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to pick up in the next guarter.”

Atk true, Caesar. Rome ts declining, but I expect it
Beijing, 2nd November 2011
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For a systemic crisis with political economic and gecdydi
i effects RED ALARM and possible “salvation” only thanks & massive
. ! | intervention of EU and IMF, which is reminiscent of thesidn countries
i““i after the crisis of '97,.

i We'll see the light at the end of the tunnel only wikie tconsolidation of
I] macros.Problems remains for economic policy: the reallehge for EU
and US Market’ Autorithies.
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June '10 vs Today: European Peripherals

ECB Balance Sheet

| '”". ECB Policy Rate

ECB Sovereign
Bond Purchases

EU Actions

June 2010 Today
€2.1tn €2.0tn
1.0% 1.5%

SMP launched in May  Began purchases

"10; purchased ~€78bn of of ltalian and

Greek, Irish, and Spanish debt last
Portuguese bonds week
Establishment of EFSF;  Enhancement of
completion of first round EFSF; more
of bank stress tests in siress tests;
Jul additional aid
to Gresce
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EU banks vs SOVX

Beljing, 2nd November 2011
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Sovereign Risk vs. Country Risk

Country Risk

Transfer Risk Sovereign Risk

Country Risk: is the risk of losses caused by evenis in a specifi c country which may be

under the control of the government but not under t he control of a private enterprise or
individuals. This may imply that the repayment of a  ssets within a specific country will be
ultimately prevented by actions of the country's go vernment (e.g. transfer risk, expropriation
risk, legal risk, tax risk, security risk) or by a deterioration of the economic and/or political

environment (e.g. sharp recession, currency and/or banking crisis, natural disaster, war,
social unrest) in a country

Sovereign Risk: the risk that the government cannot service its own debt on a due date.

Transfer Risk: the risk that a country will impose restrictions on access to foreign
exchange by residents in order to avoid running out of foreign exchange. This type of
country risk only applies to private borrowers.

Beijing, 2nd November 2011




From Sovereign Risk to Transfer Risk

£ v & Country Risk
| | ,5,' Transfer Risk SoveIcan Ri,Sk 2 Sovereign Risk

- Transfer Risk
o - Transfer- and Convertibility Risk: risk that a borrower will be
ﬂ*iié | unable to obtain the necessary foreign currency toepay its
?%a:ihlsiétli!.ﬁ!éif obligations, even if it has the necessary local curreg (usually
g I due to central bank restrictions or national debt escheduling).
= :
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...and Systemic Risk

The recent developments in financial markets and tigsdhat started in 2007 have highlighted the
importance of another type of systemic risk related to ttracture of connections among financial
institutions and their funding maturity. The emergemédinancial instruments in the form of credit
default swaps and other credit derivative productanlsales and collateralized loan obligations has
improved the possibility for financial institutions tovéirsify risk.

However, it has also led to more overlap and more siiida among their portfolios. This has increased
the probability that the failure of one institution is eily to coincide with the failure of other similar
institutions. Combining this with a greater reliancevamlesale short term finance has increased rollover
risk for financial institutions. When a bank is in diffity, investors may fear that other banks with
similar portfolios will also be in trouble and hence mafuse to reinvest their funds. Financial markets
can dry up and push all banks into difficulties.

' (www.bancaditalia.it)

Beijing, 2nd November 2011



Increase in net FX debts of banks and
in their private seciors bormrowers (+)

Fiscal cost recapitalization (+) Refusal to roll over short term
L govemnment debt (+)
- - - —* - - - -
Banking Crisis Debt Crisis Currency Crisis
\\ Defa:.ltt of gov bank loans (+) Incre;se in gov net fx debts (+) / /T

Run on deposits (+)

Tightening in

Loss of trade, mkt access|and monetary poli
increase in externdl
borrowing cost (+) Increase in net
exports (-)
Low domestic
demand (+)

Loss of liguidity
and financial
intermediation
(+)

h

Output Loss

Interaction between sovereign, banking and currency crisis

|

Source: De Paoli, Bianca, Glenn Hoggarth, and Victoria Saporta, 2006, “Costs of Sovereign Default,” Financial Stability Paper MNo. 1, Bank of England.
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UE Macros Fragility

