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TOPICS FOR DISCUSSION

The First Synchronized Global Economic Boom in2B8-years old History of Capitalism!

Origin of the boom: Expansionary US monetary pekcia growing US trade deficit, Chinese
export and import boom lifting commodity prices ahd economies of resource producers.

How Sustainable is the current Boom?

Consequences of the Boom: Rising Commodity Prices
China exports Inflation
Shift in Growth, Wealth, and in the Balance of Powe
Rising Wealth Inequity

Monetary Policies

How Asset Inflation shifts into Consumer Price kases
The Asset Shortage Theory!

Where do we find Relative Value?

Eight Global Threats:

Geopolitics: Increased Tensions, Resource Ndtgma
Politics: A Shift to the Left

Pandemics: Human Transmission of Diseases
Trading Blocks: Protectionism

Derivatives: Systematic Risks

CDO and ABS: Untested Markets

Demographics: Slowing down Growth in the West

A Dollar Crisis: Foreign Exchange Controls, Inféati
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INCREMENTAL DEMAND FROM CHINA LIFTS
COMMODITY PRICES AND GREASES THE
ECONOMIES OF RESOURCE PRODUCERS

US Crude Oil Outlays
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* Total daily crude oil demand multiplied by 365 days and the price of a barrel of crude oil.
Source: Energy Intelligence Group, "Oil Market Intelligence” and Census Bureau.

Source: Ed Yardeni, www.yardeni.com

Asian Crude Oil Outlays
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* Total daily crude oil output multiplied by 365 days and the price of a barrel of crude oil.
Source: Energy Intelligence Group, "Oil Market Intelligence."
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FIRST SYNCHRONISED GLOBAL BOOM IN 200 YEARS
OF CAPITALISM

Global Economy has become more
synchronised
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Source: ABN Amro

Source: Morgan Stanley
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REALLOCATION OF CAPITAL TO NON-G7 COUNTRIES

Source: Barry Bannister, Stifel Nicolaus & Co, www.gloomboomdoom.com
Bridgewater Associates



FASTER GROWTH IN EMERGING ECONOMIES

Emerging Economies’ Oil Semiconductor Sales in Asia
Consumption

Source: Oil Market Intelligence, Ed Yardeni, www.yardeni.com Source: The Bank Credit Analyst
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GLOBAL TRADE LINKS ARE STRENGTHENING

Trade as Percentage of World GDP

Share of Imported Inputs in Manufacturing Production 2

1. Imports of goods and services
2. Based on weighted average of major OECD economies

Source: World Bank, World Development Indicators Database; www.gloomboomdoom.com
OECD Structural Analysis database



CURRENT ECONOMIC BOOM IS CHARACTERISED BY
STRONG MONETARY GROWTH AND ...

US Annual Money Supply Growth, Euroland’s M3 Growth Rate
With M3 Continuation

Source: John Williams, www.shadowstats.com Source: Bridgewater Associates
www.gloomboomdoom.com



‘EXCESSIVE CONSUMPTION” LEADING TO A
SOARING US TRADE AND CURRENT ACCOUNT
DEFICIT, AND...

Real Merchandise Trade Balance

US Current Account % GDP

Source: Ed Yardeni, www.yardeni.com;

Bridgewater Associates www.gloomboomdoom.com
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... THE ACCUMULATION OF FOREIGN EXCHANGE
RESERVES BY EMERGING ECONOMIES

Source: Ed Yardeni, www.yardeni.com

Please note: Reserves accumulate much faster in developingeauiiso, Japan
accounts for most of the growth in reserves among industrial cesuftaor countries
finance US consumption
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EXCESSIVE LIQUIDITY ALSO LEADS TO INFLATED
ASSET MARKETS AND ROLLING BUBBLES

Source: BCA Research www.gloomboomdoom.com
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US DEBT RATIOS HAVE BEEN PUSHED HIGHER BY
REFLATION

