The European House

Ambrosetti

PRESENTATION BY JACOB A. FRENKEL

AT THE FORUM:

“INTELLIGENCE ON THE WORLD, EUROPE, AND ITALY”

“Villa d'Este”, Cernobbio - September 7, 8 and 9, 2012

Working paper, September 2012.
Kindly authorized by the Author.

This document is reserved to customers of The European House-Ambrosetti’s updating services for their personal
use. No part of it may be copied, made available in any way to third parties or used in any form, commercial or not,
without The European House-Ambrosetti’s prior written consent. Further information on terms and conditions can
be found at www.ambrosetti.cu.

Copyright absolved



Imbalances in The World

Economic System

Dr. Jacob A. Frenkel

Chairman, JPMorgan Chase International
Chairman of the Board of Trustees,
Group of Thirty (G30)

- Intelligence on the World,

¢ | Europe, and Italy

- | The European House, Ambrosetti

¢ Cernobbio, ltaly

September 7-9, 2012 J.P.Morgan Chase

Five Global Imbalances

« Imbalances in Global Growth

« Imbalances in International Payments
- Imbalances in Macro Policies

« Imbalances in the Euro-System

« Long-term Demographic Imbalances

9/5/2012




Imbalances in Global Growth

« Global Growth Projections

« The Rise of Developing Countries
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Global GDP Growth (%)

(Percent change)
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Real GDP Growth (%) World Economy

GDP Growth
(Avg Annual Growth Rate, Constant Prices)

Industrial Countries 2.6 -3.6 3.2 1.6 1.4 1.9
Developing Countries 7.3 2.8 7.5 6.2 5.6 5.9

Source: IMF, last update Jul 20 2012, WEO (2011 & 2012 Forecast)
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Real GDP Growth (%), Select Countries

6 (Annual % Change)
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Global GDP Shares
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Imbalances in International Payments
« The Volume of World Trade

« China and the Trading System
« The Destinations of Exports
« Current Account Imbalances

« Savings Imbalances
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World Trade Volume

2010: 12.8%
2011: 5.9%
2012: 3.8%
2013:5.1%

(Percent change)
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Source: IMF, av. Annual growth rates, last update Jul 20 2012, WEO (2012 & 2013 forecast).
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China’s Role in Global Trade (bill. Usd)
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Source: National Bureau of Statistics of China, 12-months through July 2012
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European Union Exports by Destination
2000 2012

5.2%

Source: Eurostat, Last Observatlon: Mar 2012

11 J.P.Morgan Chase

9/5/2012

U.S. Exports by Destination
2000

Source: US Department of Commerce, Last Observation: Jun 2012
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Current Account of Balance of Payments

(U.S. dollars, bill.)
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Gross National Savings as a % of GDP
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Imbalances in Macro Policies

- Central Banks’ Interest Rates
« Nominal and Real Interest Rates
- Central Banks’ Balance Sheets

 Fiscal Deficits and Public Debt

15
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Central Banks’ Policy Interest Rates
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Nominal and Real Rates: Developed Markets
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Total Assets of Key Central Banks
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Fiscal Positions: General Government
Balance

(Percent of GDP)
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19 J.P.Morgan Chase

9/5/2012

Fiscal Positions: Net Debt

(Percent of GDP)
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Imbalances in the Euro-System

« Growth Rates Imbalances

Unemployment & Productivity

Budget Deficits and Public Debt

Savings and Payments Imbalances
Spreads, Yields, and CDS

“Bad Zones”
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Real GDP Growth (%), Select Euro area
countries

(Percent change)
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Unemployment Rate (%): US and Euro
area
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Unemployment Rate (%): Select Euro
Area Countries

(% of Labor Force)
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Relative Unit Labor Costs,
Manufacturing Sector

(index, Q1 2001 = 100)
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Fiscal Position: General Government Balance
- Select Euro Area Economies
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Fiscal Positions: Net Debt — Select Euro
Area Economies

(Percent of GDP)
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Change in Gross National Saving Rate:
Select European Counties (2000 - 2011)

(Difference, in % between 2000 & 2007 in Saving Rate)

(Difference, in % between 2011 & 2007 in saving rate)
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10yr Government Bond Yields

(Yield, %-pts)
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10yr Sovereign Bond Spreads
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Italy 10yr Sovereign Spread and Gross Debt

(spread in basis points) (% of GDP)
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Italian Sovereign Yield Curve
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German Sovereign Yield Curve

Yield (%-pts)
5.0 -

4.5 -

1/2/2008

4.0 -
e

—_

3.5 -
3.0
25 4
2.0 -
15
1.0

0.5 -

1/3/2011

.%

9/5/2012

3yr Syr 10yr

Maturity

1yr 2yr

Source: Bloomberg Market Data, Last Observatlon: Sep 05, 2012

20yr

35
9/5/2012

J.P.Morgan Chase

European Sovereign and Corporate CDS

Spreads
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Gross Government Debt and Budget
Deficit (% of GDP 2011)
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Gross National Saving Rate and Budget
Deficit (% of GDP 2011)
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Long-Term Demographic Imbalances
« The World

- Developing Countries
- Developed Countries

- Dependency Ratio
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World Demographic Challenge

Change in population, 2010-2030 (millions)
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Developing Countries Demographic
Challenge
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Developed Countries Demographic
Challenge

Change in population, 2010-2030 (millions)
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100

90 -
80 -

ee00cecceoeooce ]

oocucooo"'. OCO0O0C -
N — —e
60 -
50 -
40 |
—&— Brazil Western Euope Japan —@— United States of America — = India
30 T T T T— T T T i
2010 2020 2030 2040 2050

Source: UN Population Division




U.S. Unemployment, by Duration

(Share of total unemployed)
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U.S. Unemployment, by Duration

(Share of total unemployed)
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U.S. Unemployment, by Level of
Education

(Unemployment Rate in %)
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