The euro zone's problem children
Public debt, budget deficits, unemployment

Public debt as percentage of gross domestic product, 2011 Unemployment in percent, 2011

Greece b 157.7 20.6
or 0 o I -

14.6

oo 2= I -

12.3
i0.1
: 8.4
Budget deficit as percentage of gross dormestic product, 2011
Ireland i I - -10.5
Grecce bie—e -9.5
S ——

Spain A -6.3
Portugal “ - -5.9
— o
= I = iy B
Italy ' [ | - -4.0 Spain  Ireland Greece Portugal  Italy Euro
countries

Source: Eurostat, May 2011

g |
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UE Macros Fragility (2) Debt/GDP

Italy 0 I N, 1203
Ireland fy I oocic: TN 120
limit: 60%
Portugal N I I 1017
Belgium I I T, o7
France F I R, o .
Lieraiiy A T, 24
Austria — T T 7.
Spain I I .
Malta ¥ I .o Euro-zone
Netherlands ~— I ¢ o Syarege:
7.7%
Cyprus : I | < -0 \ 87.7%
Finland -~ I -0 s
" !E Slavakia o I ¢
L soven I i2.:
4:I | E% m avenia h
5:5‘5“;“5““ Luxernbourg - - 17.2
g% E Source: Eurostat, May 2011
=%
=i:
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Debt Champions

Government debt 2010,
in billions of euros

2,080

Germany

1,843

Italy

1,822

Brazil

by comparison:
global economic 2 1,591
output (GDP) 2010 France
47,081 i 1,351

United

il u!ii “! 51!“' billion euros : . Kingdom

Saurces: EU Cammission, IMF
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Also without a Greek Default Contagion Effects are in

GERMANY $45

LY

Amount owed
between countries
as of Dec. 31, in
billions of dollars.

Italy owes France $511 bill:i.cm,
or nearly 20 percent of the
French gross domestic product.,

‘:E!.;;l With unemployment at
f,..,.‘- 20 percent, Spain has
'i-l:'q“-' SN SCoNoImy among

iy the weakest in Europe.

Eﬁf Spain Portuzal

$1.1 TRILLION = $286 BILLION

Mearly onne-third of Portugal's

m debt is held by Spain, and %.
= both countries’ credit ratings S
f’ have been dropping. E
2
-3‘"\3) =

>

5 S5
& noH # $

|
Beijing, 2nd November 2011

Ssiom
The Finai
Associa

‘



Development in Interest Rates on 10-year Government Bonds
in percent

5.8

Greece
14
; 12 A \ .................
i '
Portugal
| Introduction of eure Lehrnan bankruptey § llreland

e

“: l : "" -"‘ France

ll!IIil : | | e vy '-?Ell-rnam-r

T I I I I I I | I | | | |
1933 199e 1997 1932 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

R EElE =
Sl
i i R = e i

el

Source: Thamson Reuters Datastream
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Emergency Measures
ECB intervention has brought down Italian and Spanish borrowing costs, for now

Yields on 10-year government bonds

B L
-4 Aug. 8: ECB begins buying
Italian and Spanish bonds

?: s
:: o G - , - ' - T T T T i
_ ‘ i 1 2 3 4 5 a 9 10 11 12 15
i it At l o Aug. Source: FactSet Research Systems
{H

il JI i uln'
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Summary of Basel lll Changes Est Phase-out for Non-Compliant RBS Hybrids

= The recent Basel committee FAQ document emphasizes \:ZIL;E{:USSJ
that a portfolio approach will be used to determine the '
grandfathering of legacy Tier 1 securities 9,000

= As step-up Tier 1 securities are disqualified as capital on 8,000
the later of 1 January 2013 and the date of the step, an 7,000
institution may be able to receive significant credit for non-

‘ ' steps for much of the 10-year grandfathering period, 6.000
.x depending on the full portfolio of Tier 1 securities 5,000
= outstanding
e 4,000
J = We believe this will affect the exercise decision and timing 3,000
of calls for Tier 1 securities over the next decade. In
particular, low-coupon non-steps are more likely to be 2,000
;Ecm left outstanding, whe;.reas step-ups are more likely to 1,000
'!i!ff be redeemed at the first call date .

