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After Lehman, The Meltdown
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Collapsing Trade Hit Germany Hard
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Large Companies Are Growing Again...
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...But Small Ones Are Not

— US NFIB optimism index (Left)
——US ISM Manufacturing (Right)




And A Bit of Growth Is Not Recovery

—U.S. Real business sales, $B
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Bust Banks Are The Problem

M Bank losses since mid-2007,
billions of dollars

Americas




Ten-Year Party, How Long A Hangover?

— US Bank loans/leases, as % GDP, trend
from 1960-to0-94, extended
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Pressure On Banks Is Still Increasing...

Delinquency rates, US banks:
— Commercial and industrial loans, %
—o— Residential real estate, %
—— Commercial real estate, %
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...o0 They Are Squeezing Hard
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Indebted Economies Have To Save More

\

— Personal sector net flows, % GDP, four-quarter
average, US

/577 79 81 83 85 87 89 91 93 95 97 99 01 03 05 07 09 11




China Is The Massive Exception

— China real GDP, y/y%




...But China Doesn’t Buy Much From Us

—EU16 exports to China, billion Euro

——EU16 imports from China

0.9% of EU16 GDP
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The Good News: No Inflation

— US Core inflation ——Eurozone




The Bad News: Risk Of Deflation

— US broad money supply, y/y%
—o— UK
——Eurozone




Income Growth Is Dangerously Low...

— US Hourly earnings, y/y%

—— UK average earnings ex-bonus, y/y%
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...And Not Just In Anglo Economies

— Germany negotiated hourly earnings, y/y%

——France hourly earnings ex-agriculture, y/y%
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...Very Low Inflation Means Low Rates

— US official rates (fed funds)

—— UK official rates (bank rate)




Rents Have Not Adjusted To New World

— Chicago office rents
—— Manchester
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...Even In Financial Centres

— NYC Midtown office rents
—o— London West End
—— Frankfurt
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Higher Yields Have Pulled In Buyers

— IPD UK commercial property
1 capital value index

—— Moody’s/MIT US commercial
property capital value index

Both rebased to Jan. 07 = 100




Resi Transactions Have Bottomed...
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...But Prices May Not Have

— House price:earnings ratio, Halifax measure,
actual (Left)

—— House price-to-earnings ratio, Nationwide,
1993=100 (Right)
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...US Picture Is Better
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— Ratio of U.S. home prices to disposable per
120 - capita income, 1988=100
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Beware The European Population Bomb

— UK working age
population, millions (Left)

| —— Germany (Right)




Germany Is Ageing

— UK median age of population

—— Germany




French Population Outlook Less Acute

— UK working age
population, millions

——France




Ageing Less Extreme Than Germany Too

— UK median age of population

——France
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“New Europe” Bad Too

— UK working age
population, millions

—— Ukraine




China’s Population Close To Peak

— China working age
population, millions

——India
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Plenty Of People Closer To Home

— Turkey working age
population, millions (Left)

—— Morocco (Right)
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...And They're Young

— Turkey median age of
population
—o—Morocco




American Exceptionalism Strikes Again

— USA working age
population, millions




...And Again

—— UK median age of population
—— Germany
—US




Summary

The global economy is growing again;
strongly in emerging markets, not in G7

Deflation risk means interest rates will
stay low for years

Capital values may have further to fall
as rents adjust to the new world

In the long run, look east or west from
continental Europe to escape grim
demographics




