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Conclusion

© Global growth is slowing an interest rates rising

© Major debt defaults are likely in Eastern Europe

© Deleveraging baby boomers stop US recovery

© We are near to the trap of which Bernanke warned us
© QE 1s not a safety net for asset prices

© US equities are very vulnerable at 23X CAPE
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QE Is not preventing degearing

© US households are degearing and bank credit is
contracting

© 66% of US households aged 45-54 have mortgage debt
but only 43% of 65-74 year olds

© Consumer credit provided by the government has risen
400% since 2009

© Creating inflation as the baby boomers reduce bank debt
will be very difficult

© Monetary policy and fiscal policy will have to combine-
forgiveness of student debt?
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US household financial liabilities
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Growth In total US financial liabilities since 1952
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Family holdings of debt, by selected characteristics of
families and type of debt, 2007 and 2010 surveys

Family characteristic Secured by resi property Instalment loans Credit-card Credit lines not Other Any debt
) - balances secured by resi
Primary residence Other property

%o of families holding debt
All families 48.7 5.5 46.9 46.1 1.7 6.8 77.0

Percentile of income

Less than 20 14.9 11 27.8 25.7 * 3.9 51.7
20-39.9 29.6 1.9 42.4 39.5 1.8 6.8 70.2
40-59.9 50.5 2.6 53.9 54.8 * 6.4 83.8
60-79.9 69.7 6.9 59.2 62.1 2.1 8.7 90.9
80-89.9 80.8 8.5 57.4 55.8 * 9.6 89.6
90-100 76.4 21.9 45.0 40.6 2.1 7.0 87.6

Age of head (years)

Less than 35 37.3 3.3 65.2 48.5 2.1 5.9 83.6
35-44 59.5 6.5 56.2 51.7 2.2 7.5 86.2
45-54 65.5 8.0 51.9 53.6 1.9 9.8 86.8
55-64 55.3 7.8 44.6 49.9 1.2 8.7 81.8
65-74 42.9 5.0 26.1 37.0 1.5 4.4 65.5
75 or more 13.9 0.6 7.0 18.8 * 1.3 31.4

Source: Federal Reserve Survey of Consumer Finances
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US home-mortgage debt
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Growth in US home-mortgage debt
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US bank credit
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Is the deflation trap imminent?

© Bernanke warned that the US must never get to inflation
below 1% combined with interest rates near zero

© US bank credit -3% at an annual rate since May
© Feds chosen inflation measure is at 1.1%

© Personal disposable income growth is at levels only
previously associated with recesssions

© A shock to global aggregate demand is coming from EM

© At 23X CAPE are equities pricing in the risks of deflation?
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OECD CPI and OECD CPI ex food and energy
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US personal consumption indicator price index
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Annual personal disposable-income growth
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Emerging market credit crisis has begun

© The EM balance sheet cycle is different from DM

© External debt to GDP ratios are at levels only previously
associated with defaults

© Most EMs are above the 30% trigger level for defaults
© Eastern Europe and Turkey are the most vulnerable

© Short term pressure is on those where foreigners hols
large stakes Iin liquid domestic asset markets

© Europe’s commercial banking system is very vulnerable
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EM gross external debt

US$bn as a % of GDP
Greece 522 210
Hungary 196 155
Latvia 40 143
Slovenia 52 116
Croatia 58 104
Estonia 21 100
Bulgaria 49 94
Georgia 13 87
Moldova 6 86
Romania 130 77
Ukraine 136 77
Slovakia 70 76
Lithuania 31 74
Poland 357 73
Kazakhstan 140 69
Belarus 34 55
Czech Republic 98 50
Turkey 350 44
Chile 119 44
Thailand 140 38
Korea 410 36
South Africa 136 35
Russian Federation 691 34
Malaysia 100 33
Mexico 368 31
Indonesia 253 29
Peru 53 27
Philippines 59 24
India 390 21
Colombia 82 22
Brazil 466 21
Ecuador 17 20
Egypt 38 15

Source: Thomson Reuters Datastream
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EM external-debt maturity profile

Debt securities as % external debt %o of external debt maturing within 1Y
Greece 13 32
Hungary 25 12
Latvia 10 38
Slovenia 27 52
Croatia 19 10
Estonia 7 45
Bulgaria 3 27
Georgia 15 15
Moldova 0 33
Romania 13 12
Ukraine 18 25
Slovakia 32 29
Lithuania 41 19
Poland 36 12
Kazakhstan 13 6
Belarus 6 34
Czech Republic 37 27
Turkey 18 33
Chile 28 15
Thailand 25 41
Korea 53 30
South Africa 49 18
Russian Federation 10 13
Malaysia 3 48
Mexico 73 20
Indonesia 32 18
Peru 21 15
Philippines 36 17
India 11 25
Colombia 38 15
Brazil 25 8
Ecuador 36 0
Egypt 7 18