'-:::-:s' 3 14 15 16 17 18 19 20 21 22
wmgem Cap Under Basel Il
=g==Fligible securities

=== ptimized portfolio

i Mote: Total grandfathering base calculated under Basel |ll guidelines (excluding
\ may-pay pfds that are likely to be included under CRD IV)

Source; Barclays Capital

=
=]
a
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EFSF vs EFSM

European Financial European Financial
Stabilisation Mechanism  Stabilisation Facility

Size = €60 billion = £440 billion
Guarantee structure for = EU budget as for all = Cash buffer plus 120% guarantee of
European Community each euro area countries’ pro rata
debt Bonds share of issued bond
Approval required from i i
national parliaments
Loan characteristics * Cannot prefund a programme
: Eligibility for loans » EU countries » Only Euro area countries

R
= Adjustment programme

« Conditionality » Adjustment programme required

; | E% El required
il
e i Borrowing Rate = Lending without extra = Euro Swaps + charge of 350 to 450 bp
g p ‘ g charge as CEE {~3-3.5%) {(~5-6.5%)
iE —
=z
%m@ Beijing, 2nd November 2011
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EFSF vs EFSM 1.

0

April 2010
Rescue Package for Greece

Total loans made available
€110 bil.

Gerrmany Euro-zone
up to countries
22.4 80

= =

SSIOM FOrREX -

The Financial Markets
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P

=

Source; DER SPIEGEL

Association of Ttaly

Defenses Against Default
Bailout measures for European crisis countries, in billions of euros

Guarante
the EU's hudget

60

ed by

May 2010
EU Euro Rescue Fund
Ermergency loans and credit guarantees for

troubled euro-zone countries, expires in 2013
Up to €750 bil.

European
Financial Stability
Facility (EFSF)
~red

it

countrie
440

In practice, only €250 bil. of that can be
uszed, The rest acks as security thus far
intended for Ireland. Discussions on aid for
Paortugal are ongoing,

Beijing, 2nd November 2011

From 2013 onwards

European Stability Mechanism (ESM)
Available Capital / Guarantees
Approximately €620 bil.*

*including dver-collateralization In order ta
rralntain a top rating

SErmiany

Metherlands 35.4
Belgium 21.6
Greece 17.5
Austria 17.3
FPortugal 15.6
——— Finland 11.1
Rernaining

euro countries 22.2

22




EFSF vs EFSM 2.0

Scope of the Euro Rescue Fund and the Financial Needs of Crisis Countries
in billions of euros

EFSF Rescue Fund

255 185 440
(approved by patliaments) {agreed to by
mEﬂt
3|

795

ey | ] |
Portugal Ireland Greece i Spain Italy

Ay = == T

In the PIIGS states, government bonds totalling €795 billion will corme due by the end of 2013,
Faor Spain, the volume of the fund rmay still be sufficient, But the addition of Italy, the third-largest
econory in the euro zone, would overwhelrn the EFSE

Source: Thomson Reuters Datastraam; Hug, 22011

Gt
=
©
a

Association of Italy
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EFSF vs EFSM 3.0

Amounts in play

sociation of Ttaly

i
Funding needs (2012-2014)
Official funds Eral-Everaned :
25x :
B e b R TS
0 250 500 760 1000 1260 1600
i Source: EFSF
; I b ﬁl
I!
,!
1
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BRICS EMPOWERMENT AND US LOOSE AAA
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ErMM vws . [DOM As you can see, in the pre-crisis boom years emergingamkets consistently

~Frvate sector cradit growth (% yly, mid-weighted) grew at a real rate some four percentage points faster #im the advanced world.
35% - And sure enough, the situation is almost exactly the sa@e today; as of Q1 2011
—EM EM real growth is 6% y/y, compared to less than 2% y/y forDM. Then turn to
0% 1 Developed industrial production in ; the pattern holds here as well. There has been no
253 | delinkage whatsoever in the shape of the two lines in thehart - but emerging
markets are consistently growing a much faster pace thatheir developed
20% 1 counterparts. Beta correlations are essentially equdb one in every case, but

there's no mistaking the steady, wide gap between theM and DM lines in each
chart. We live in a globalized world, and if you look & macro/market

