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Not around
here pal.
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= Hhe BusinessiCycierand ReECessions

The Business Gycle'and Recessions
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= helBusiness Cyclerand RECESSIONS

Business conditions)
areralevel:

good

average
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The HousingMarket:
Morestrongidata

Existingriitamilyzhome salesiufp 2056
annualized rate sincerdaniow;

Startsiuprs2ys zd fomrAprlN oW, permits;
upr 3455

Monthsisupply of existingthomes down
3676 to) V-2 from4/08thighrof 153

Months supplyofinewhomes down 275/ to
O from /09 highrofif 24
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Warietziry Palicy
Fec) @veriic i

DemonsticatediByAhENIeldieuve
U Splows lpliefest fzliegs, efleeis Fedl delliey

SN ENAGCEUNGIECASIENOIRIEIECONGIIY,
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Real GDP Growth,
Y/Y % Change
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HowWwe'gotihere =ifear - EEIEE

HowWelgotihere =fear ! = EEIEE

Howiwelgot here =fear

— Widening spreads, large firms
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OKS fine; 4 forcesiworking forus:.;

sbutwhatiarertheresults?
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DGO up 14% (anzd)
since Mar-08 low /

Employment

-29% since
peak

N
v

Employment

Non-Farm Payroll Jobs
Created (000's) (left scale)
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Employment

Non-Farm Payroll Jobs
Created (000's) (left scale)

|F\llml ,m.l ‘l MM ,MMIWL | MM ‘
| ’ m - "y

o Employment

Werarenightionithercuspiofijoligrowth

siihepattenn; andithelttrend; arerright

sWeeklyljobless claimsiapproaching4 50k
levelwhichiwouldindicateyjob growth

sISMiemploymentindextnow>50

s'Unemploymentipeakedatd 051 Oct;
NOW 9N

s Novemberhadpositivejolrgrowth

s Eebruanyprotyablyfhadpositiverjoehigrowih
(butisnowidistorted data)

s Eedisignalling

BANKrUpICIES alsolag - EEIEE

down 2 consec
Q's,first since 2004 (6)

40-50% annual
growth rate from
2008 -2009
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Recap

4iforcesicaused recession, nowhelping
HECOVENY

ConsumermanufactiingiSECtors
positiverandimproving

Employmentiagging butigetting better
Bankrupteiesiaggingbut'gettingbetter:
Ontenfiation; thesuture; conclusion
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INFLATION
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|pjilztifo)p]

Simplerexample

Tioday:
Lend $1 @107 Loaf ofiBread costs $1

Inflationigoesitor207s
AWeariater:
Creditor gets $1.110/ back:

But now leaf'of bread costs $1.20.

Creditors lose.
DebtorsiikethellSigovermment; wink
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Which Inflation Measure do You Like?
Annualized Rates of Inflation

iyr  Syr
CPI 3% 3%
CPI core 2% 2%
PPI 5% 3%
PPI core 1% 2%
PCE 1% 3%
PCE core 1% 2%
GDP deflator 2% 3%
Hrly wages 3% 3%
Treas note, 2 yr -2% 2%
Treas note, 10 yr 0% -1%
Commodities -22% 4%
Oil -44% 10%
Gasoline -37% 6%
Gold 1% 19%
Houses -15% -2%
Stocks -22% -2%

Which Inflation Measure do You Like?
Annualized Rates of Inflation
yr Syr
3% 3%

Treas note, 2 yr
Treas note, 10 yr

e]]]

Houses
Stocks

NGlinfiationinow)butiiremendous. - FmmmE
inflationanypressuresiinipipeline

Monetary policy (lakes 8=5 @ S tonyerkl)

o BermankeisistudentiofithelGreat: Depression =
moyve bigland movefast

s Slashed EEratertor05s

= Invented many/schiemes: torcreate liguidity,

EiscaliPolicy
SA50B stimulusiin 2008: tax rebates
787 B! stimulus: lower taxes, increase
spending|= can'\work:
Butht’s)artertibleshami=vs7s willye spent atter;
the recession!l Infiation; deficit; delbt:
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Nionetar/ Policy

s Normally controlled viatEed
Eunds rateyyield curve

s histimeralsorneeded to print
money.
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*[LBiEr SEPIEMEITENONNEVEISENEPOS

