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Agenda - Tuesday, 13 November
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3:45 p.m.

4:00 p.m.

6:00 p.m.

7:00 p.m.

REGISTRATION

. BREAKFAST AND OPENING KEYNOTE

Welcome and Introduction
Scott Key, [HS Chief Operating Officer

IHS Industry Expert Panel

Automotive: Nigel Griffiths, Chief Automotive Economist, IHS Automoctive
Chemical: Gary Adams, Senior Advisor, IHS Chemical

Global Gas: Robert Inason, Senior Director, IHS CERA

Tight Qil: Pete Stark, Senior Research Director and Advisor, IHS

Welcome
Zbyszko Tabernacki, Vice President, Country and Industry Research and Forecasting, IHS

US Economic Outlook: Slowdown or Something Worse
Nigel Gault, Chief US Economist, IHS Global insight

NETWORKING BREAK

US After the Election: The Difficult Choices Are Stili Ahead
Meoderator: Paul Edelstein, Diractor, Financial Economics, IHS Global Insight
Clive Crook, Columnist and member of the editorial board at Bloomberg View, Senior Editor at The Atlantic Monthly

LUNCEHEON KEYNGTE

Hegional Hotspots [HS Expert Panel

China: Alistair Thornton, Senicr Economist, China Regional Service, IHS Giobal Insight

Europe: Elisabeth Waelbroeck-Rocha, Senicr Director, Center for Forecasting and Modeling, 1HS
Russia/Caspian: Thane Gustafsen, Senior Director, IHS CERA

Quo Vadis Europe: Is There a Path towards Growth and Stability?
Maodsrator: Sara Johnson, Senior Director, Global Economics, [HS Global nsight

How Long a Recession?
Jan Randolph, Director, Soveraign Risk, IHS Global Insight

A Medium-Term Path towards Sustainable Growth and Compstitiveness
Elisabeth Waelbroeck-Rocha, Senior Director, Center for Forecasting and Madeling, IHS Jacob Funk Kirkegaard,
Research Fellow, Peterson Institute for International Economics

NETWORKING BREAK

China: A Global Engine or a Staggering Giant?
Moderator: Todd Lee, Senior Director, Global Economics, HS Global Insight

"Can the Ship Be Stabilized?

Alistair Thoraton, Senior Economist, China Regional Service, tHS Global Insight

Longer Term Challenges .
Xianfang Ren, Senior Economist, China Regional Service, IHS Global Insight

Wither China?
Cheng L, Director of Research and Senior Fellow at the John L. Thornton China Center in the Foreign Policy
Program, Brookings Institution.

RECEPTION

DINNER KEYNOTE
Global Economic Outlook
Nariman Behravesh, Chief Economist, IHS
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BREAKFAST AND OPENING KEYNOQTE

The Middie East, Russia and US: Energy Security and Urgent Geopolitical Challenges

Danfel Yergin, IHS Vice Chalrman

Angela Stent, Director, Center for Eurasian, Russian and East European Studies and Professor, Government and
Foreign Service, Georgetown University

Martin 8. Indyk, Vice President and Director, Foreign Policy, The Brookings Institution

The Weaker Side of BRICs: india and Brazil Facing Tougher Times
Moderator: Nariman Behravesh, Chief Economist, IHS

Structural Reform in India: What Can Be Reasonably Expscted?
Speaker TBD

Can the World Cup and the Qlympics Solve All of Brazil's Problems?
Rafael Amiel, Managing Director, Latin America Economics, [HS Global Insight

The Next Frontier in Global Manufacturing: Beyond China
Laura Hodges, Director, Pricing and Purchasing, IHS Global Insight
Simona Mocuta, Director, Asia Pacific Economics, IHS Global Insight

NETWORKING BREAK

Can Consumers Save the Day? Myihs and Reality of Global Rebalancing
Chris G. Christopher, Jr., Director, Global and US Consumer Markets, [HS Giobal Insight

LUNCHEON KEYNOTE

America’s New Energy Reality; National Opportunities and Challenges of the Unconventional
Oil & Gas Revolution

Jack N. Gerard, President & CEQ, American Petroleum Instituts

Karen Alderman Harbert, President & CEQ, U.S. Chamber of Commarce’s Institute for

21st Century Energy

Your Burning Questions: Q&A Session with IHS Experts
Nariman Behravesh, Nigsl Gault, Jan Randolph, Xianfang Ren, John Mothersole,
Farid Abolfathi, and invited industry experts

Concluding Thoughis
Zbyszko Tabernacki, Vice Prasident, Country and Industry Research and Forecasting, IHS

RECEPTICN

DINNER KEYNOTE

America’s Debt and Deficit Crisis

Erskine B. Bowles, Former Go-Chairman of the National Commission on Fisgal Responsibility
and Reform and Former White House Chief of Staff
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A Synchronized Global Slowdown ? a

- The US economy is stuck in low gear, but a “fiscal cliff” will likely be
avoided, and growth is set to pick up in 2014-15

« The Eurozone sovereign debt crisis may be easing, but most European
economies are in recession

 China—growth is stabilizing around 7.5%, but the outlook is still risky

- Other emerging markets have also slowed, but there are early signs of a
modest rebound

« Oil prices are a potential risk, but inflationary pressure are mostly abating
and monetary policy will remain accommodative

- Exchange rates are being driven by fundamentals and fear—not “war”

« A global recession not likely without further shocks—but we are in a
period of extreme uncertainty

Copyright © 2012 IHS Inc

Purchasing Managers’ Indexes for Manufacturing @
Signal Subpar Global Economic Growth

(Index, over 50 indicates expansion)
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Global Real GDP Growth Will Remain @
Subdued in 2013 -

(Quarter-on-quarter percent change, annual rate)
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The Global Economic Expansion Has Lost @
Momentum -

0 (Real GDP, percent change)

adh N
N

8
6
4 b
2
0

Y I ' A
v

4
1990 1993 1996 1999 2002 2005 2008 2011 2014

--World —Advanced Countries —Emerging Markets

Copyright © 2012 IHS Inc.