10% fluctuations in EM and DM you will inevitably find beta correlations that are
close to one. However, over the past decade you have alsond that emerging
alphas— the absolute growth rate around which those fluctuatios occur — are
0% N T consistently and significantly higher than their develod counterparts. And it
is the structural increase in these alpha coefficients sce 2000 that constitutes

15% A

5%

=% the “real” decoupling in EM. The point is to show that the emerging alpha
01 02 03 04 05 06 07 08 09 10 11 : o2 . :
T —— decoupling story is still going at full strength. Lookng forward, most
Source. IMF, Haver CFIC important and fundamental view is that despite difference in individual
ol Y

e T
i .fv;" -

country specifics, emerging markets as a group will contiue to outperform in
macro terms for years to come. As discussed this is becausf theyawning gulf
between underlying balance sheet conditions in EM and DM

Emerging Markets PE / Developed Markets PE
(100% = Parity between PE Ratios)

e
AturanaguietEl
: aeguall

TR
g'h”‘:' +y Purindee Criib,
i | LT

b ey,

e
W'arkd | relative PE's

dew slisations Crash Financial | A

150 ‘/ Crisla | moderating
1.25% q |
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E M W D M Percentage of World Consumption - |-—:.—_ =g eoroman

40%

a5

30 tn 2005, fhe US
CO, Credit Suisse, FGRP, IMF g fmf‘” —> /—//

a5
i 2D, m
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1990 1992 1994 1996 1908 2004 2001 2004 L0086 L0038 2010
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“We generally consider Middle Class as thosewithincomes =56,000 and
i =530,000. But, to compare BRICs to theG7, we included estimates for all
@' Beijing, 2nd N people>36.000-i & both the middleand upper class
Source: Goldman Sachs
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5% Millions
= of people Millions in the BRICs to Enter Middle Class
Income Bracket by 2020, Far Surpassing the G7
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EM Asia CPI, % y/y change versus 3M/3M saar

g Y m3MEM AR

4 -
3 -
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1 1
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Source: Bloomberg
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VIX index and Asian dollar index (ADXY)

35 111
30 4 + 113
25 - + 115
AT 1':,"'
T:%'IE_:”“'“"“ : all 2[] | i "I ?I?
rl 15 - + 119
i
L8
i | | |
]1 il [ﬁ "hi 10 ' ' ' — 121
5 Aug-10 MNowv-10 Feb-11 May-11 Aug-11
Ij VIX Index Asian dollar index (inverse, R5)

Source: NBS, CLIC
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| Chinese Fundamentals

Currency reserves Inflation 3.9 Leading interest rate
in trillions of dollars in percent E‘“ 75 - in percent
3.0- 4.8 - '
2.5~ T‘D -
&= 33 :; :
e +424% ek
10~ vs end-2004 18 ¢ e
| 0.5~ 2
' lr' Source: IMF, Thomsan Rewters Datastream, ® Projection
l 12005/ 06 | o7 |08 | 09 10 /11 2005 06 07 08 09 10 U |2005| 06 | 07 |08 | 09| 10 |1
El
= -0.7
ifi"fﬁi'“ﬁ? gl Chart 1. China’s public debt Is manageable
|
|]“ 250 o (%)
il :‘{%ﬂ-" .] i; 1
Ll
SR f"*"‘ hetdl 150 |
o
';';{:'h‘ M-! K 100
Al I l A ==
by : — —
E Japan Greece Brazil China Russia
'i Source: IMF, HSBC
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CHINA: lead Asian powership inside G20, thanks dasmore open BRICS economies

than the rest of EM world

Top 20 financial institutions by market capitalisation, $hn, 1999-2009

Mouseover chart for more information. Click on bank to highlizht it and frack its progress.  |Reset hank highlight|

E Citigroup
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=4 13BC
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E Banco Sartander
(@] Sumitomo Bank

Top 20 financial institutions by market capitalisation, $bn, 1999-2009

Mouseover chart for more information. Click on bank to highlight it and track its progress. | Reset bank highlight
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Ten year to make the difference?....already in 2015!