Source: Ned Davies Research, Bridgewater Associates www.gloomboomdoom.com
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EXCESSIVE CREDIT GROWTH CREATES BUBBLES

EVERYWHERE!
US Commercial Banks: Mortgage Level of House Prices in Spain and
Related Assets/Total Bank Credit % Germany, 1995-2006
Source: Paul Kasriel, Northern Trust Source: The Bank Credit Analyst
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THE LBO BOOM: ANOTHER CONSEQUENCE OF EASY

MONEY
Leveraged Buyout at Close to 5% of The Household Sector: A Large Net
GDP — An All-Time Record! (1984-2007) Seller of Equities

Source: Bridgewater Associates Source: Gerard Minack, Morgan Stanley
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DIMINISHING AVAILABILITY OF CREDIT AS ARESULT OF T HE
SUBPRIME LENDING CRISIS — LENDING STANDARDS TIGHTEN!

Source: Bearing Asset Management
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HIGHER INFLATION AND ECONOMIC STAGFLATION

CPI Inflation, 1982 - 2006 Real GDP Growth, 1982 - 2007

Source: John Williams, www.shadowstats.com
www.gloomboomdoom.com
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SUBSTANDARD US EMPLOYMENT GAINS AND LOW

DOMESTIC CAPITAL SPENDING BRING ABOUT A
LOSS OF COMPETITIVENESS

United States Competitiveness

China Competitiveness

Source: Bridgewater Associates www.gloomboomdoom.com
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UNSUSTAINABLE IMBALANCES!

US Net Asset Balance as % of GDP

US Asset Returns versus Foreign Asset Mix, 2000-2006

Source: Bridgewater Associates www.gloomboomdoom.com
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PROBLEM OF CURRENT ACCOUNT DEFICIT

 Weak Dollar

» Transfer of Wealth

* Rising Import Prices — Higher Inflation
* Rising Interest Payment Burden

BUT HOW TO STABILISE THE CURRENT
ACCOUNT DEFICIT?

 Tight Money?
 Massive US Dollar Devaluation?
« Capital Controls, Protectionism?
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PROBLEM OF CURRENT ACCOUNT DEFICIT:
LARGE FOREIGN OWNERSHIP OF US BONDS

Foreign Ownership of US Stocks and Bonds

Source: Federal Reserve Board and Goldman Sachs www.gloomboomdoom.com



Source: 2005 National Priorities Project, Inc.

GROSS FEDERAL DEBT
(in trillions of $2005)
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CHINESE YUAN: AN IMPORTANT UPTURN

Source: Ron Griess, www.thechartstore.com www.gloomboomdoom.com



Source: Ron Griess, www.thechartstore.com

INDIAN RUPEE, 1973-2007
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URBANISATION IN ASIA

24

Source: UNPD
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GLOBAL PROPERTY PRICES

Asia versus Anglo-Saxon Countries

Source: The Bank Credit Analyst

Chinese Property Prices
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THE FINANCIAL REVOLUTION AT WORK:
WHICH WAY WILL DEBT LEVELS GQO?

Source: GaveKal Research www.gloomboomdoom.com
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CHINA MOVING UP THE VALUE-ADDED CHAIN!

China’s High-Tech Sector China’s Massive Productivity Gaingn
Higher Value-Added Industries

Source: The Bank Credit Analyst
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CHINA’'S SHARE OF WORLD COMMODITY
CONSUMPTION (2004)

Source: Goldman Sachs www.gloomboomdoom.com



Source: Stifel, Nicolaus & Company, Inc

OIL CONSUMPTION
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WORLD OIL DEMAND

China Crude Oil Demand

Source: Ed Yardeni, www.yardeni.com

India Crude Oil Demand
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CRUDE OIL DEMAND IN ASIA AND IN OPEC
COUNTRIES, 1986-2007

Source: Oil Market Intelligence Source: Ed Yardeni, www.yardeni.com
www.gloomboomdoom.com
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BY HOW MUCH CAN WORLD OIL SUPPLIES
INCREASE?

