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Still Only a BBB Expansion — Bumpy, Below-Par, Brittle

Global Real GDP Growth (%)
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Large Growth Divide within G3 and within the Euro Area

G3 Real GDP Divergence Euro Area GDP Divergence
Real GOP Levels (index 200301=100) 104 Real GDP (2008 Q1 =100)
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The EM-DM Divide: Global Growth Made in EM (>80%)

Global Real GDP Growth (%)
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The Future of Europe

Fizcal 7 Paolitical Union

Matrimonio all' European
Italiana M Renaissance
*Fizcalipoliica union proceed *Fizcal federalzation
Bt large economic divergences remain =Reforms and rebakancing work
*Requiring big fiscal transfers =Euro turnz inta main global reserve currency
E_conumm P - Economic
Divergence -~ - Corvergence
= Rising political and sacial tensions = taove to fizcal union stalls, more tensions emerge
= Reforms and rebalancing fail = But tough reforms and adustment effarts succeed
= Euro breaks un = Europe stumbles but doesn't fal
Eurcpean v Staggering on
Divorce Political Fragmentation

Source: Morgan Stanley Research
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China — Roadmap to Boost Consumption

actors Affecting
Consumption Growth Policy Measures
in China

Faster Pace Of Wage Growth

Low Wage Share in Moving Up The Value Chain
GDP

Shift Towards Services
Sector

SUSTAINABLE
BOOST TO
CONSUMPTION

Extend Provision Of Social GROWTH

Services

Lack of Social Increase Fiscal Expenditure
Security In Social Services

Potential Registration Of
Urban Migrant Households

Morgan Stanley

Fiscal Policy to Play Important Supporting Role in
Transition Towards Consumption

High Share of Government and Focus on Developing Services Sector

Corporate Saving
% of GDP

50% China targets fo increase

service sector share of GDP

0 47% by 2015 inits 120 —> @&

40% Five-Year Plan (2011-15)

30% T

2011 Share: 43 1%

Household Savings

10%
China’s Services Sector
Govt Savings (% of GDP)
0%

g_ g g % g % E g % 1980 1986 1992 1998 2004 2010

Morgan Stanley




Strategy #1: Moving Up the Value Chain
Strategy #2: Improving Access to Social Services and Housing

Increasing Number of Graduates Planned Increased in Expenditure
Entering The Workforce on Social Services

Govt proposes fo raise
70 Millions 0% education spending to —+ &
4% of GDP in 2012
60

2011 Share: 3.4%

n
10 -0 Govt Expenditure on
I Education (% of GDP)

o N

199195 2001-2005 2011-15E 2000 2004 2008 2012
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2012 2013 2014
Current | 30 4Q 1Q 2Q 3Q 4Q 1Q

EUR/USD| 1,29| 1.32] 1.34] 1.30] 1.25] 1.20] 1.15| 1.20
USD/JPY 78 80 84 85 87 89 90 90
GBP/USD| 1.61| 1.61| 1.61] 1.59| 1.54| 1.52] 1.51| 1.54
USD/CHF | 0.94| 0.91| 0.90] 0.85| 0.8] 0.96| 1.03| 1.03
USD/SEK | 6.58| 6.55| 6.57| 6.62| 6.80| 7.00] 7.22| 7.00
USD/NOK | 5.75| 5.64| 5.60| 5.62| 576 592| 6.09| 5.92
Usb/cAD | 0.98| 0.95] 0.93] 0.95| 1.00] 1.01| 1.03| 1.02
AUD/USD|  1.05| 1.04| 1.05| 0.99| 0.92] 0.90] 0.88| 0.90
Nzp/usD | 0.82| 0.83] 0.86] 0.82] 0.76] 0.75| 0.74| 0.75
USD/CNY | 6.33| 6.30| 6.30] 6.30| 6.30] 6.27| 6.24| -
USD/TWD | 29.61| 30.25| 29.75| 29.44| 29.13] 28.81| 28.50| -
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