Climbing the GDP ladder

1995 2004 2010 2015 2020

Country UsSsbn Country uUssbn Country Ussbn Country Ussbn Country uUs$bn

1 us 7,342 1 us 11,712 1 us 16,092 1 s 20,738 1 us 26,724

2 Japan 5,283 2 Japan 4,623 2 Japan 5,768 2 China 6,997 2 China 12,228

3 Garmmany 2,523 3 Germany 2,741 3 China 3,537 3  lapan 6,719 3 Japan 7,827

4 France 1,570 4 LK 2,124 4 Germany 3,357 4 Germany 3,975 4 UK 5,087

5 LK 1,134 5 France 2,047 5 UK 2,947 5 LK 3,872 5 Garmany 4,707

[ Italy 1,097 [ China 1,932 6 France 2,538 [ France 3,036 ] France 3,631

7  China 728 7 Dtaly 1,678 7 taly 2,009 7 Italy 2,334 7 India 3,413

8 Brazil 704 B Spain 1,040 8 Spain 1,392 B India 2,281 8 Italy 2,712

9 Spain G603 o Canada 978 ] India 1,235 o Spain 1,775 9 Spain 2,264

Hi 10 Canada 582 10 India 591 10 Canada 1,229 10 Canada 1,486 10 Canada 1,797

! ' 11 Metherlands 415 11 Mexico 676 I 867 11 Australia 1,121 11 Australia 1,450
| 12 Russia 396 12 Australia 637
J E] 13 Australia 372 13 Brazil 604
: ‘; 14 India 355 14  Russia 581

Source: World Bank, CLSA Asia Pacific Markets
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COMMODITIES POWER:

Consumption of 2005 2020 Per-capita consumption
"' key commodities (kg/person)

| Chindia As a % Chindia As a % Chindia  Chindia World
‘ Julizll_) of world of world current 2020  current
1l Steel 353 35 745 41 146 270 157

i
<4 Aluminium 8 24 24 41 3.2 8.6 4.9

|
 Nickel 0.20 16 0.56 25 0.08 0.20 0.19
{{ Copper 4 25 11 37 1.7 4.1 2.6
L oi 443 12 958 18 183 348 593
~ Cement 1,134 55 1,919 52 469 696 318
;23;:; Coal 2,479 51 5,574 64 1,025 2,023 752
| Iron ore 600 40 1,394 52 248 506 231
./ Cotton 13 51 34 76 5.2 12 3.9
31 21 57 26 13 21 23

Source: CLSA Asia-Pacific Markets, CEIC, Statistical Qutline of India
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Amount of debt accumulated by US Presidents
Share of US debt in percent

U.S.A. worries:

President Obama
(from 20097

Priar £to
Rornald Reagan
(up to 1921)

----- Rornald Reagan
(1921 to 19589)

Total
14.3 trillion
dollars

Geoarge W, Bush
(2001 to 20097

................................................ George H.\W. Bush
(19239 to 1993)

Bill Climton
(19932 to 2001)

Source: Mew York Times

uUs federal budget expenditures in select areas
in billions of dollars

Defense and

funds for veterans
Health care

Social security
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Source: IS Sowvernmeant
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Federal Budget 2011

2.2 trillion
dollars in
revenue

lal insuranc

37 %0

The Fed

| Revenue and expenditure of the US Government

Deficit
1.6 trillion
dollars

Health care

Social security
trust funds

|
13 J

[ i !

Bty

iRl
3

otrher government

I ;' trust funds
i
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Total
14.3 trillion

dollars

13.8%

Beijing, 2nd November 2011

U.S.A. worries (2):

3.8 trillion
dollars in

expenditures,

Cther

33%0

Foreign countries

FPublic debts
rincludes pension
furnds, US banks)

Source: Mew Work Tirmes
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U.S.A. worries (3):

ASSIOM FOREX .

The Financial Markets

Beijing, 2nd November 2011

Association of Italy



U.S.A. worries (4):
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Bernanke “Twist”:
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“Manos a l'aire” for new Countries in Power
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