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Cyclical bull market or bear market rally?
Phase |, [l and Ill of a stylized cyclical bull market
Entering Phase [lI?

EM vs. DM
« Structural tailwinds vs. structural headwinds
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S&P500 & DJIA inflation adjusted indices (1896 to 2009)
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What Drives Recessions?

1.  Shocks

.. Oil price shocks
il.  Inflation shocks

2. EXxcess
. Overstretched companies
il.  Overstretched, & therefore vulnerable, financial sector

3. Bubbles bursting
. e.g. 2000 stock market bubble
ii. 2007 Housing bubble
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US Corporate financing gap (as % of GDP) shown with recessions

5 J
grey shaded areas represent NBER defined US economic recessions
41 .
cashflow worsenjng
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as % of GDP
>

1952 1957 1962 1967 1972 1977 1982 1987 1992 1997 2002 2007

— Corporate financing gap
Source: Longview Economics, US Federal Reserve Flow of Funds, EcoWin
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Cyclical Bull Market or Bear Market Rally?

Macro is key — Mini Cycle or Renewed Recession?
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prior recessions ‘
70
60 Tightening lending /
standards
501

P
-l v

30

Percent

20

10

-10

-20

-30

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10
— Dom. respondents tightening standards for C&l loans, large & medium
—— Domestic respondents tightening standards, commercial real estate loans

—— Dom. respondents tightening standards for C&l loans, small
Source: Reuters EcoWin
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Steepness of US yield curve & US economic recessions
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US ISM manufacturing: Production less
Inventories (6 month moving average)

Mid cycle
slowdowns

Recessions __ .~ = =
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Source: Reuters EcoWin
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OECD LEIs - 2004 mid cycle
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Phase Il of a stylised cyclical bull market...
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S&P 500 and 1 year US bond yields post
the 2001 recession

S&P 500 in 2004 (Phase
1)
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Other examples

S&P 500 and 1 year US bond yi

post the 1973-'74 recession

" L{ Shaded areas represent NBER defined US recessions
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S&P 500 and 1 year US bond yields
1981-‘82 recession
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US S&P500 vs. US 1 yr
bond yields

3.5

3.0
Phase Il
25 Sl
L
ﬂ”\,l
20 iy p \wf\ /A
{ ! TRTi
]
15
1.0
0.5
™
N Y A
0+ T T T T T T T

Jan Mar May Jul Sep Nov Jan Mar May Jul Sep Nov Jan Mar May Jul Sep
08 09 10
— —| S&P 500 {—— 1 yr bond yields

1500

1400

1300

1200

1100

1000

900

800

700

S&P 500

Source: Reuters EcoWin

Index

290

280

270

260

250

220

2101

200

190

180

170

160

Phase Il in Europe
(EuroSTOXX broad index)

Highs - back in mid April high

Phase Il in
Europe...

T

Mar May Jul Sep Nov Jan Mar May Jul Sep

09 10
200d mav. —— 50 day mav. #  EuroSTOXX Broad Index
Source: Reuters EcoWin

Nov-10 www.longvieweconomics.com 13



P
= &
longviewv

economics

Phase | & Il - S&P500

Bear market low | Phase I rally Phase Il pullback Duration
Mar-09 80% 16%...s0 far 4 months
Mar-02 45% 8% 6 months
Oct-90 63% 9% 2 or 10 months
Aug-82 66% 14% 9 months
Oct-74 73% 19% 18 months
May-70 51% 14% 7 months

Source: Longview Economics
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China stock market (Index level)
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Look East....

China, Shenzhen SE, Real Estate
Shanghai Composite Index, Close, CNY
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US ERP (%) - close to record highs
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Structural DM Headwind
Required Fiscal adjustment as % of GDP -

Advanced economies
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Emerging Market Leveraging

Brazilian Capex boom...

Indian Corporate lending (Y-0-Y %)
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credit growth - modest re-acceleration
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Cyclical bull market underway

Classic Mid cycle (inventory led) slowdown

Phase Il in stylized cyclical bull market

Asia/China to lead West into Phase Il|

Emerging Markets preferred over Developed markets

ov-10 WWW.longvieweconomics.com

19



P
- \:.p‘
longviewv

economics

. Disclosures: This report has been prepared for information purposes only and is not a solicitation, or an offer, to buy or sell any security.
It does not purport to be a complete description of the securities, markets or developments referred to in the material. The information on
which the report is based has been obtained from sources which we believe to be reliable, but we have not independently verified such
information and we do not guarantee that it is accurate or complete. All expressions of opinion are subject to change without notice. This
report has been prepared solely for the person to whom it is addressed and must not be relied upon by any other person for any purpose
whatsoever. We accept no responsibility whatsoever for any investment or asset allocation decision taken on the back of any or all of the
information and/or advice in this report.

. Longview Economics is not authorised nor regulated by the FSA.
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