Source: Thomson Reuters Datastream
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Domestic-currency debt as a percentage of total foreign
Indebtedness

(%90)
Bulgaria 2
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Colombia 7
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Georgia 7
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Romania 12
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Ukraine 2
Uruguay 30

Source: Thomson Reuters Datastream
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Stock-market capitalisation to GDP at end 2012
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EM current account deficits

External debt as % of GDP Current account as % of GDP
Greece 210 (0.3)
Hungary 155 2.1
Latvia 143 (1.8)
Slovenia 116 2.7
Croatia 104 0.0
Estonia 100 0.0
Bulgaria 94 (1.9
Georgia 87 (10.0)
Moldova 86 (10.0)
Romania 77 4.2)
Ukraine 77 (7.9)
Slovakia 76 2.2
Lithuania 74 (1.3)
Poland 73 (3.6)
Kazakhstan 69 4.0
Belarus 55 (5.2)
Czech Republic 50 (2.1)
Turkey 44 (6.8)
Chile 44 (4.0)
Thailand 38 1.0
Korea 36 2.7
South Africa 35 (6.4)
Russian Federation 34 2.5
Malaysia 33 6.0
Mexico 31 (1.0)
Indonesia 29 (3.3)
Peru 27 (3.5)
Philippines 24 2.4
India 21 (4.9)
Colombia 22 (3.4)
Brazil 21 (2.4)
Ecuador 20 (1.3)
Egypt 15 (2.1)

Source: JEDH, IMF World Economic Outlook
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Global implications of the EM crisis

O EMs with external debt above 40% of GDP have borrowed
US$1.9trn from foreigners (US$2.4trn with Greece)

© Poland and Turkey alone have borrowed more than
Lehman Brothers

O In 1982 and 1998 the Fed came to the rescue but EM was
less than 20% of global GDP

© Lagarde thinks capital controls may be the answer to slow
the balance sheet realignment in EM

© How can Bernanke’s monetary policy fix this?
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Treasury yields rising as inflation falls

O It's not just tapering pushing up US Treasury yields

© Foreign central bank ownership of the Treasury market
has fallen from 38% to 34%

© Some key EMs have been selling Treasuries to support
their exchange rates

© Treasury yields rose 40% in 1987 and have now risen
57% from their 2012 lows

O If this rise In yields does not augur more growth and
Inflation It is very bad for equities
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China official reserve growth

160 (%)
140 -
120 -
100 -
80 -
60
40 -

20 A

0] / . . . .

(20)

(40)
Sep 93 Jan 97 Apr 00 Aug 03 Nov 06

Source: Thomson Reuters Datastream

© 2013 CLSA Limited, CLSA Americas, LLC (“CLSA Americas’™) and/or Credit Agricole Securities Taiwan Co., Ltd. (“CA Taiwan™)

IMPORTANT: The content of this report is subject to and should be read in conjunction with the disclaimer and CLSA's Legal and Regulatory Notices as set out at
www.clsa.com/disclaimer.html, a hard copy of which may be obtained on request from CLSA Publications or CLSA Compliance Group (18/F, One Pacific Place, 88 Queensway,
Hong Kong, telephone +852 2600 8888) and/or CA Taiwan Compliance (27/F, 95, Section 2 Dun Hua South Road, Taipei 10682, Taiwan, telephone +886 2 2326 8188).

Mar 10

Page 22

Jun 13




Japan official reserve growth
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Saudi official reserve growth
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Brazil official reserve growth
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Talwan official reserve growth
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Russia official reserve growth
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Hong Kong official reserve growth
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Thailand official reserve growth
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Indonesia official reserve growth
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Korea official reserve growth
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Philippines official reserve growth
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Growth In value of Treasuries owned by foreign central banks
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Foreign central bank ownership of the US Treasury market
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US bond yields and equity prices, 1987
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US bond yields and equity prices, 2013
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Conclusion

© Global growth is slowing an interest rates rising

© Major debt defaults are likely in Eastern Europe

© Deleveraging baby boomers stop US recovery

© We are near to the trap of which Bernanke warned us
© QE Is not a safety net for asset prices

© US equities are very vulnerable at 23X CAPE
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Practical History Course Singapore

© Singapore October 28t and 29t
© Sold out since 2009

© No Asian course 2014

© Ten places left for October

O www.didaskoeducation.org
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Upcoming CLSA Forums

BK=y:\ India Forum 2013

18-20 November, Gurgaon

Japan Forum 2014

24-27 February, Tokyo

Asean Forum 2014

12-14 March, Bangkok

China Forum 2014

12-14 May, Beijing

Investors’ Forum 2014
M 2014' 15-19 September, Hong Kong
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