=Laie O CIONER I SIORIyaESE:
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*DECEMBEEHIME DEPOSITS
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Here SiWhaheppERSH I CUNBHIRtaN)L
teermUChIMeREY:

sl exinerdelizmlls

A RSTISTECOIMENBIthNESS
USio) pladel nrldie < oills
sPlintexiierdeliZidlls

A [RSNoIlISTECOMENYBIINNESS
USio) rladel mrlore s aills.

S Exanmple

Clapnleln =)y ogrinflzio)

Wholesale Pricer lndex
July 1914 1.0
Jan 4949 2.6
July 1949 3.4
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Clapnleln =)y ogrinflzio)

Wholesale Price lndex

July 1914 1.0
Jan 49d.9 2.6
July 1949 3.4
Jan| 1920 12.6
Jan 1924 14.4
July 19214 14.3




17, | 6.5 x 10108% (Forbes Asia, 22 Dec 08)

Clapnel =)y ol

Whiclesale Price lndes
July 1914
Jzigl byl
July 1919
Jan 1920
Jan 19245
July 1921
i) b

July 1922

. :
Clapnleln =)y ogrinflzio)

Wholesale Pricer lndex
July 1914 1.0
Jan 19419 2.6
July 1949 3.4
Jan 1920 12.6
Jan 1924 14.4
July 19214 14.3
Jan 1022 36.7
July 1922 100.6
Jan 1928 2,785
July 1923 194,000
Nov 1923 7.26,000,000,000

Zlinlozlovean Fy ol

) Muuﬂ)lmmw

o
| 231 000 000% (official, July 08)
| 89.7 x 10219 (HHIZ, 14 Nov 08)
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ihe EedisiunlikelytoNetthatihappens

So chiangennibalancersheetiandipublicistatementsiare
starting/te signallgently/ that it WILL haveito,come

“Butthere'sihorsigniofinfiationtandiunemployment’s;
high!*

Oficoursertherensnit!Nihat’siot thepoint!
Whe peinths thathinfiation getsioutiofhiand easilyandit;
takesiaveallylongitimeNorchangesin monetan/ policyto)

have full effect; 3-5/Qs.

Eirstnote thatiinemploymentipeaks arounds =2/ Qs after;
recession ends.

Federal Funds Rate vs Unemployment

‘|»

oA

Federal Funds Rate vs Unemployment

The Fed is usually too

late: ave. 10 mos from
peak unemployment to |

tightening. 4

b

} (

|

a

'\!in
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Federal Funds Rate vs Inflation

Federal Funds Rate vs Inflation

The Fed is almost
always too late:
ave. 31 mos from
tightening until
peak CPI

The Eediis unlikely to)let that happen.

So)chiangenntbalancersheetiandipublicistatementsiare
starting/te signallgently/ that it WILL haveito,come

“Butjthere s nosignofiinflation and unemployment’s
high!*

Of course therelisn’t! That’s notithe point!

Whe peinths thathinfiation getsioutiofhiand easily andit;
takesia reallylong time for'changesiin monetary policy/to
have full'effect; 3=5/@s:

Eirstnote thatiihemploymentipeaksiarounds =2M@siafiter;
recession ends.
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Eiscal Bolicy,
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Ihe FederallResernve Bank at
leastihasia plan to reduce
spending andimoprupHiguidity:

Iihe EederaliGovermment siplaniis
torspend more; to etfectively
increaseliguidity;;and tolincrease
the debtiburden:

& | Spending; Deficits and Debt

GoVvt'spends $H20
GoV detSitaxiieVenie $H00
DEeficit 520
sl ireasy getsiloan; issues)$20 netes/bonds

s Not arPonzifscheme; nonntent terdeceive;
retumns fixedjydebiretiredyreveiving
credit

