller)




Figure 5b. Power and a Changing International Order—From G-7 to E-7 (2050)
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Manufacturers vs Waiters /Bartenders Since 2007 (in MM)
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What Are the Facts About U.S. . ,
Companies Moving Offshore? %’J 1% bk = A

FE— 5
fact check
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MARKETS 4 CHART OF THE DAY BYE
Current account balances as % of GDP G O’ O

10, Germany S

i China ___ .

° ° m  “This is just the first of many.”
Zf\/\/\/\/\,\/\/ : (Donald Trump)
\/’4\/\""\/‘7&" ° m EFEMA S E: WIRGE
P R i i v el " R 430

" US "‘\__‘“"‘-'w‘ eurozone : 2 )

) . B B RATAURT ¢ A

98 99 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

“Nobody treats us much
much worse than the EU.”

Source: Datastream (Japan has a similar current account surplus to the eurozone but very small trade surplus)




"He's like a little kid that found this
water gun, and he's just running
around going all over the place
with it. And the biggest danger |
see is we lose that trust that
America is good."






Bye,
Globalization

. é‘f}}%ﬂ“ﬁ HIR 3| le
@}é%ﬁ, W5 A =

c RHW, hAZHFLH
GREREE

R BH

“ oing after United
States pigﬁybank”
"We love the countries
of the European Union.
But the European
Union, of course, was
set up to take
advantage of the
United States. And you
know what, we can't let
that happen."



v H EF& ;}h
AN
W 2y 5 35
Extra Cash ~
Vietnam's current account has largely hung in surplus territory ;]%— %’ k4/k
B Vietnam Current Account Balance (% GDP) -

r6.0

F4.0 . .
« A “the single
. . . 2.0 worst abuser”
S Lo e “Alot of companies are

moving to Vietnam, but
Vietnam takes advantage
of us even worse than
China. So there’s a very
interesting situation

: . . . ! . . . | _ going on there,” Trump
2009 2010 2011 2012 2013 2014 2015 2014 2017 2018 5
Source: Bloomberg Sald.
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North Asia, Philippines, Vietnam & India have become more attractive to FDIs compared with China in re

Index of FDI attracted relative to China, = 100 in 2015

200 - o . )
N Morth Asia ASEAN G and Inciz Other EMs
2016 w2017
150 Business Insider:
100, the be Ed = 1-:':1:"' ) lJ -m
A HER S EHET
oo i Sl _ _N_CW_ = __J_ _______________________
I'_: T T T T T T T T T T T T T T
WM IFM KOR PHL WM M0 5GP MY S [0 THA ARG BRA TUR MIEX
Source: UMCTAD, UBS  * This chart compares FDI inflows attracted by each economy to China over time. The ratios (FOI inflows to the ecanomy ¢

-

in 2015 are indexed to 100, Index values higher than 100 in 2016 and 2017 suggest that compared with 2015, the economy has become maore ati
relative to China. The calculations are based on 3-yr moving average of FOI inflows.
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