Source: Ed Yardeni, www.yardeni.com www.gloomboomdoom.com
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THE GEOPOLITICS OF OIL

Chinese Share of World Oil Demand and
Production

Source: The Bank Credit Analyst

Map of Iran

Source: Perry-Castaneda Library Map Collection
www.gloomboomdoom.com



THE SCO INCLUDES CHINA, RUSSIA, KAZAKHSTAN,
KYRGYZSTAN, TAJIKISTAN AND UZBEKISTAN

Observing Members: India, Pakistan, Mongolia, Iran!
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Source: 1999 MAGELLAN GeographixSM, (805) 685-3100: www.gloomboomdoom.com

www.maps.com
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THE GEOPOLITICS OF OIL IN ASIA: THE CONTROL
OF THE SEA LANES
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RISING COMMODITY PRICES LEAD TO

INTERNATIONAL TENSIONS —
WARS LEAD TO SOARING PRICES

PPI for Energy, Agriculture, Metals and All Commodities, Y/Y%, 10-yr. M.A.

Source: US Bureau of the Census, Historical Statistics of the www.gloomboomdoom.com
United States, Colonial Times to 1970, Legg Mason Format
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LONG CYCLES IN COMMODITY PRICES, CONSUMER
PRICES AND INTEREST RATES

Source: Barry Bannister, Stifel Nicolaus, BLS, US Census www.gloomboomdoom.com
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MONEY SUPPLY GROWTH AND INFLATION

Source: Barry Bannister, Stifel Nicolaus www.gloomboomdoom.com
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COMMODITY PRICES: SOME BUBBLES, BUT STILL
LOW IN REAL TERMS

Real Raw Industrial Prices Farm Commodity Prices

Source: The Bank Credit Analyst Source: Barry Bannister,
Stifel Nicolaus www.gloomboomdoom.com



Source: The Bank Credit Analyst
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BOND YIELDS DIVERGE FROM OIL
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IS THERE A CHINESE STOCK MARKET BUBBLE?

Shanghai A-Share Index and Nominal GDP, New Account Openings, 2004-2007
1992-2006

Source: Credit Suisse

Bank Deposits as a percentage of GDP, 1995-2006

Source: Credit Suisse

Source: The Bank Credit Analyst
www.gloomboomdoom.com
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JAPANESE STOCKS 1984-2006 COMPARED TO US

STOCKS 1924-1955

Source: The Bank Credit Analyst

Improving Corporate Balance Sheet

Source: Bridgewater Associates
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ASIAN INVESTMENT THEMES

 Real Estate
 Healthcare
 Local Brands
« Commodities

Share of Organised Retail Activity

Source: Christopher Wood, CLSA

e Tourism
 Financial Services
e Infrastructure
 Plantations

Car Ownership

Source: The Bank Credit Analyst
www.gloomboomdoom.com
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DOW JONES INDUSTRIAL AVERAGE MONTHLY-
ADJUSTED FOR INFLATION BY THE CPI 1885-2004

Source: www.thechartstore.com www.gloomboomdoom.com



Source: www.sharelynx.com
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DOW GOLD RATIO 1800-2006
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CONCLUSIONS 46

Secular downtrend in interest rates, which began in 198bas ended.

Secular uptrend in commaodity prices is still intact. Shap corrections should be
expected.

China and other rapidly growing emerging economies are increasgly having an
inflationary impact on the world.

Central bankers are becoming hostage to inflated asset marketShould tight
monetary policies become necessary their implementation Wwile difficult.

However, the market may from time to time bring about tight monetary conditions
by curtailing the availability of credit.

Stagflation with asset prices in real terms declining is distinct possibility in some
countries.

Resources nationalism and resource driven geopolitics wilrely continue to
increase international tensions.
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