21



A New Era of Responsibility

1erica’s P

&3

Budget

of the U. 5. Government

SO 4D

Fiscal Year 2011

Office of Management and Budget

1960 - '07

Ave.
-2.1%
-2.2%
-1.7%
-6.0%
-3.7%
-1.8%

Max
-6.0%
-7.9%
-6.0%

-12.4%
-10.2%
-6.0%
3.0%
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Ave. Max
-21% -6.0%
-2.2% -7.9%
-1.7% -6.0%
-6.0% -12.4%
-3.7% -10.2%
Canada -1.8% -6.0%
EU targ. 3.0%

1991-2007
us. 63%
Italy 110%
Germ. 58%
UK 42%

1991-2007
63%

110%

58%

A New!Era of:
Responsibility!

A New Era of
Responsibility!

EULER HERMES

EULER HERMES

EULER HERMES
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1991-2007 A New Era of:
63% Responsibility!
110%
58%

Note: debt held by public, ave= 42%, going to 77%

IherEiscallStimulus

s SrevB stimulusispending: severalimore
years; only $38381(427) has been
“obligated ™ onlyi8shasibeen spent”

= $15BF =Jels Billinthe works:.»
BaucusH\WWereust'gettingfstanteds

=1525B1te stategoyisite) prevent layofis

= HealthrCare!

=gl EULER HERMES)

Deficittwillficontributertolnfiation
oiConsumerPrices

s Andwillreally contribute to
IntiationjofVioney Prices;
Interest'Rates

24
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Deficit as
a % of
GDP (lhs)

5 as the deficit
- gets larger...
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Deficit as
a % of
GDP (lhs)

5 as the deficit
- gets larger...

Pefle]is

DS ACAUSENHOREYARIICEN I ZLGN
(IRLENESINEIES)NEISH USTASHeWI

Nhrthis Case; massiverdericitsialseNikely
o) eellige = nileitfon) — Wyeeld s,

S \Walenwillleziel to comnmoeliny,
ozlrtictllziely @)L orlee iniflzttey]
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260%
240%

220%
interestrate
options _ Private label

200% ‘ MBS

{
180%

\inflation whipped,
1 interest rates fell
160% interest

rate swaps,

140%
sec. auto,
120% secrtzation stock index itk
source:Fecera esene  of mortgs options

100%
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260%
240%

220%
interestrate
9 prival
200% °p"i’"s MBS

|

180%

\inflation whipped,
" interest rates fell
160% interest

rate swaps,

140%
sec. auto,

120% secrtzation | stock index il

soursa Feserd s Of mortgs: options
100% -

Butireally, who's to)blame: for
thefinanciallcrisis?

S Community RemyvestmentiActiforpromoting
nsky/loans
< \Mortgage bankersiand brokersformaking
thoseloans
= People forrtakingithose loans when they,
shouldnitihave
s EannieV Ereddierford providing aimarnket foy;
thoseloans
* Rating Agenciesiforrbeing lulled
s Regulatersiterinot payinglattention
= Eoreighersiforlendinglusiteo muchimoney;
@ Investors foricreating toormuch “spec” housing
s Ihvestorsifior’seeking toormuchirskiniMBS
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BUtirealywhosioliamerori - EEtEs
the financiallcrisis®?

“lnvestorsiforpanickingland paralyzingibanks
sAlan Greespan forinfiating) the hiousingbubble
s BeniBermanke forbursting the liousingfbubble
= Paulson; Geithner Bermanke; ete. forbailing
outallithesebanks
s Paulson; Geithner;, Bernanke; etec. fornot
bailinglout that'one bank
= Gongressiforinot passing ARP.
s Congressifor passing ARE

sSTANdImestimportantiys

Butireallywhositolblameror - EE
thefinanciallcrisis?,

s the HumaniGonditions

s Humansiwillfalwaysistrive tonmprovertheir
status; and willfalways take nsks to dojit:

Shatwillneverchangesandnoramountiof
regulationicanrt'stop the need to take nisks:

