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Federal Government Debt

Billions of dollars, end of month or fiscal year
Excludes Agency-issued debt

Held by Held by Public Held by Private Investors
Total Agencies Federal Foreign and
Public Debt and Trusts Total Reserve Banks Total International

2007 9007.7 3958.4 5049.2 779.6 4269.7 2237.2
2008 10024.7 4210.5 5814.2 476.6 5332.0 2799.5
2009 11909.8 4355.3 7554.5 769.2 6782.7 3497.0
2006 March 8371.2 3498.4 4872.8 758.5 4114.0 2084.5
June 8420.0 3622.6 4797.5 766.4 4030.8 1979.8
September 8507.0 3663.8 4843.2 768.9 4074.2 2027.3
December 8680.2 3779.0 4901.2 778.9 4122.1 2105.0

2007 March 8849.7 3795.4 5054.3 780.9 4273.1 2196.7
June 8867.7 3924.7 4943.0 790.5 4152.6 2193.9
September 9007.7 3958.4 5049.2 779.6 4269.7 2237.2
December 0229.2 4092.9 5136.3 740.6 4395.7 2352.9

2008 March 9437.6 4103.6 5334.0 591.2 4742.9 2507.5
June 9492.0 4207.0 5285.0 478.8 4806.2 2587.2
September 10024.7 4210.5 5814.2 476.6 5332.0 2799.5
December 10699.8 4327.2 6372.7 475.9 5893.4 3076.3

2009 March 11126.9 4290.6 6836.3 492.3 6341.7 3264.7
June 11545.3 4368.8 7176.5 656.5 6518.5 3382.1
September 11909.8 4355.3 7554.5 769.2 6782.7 3497.0
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Darkening Future

Over the past decade, the outlook for U.S. government finances has
deteriorated sharply. Projections” for the U.S. public debt as a share
of annual economic output from March 2001, June 2008 and now.

*Based on the budget policies of the administrations in power at the time.
Source: Alan Averbach, University of California Berkeley
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State Deficits

Fiscal years 2009 - 2011: $256 billion gap

California has worst problems: $20 billion



Fitch affirmed the AAA rating of the US. Their argument was that “the
near term risk to the ... AAA status is minimal given its exceptional
financing and economic flexibility and the U.S. dollar’s role as the
world’s predominant reserve currency.”

Moody’s comments on US debt. “Unless further measures are taken to
reduce the budget deficit further or the economy rebounds more
vigorously than expected, the federal financial picture as presented in
the projections for the next decade will at some point put pressure on
the AAA government bond rating.”



Sovereign Debt Issues

Greece

Portugal

Spain

Japan





















Country

China, Mainland
Japan

United Kingdom 2/
Oil Exporters 3/
Carib Bnkng Ctrs 4/
Brazil

Hong Kong

Russila

Luxembourg

Taiwan
Switzerland
Germany

France

Canada

Korea, South
Ireland

Singapore
Thailand

India
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A Lender Steps Back

Percentage of net new Net new U.S.
U.S. debt bought by China government borrowing

$1.5 trillion

'02 '03 '04 05 '06 '07 '08 '09* '02 '03 '04 '05 '06 '07 '08 "09
*through November



Percentage of outstanding U.S. Treasury securities owned by China

02 ‘03 '04 '05 '06 '07 '08 '09 Nov

Note: Figures are based on U.S. Treasury estimates of Chinese holdings,
excluding Hong Kong, and include both government and private holdings.
U.S. debt figures are based on publicly held Treasury securities.

Source: U.S. Treasury, via Haver Analytics



Country Indicators For Foreign Policy
(Tarleton University, 2007)

Human Rights Rankings (188 countries)

Afghanistan: 173
Iran: 177

Cuba: 180
Iraqg: 183



China's Rank: 185

The only countries below China are:
Burma
Sudan

North Korea



Renminbi Is Not Among The Most Traded Currencies

Top Currencies By Foreign Exchange Turnover In April 2007

m Daily average turnover

(B, USS)
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yan gollar

Source: Bank for Intemational Setttements Triennial Central Bank Survey of Foreign
Exchange and Dervatives Mariket Activty in 2007

© Stangard & Poor's 2010.




Up, up and away | A look at China’s property indicators

New construction is booming As prices surge at their fastest pace
at an unprecedented rate ... in two years...

New floor space started, National average property prices,
year-to-year percentage change annualized percentage change
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And housing is increasingly unaffordable in big cities.
Years of income required to buy a 100 square-meter apartment

Sources: China's National Bureau of Statistics; Dragonomics



Compensation

GS:  $16.2 billion

JPM: $26.9 billion

C: $25 billion



Why is banker compensation so high?

1. They take inordinate risks which are not fully reflected in the calculation of
profitability
2. Because what they do is not properly competitive

3. Because they take advantage of inside knowledge, stemming from their
involvement in umpteen related financial activities

Source: Roger Bootle (editorial in The Telegraph)

What about shareholders?



Do You Trust This Home Price?

Other neighbors are waiting to sell - so that the supply
is small.

The home sold for $180K, but the buyer’s uncle told the
buyer that he would give him $8K under one condition -

that he buys a house.

The buyer’s other uncle runs a bank and gave the buyer
a below-market-rate mortgage.



Public Assistance

Share of FHA-backed loans
in total mortgage market
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“Through Sept.
Source; Inside Mortgage Finance



Looming Trouble

Mortgages insured by the FHA during the financial crisis are
souring more quickly, eating into the agency's loan-loss reserves.

Percentage of mortgages 60 days or  Loan-loss reserves, as percentage
more past due, by year of origination  of loans outstanding
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Note: Fiscal years end Sept, 30
Sources: First American CorelLogic (delingquency); Federal Housing Administration (reserves)



S&P/Case-Shiller Home Price Indices
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Home Sweet Home

Sales of new homes m———
and total single-family home sales.

8.0 million
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40‘
1989 2009

Source: National Assodation of Home Builders



Total Loans and Leases in Bank Credit at Commercial Banks

Percent change from year ago
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Slower Pace

U.S. health spending grew slower in 2008 than it has in decades,
but spending continued to outpace GDP growth.

National health expenditures, National health expenditures,
change from previous year as share of GDP
200“ ........................................... Z% .............................................

0
1970s '80s "90s  '00s 1970s '80s  "90s '00s
Source: Centers for Medicare & Medicaid Services



Growing Role

Public programs are expected to
account for more than half of all
health spending by next year.

Private Projections
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Note: 2009 is estimated

Source; Centers for Medicare and Medicaid
Services



Little Has Changed

1. Rules have not changed requiring banks to increase their capital

Huge firms still exist and this may create systemic risk

3. Wall Street firms still pay more than half of their revenue to employees (and
this increased this past year)

4. Credit ratings agencies are still paid by the people they rate

Trading still accounts for more than half the revenue of investment banks

(making profits volatile)

6. Credit default swaps are still not traded on a public exchange and it is
difficult to monitor exposure to these instruments

7. Investors seem complacent and have piled back into risky markets
(especially emerging markets)

8. Investors are borrowing cheap money to buy risky assets (just like home
buyers did)

9. Westill have huge debt issues...but now it is public rather than private

10. Politicians are still spending more than we take in, this has become a bigger
problem and no sane person believes that our politicians can stop spending

11. Politicians are counting on future growth to solve our problems, just like
home buyers counted on price appreciation

™
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What Will the Future Look Like Without...

Cash-for-Clunkers

Home Tax Credit

Fed Purchase of $1.25 Trillion of MBS
China’s High Growth