= So thisiis notithelast financial crisisiyourwill
Ever see.
(Sorny);

A finalwordieninflation

Wervelseen| pressures on consumer; interest
rate; andicommodityAnfiationy but::

-othiercountriesiareralready feelingit;
preparing forits

S China=putrestrictions onlendinghin’Jan
and Eeb

sndia=raised twice forvshps; f*cast 8576
infiation

= Australiai=raised four‘times; 1%
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Conclusions

= Recession overthanksito oil, housing; interest rates; and/lack of;
fear: Expect GDP arowth of 354 =455 over nextiyear

= On brinkioficreatingljobs;unemployment ratensmearthe peakit;
will'take yearsitoicome back dewn; hurting those in office:

=Inflationlikelyionitheway;Iater2040/and beyond:
s Interestratesiup'soony, and then contintingnexti2-3iyears

= NVonetary policyiwasigreatiandisiaettingimopped up, but it Was teo,
muchiteraveidiconsumerinfiation

= Eiscallpolicylof hiuge deficitsiwillicause money infiation(interest
rates)|

Willlalselikelycause EXSuntlationy andieil price infiation

= Oiliprices are problematicin|several ways

< Bubblesianecausediby seasyimoeney which willlcome aroundagain
someldayasithe crediticycleleases)

e Worldhs Goingite)Chanae

EULER HERMES

= DoubleDip—weakiconsumer +'somethinglelse bad
sends usiback inte recession

s Commercialreallestate

s State’budgets broken

SlVerenwaste

* Oillprices spike

slIncreasingly divisiverpolitics;populismy/ protectionism
= Glohallgrowth stagnates

EULER HERMES

hankeyeu

29



E5] cULER HERMES)

COPYRIGH @) 2010
EULER'HERMESIACI
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NEWSEGmr e =uueE

The Worldlis Going to)Change:
World GbP

2009

ROTW 27%

o
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Wihe Worldhis' Goeing to)Change: Sl £ULER HERES
WorldiGDE

0

s~

THERorokEIGongiolchance i = BRI
WorldiGDE

2009 2050

ROTW 27% /

Stock Marke

inla
e
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#n | IheWorldiisiGoing|te/Change

implications:

s Rrotectionismwillinelongerbeanioption
ssieachiourchildreniChinese andiHindi;
not'SpanishifandErench

stiis)8xias many/ people; growingiwith 2nd
moyeradvantageN(phonessairports)r
sltiisinotideomsday ' deestnot imeanithe
end ot UrSE prospenty) freedomiorglolal
Impontance Uty
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Chllplel seys to e U S

“Gatvolr fouse i) ofclar”
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(EHNERSASHONNENINSH

“Gatvolr flouse i) ofelar”

Wooely'ss oL datot
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Conclusions

= Recession overthanksito oil, housing; interest rates; and/lack of;
fear: Expect GDP arowth of 354 =455 over nextiyear

= On brinkioficreatingljobs;unemployment ratensmearthe peakit;
will'take yearsitoicome back dewn; hurting those in office:

=Inflationlikelyionitheway;Iater2040/and beyond:
s Interestratesiup'soony, and then contintingnexti2-3iyears

= NVonetary policyiwasigreatiandisiaettingimopped up, but it Was teo,
muchiteraveidiconsumerinfiation

= Eiscallpolicylof hiuge deficitsiwillicause money infiation(interest
rates)|

Willlalselikelycause EXSuntlationy andieil price infiation

= Oiliprices are problematicin|several ways

< Bubblesianecausediby seasyimoeney which willlcome aroundagain
someldayasithe crediticycleleases)

e Worldhs Goingite)Chanae

EULER HERMES

= DoubleDip—weakiconsumer +'somethinglelse bad
sends usiback inte recession

s Commercialreallestate

s State’budgets broken
SlVerenwaste

* Oillprices spike
“Increasingly/divisive politics
= Glohallgrowth stagnates

EULER HERMES

hankeyeu
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