World Trade Has Taken Another Hit @a

4 (Exports as a percent of world GDP)
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[
Real GDP Growth by Region @ g

8 (Annual percent change)
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Real GDP Growth in the US, Eurozone, and @
Japan

(Percent change)
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Real GDP Growth in Key Emerging Markets ? a

15 (Percent change)
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Industrial Materials Prices Are Softening ? a

5 (IHS Global Insight Indexes, 2002:1=1.0)
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Oil Prices—A Threat? @ a

« Qil prices are currently supported by anxiety over supply
availability—instability in the Libya and Syria could make things
worse

» Market fundamentals will reassert themselves as the Eurozone
recession continues and global economic growth remains subdued

* Rising production in the United States, Canada, Iraq, Kazakhstan,
and Brazil will lead to oil price declines in 2013-15

« Security challenges in the Middle East and Africa, including the
unresolved Iranian nuclear issue, pose upside risks to the price
forecast

« Current oil prices are not a big threat to the recovery—but even a
temporary spike (say to $200 per barrel) could do real damage

Copyright © 2012 IHS Inc




US Crude Oil and Natural Gas Prices ?-a
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Global Consumer Price Inflation Will Moderate @-a
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L}
Consumer Price Inflation by Region @ a

(Annual percent change)
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Policy Interest Rates in Emerging Markets
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Current-Account Imbalances Persist
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Exchange Rates per US Dollar
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Real Effective Exchange Rates (continued) @ a
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Longer-Term Challenges for the Global @
Economy

« Full recovery from the Great Recession in the advanced economies...
- ...Along with more sustainable debt levels

- Reduced export dependence in emerging markets

« Global rebalancing—this will be helped by the US energy boom

« Structural reforms everywhere—including more competition in product
markets, more flexible labor markets and pensions/healthcare reforms

» More equitable distribution of income—especially in emerging markets
* Closing the jobs—skills gap
* Resisting protectionism

« Coherent environmental policies

Copyright © 2012 IHS Inc




Trillion Dollar Club: Real GDP

™

(Trillions of real 2005 US dollars, 2012)
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Real per Capita GDP @ a
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Unemploym

ent Rates
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Fiscal Deficits
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Government Spending Shares @ a

(Percent of GDP, 2012)
France
Italy
Japan
Germany
United Kingdom
Russia
Canada
Spain
United States
Brazil
South Korea
Mexico
China
India

Fiscal Deficits Are Narrowing in Most Regions @ E
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Exports as a Percent of GDP @ a

(Percent of GDP, 2011)
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Source: World Trade Organization, World Bank *Including trade within the Eurozone

The US Outlook: Stuck in Low Gear @'3

- Bad News: Businesses are super-cautious

« Bad News: Foreign weakness and stronger dollar are dampening export growth,
increasing import competition

» Good News: Housing activity and prices are moving higher

+ Good News: The Fed’s QE programs will help a little

» Good News: Consumer sentiment is at a four-year high; consumers are spending
» Good News: The US is in the midst of an energy boom

- Not likely to go off the fiscal cliff, and the election may actually encourage
compromise—though the uncertainty dampens risk-taking

+ Continued modest growth is the most likely outcome—recession risk only 20%
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US Growth and Unemployment Rate @ a
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L}
Longer-Term Challenges for the US @a

 Implementing a credible deficit/debt reduction plan, which includes tax
and entitlement reform

« Dealing with rapidly rising healthcare costs
* Unleashing the private sector—especially small and mid-sized firms

- Cutting unemployment and reducing the job/skills gap by investing (with
the help of the private sector) in training and technical schools

* Fixing the broken immigration system and letting in more skilled workers
+ Repairing the public education system
« Getting out of the way of the energy boom

« Finding creative ways of funding infrastructure investment

Copyright © 2012 IHS Inc

[
US Employment by Firm Size ﬁa

(Percent change)
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Gini Coefficient*, Late 2000s @a
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Ratio of Weekly Wages of College Graduates @
to High School Dropouts in the US
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1963 2008

Source: McKinsey Global Institute
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US Unemployment Duration @ a

(Number of unemployed by weeks of unemployment, percent)
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Europe: Room for Hope, But Not Out of the @
Woods Yet

« The Eurozone recession is deepening and the euro is likely to weaken

« The “austerity plus bail-outs” prescription is not working and ensures permanent
depression in the Eurozone periphery

» Northern Europe is doing better, but getting dragged down

« The ECB sovereign-debt purchase plan is an important step towards providing a
backstop for Spanish and Italian bonds — it buys time

» The Eurozone will not survive without a closer fiscal and financial union
+ IHS assumes that a Greek exit will likely accelerate the process of integration

- No easy way out of Europe’s multiple crises (sovereign debt, banking, growth and
politics)

Copyright © 2012 IHS Inc.




Real GDP Growth in Western Europe ? g

(Annual percent change)
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Real GDP Growth in the Eurozone’s @
Peripheral Countries

(Annual percent change)
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[
Eurozone Fiscal Deficits Are Decreasing @ a

(Fiscal balance as a percent of GDP)
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Longer-Term Challenges for Europe @ a

* A better mix of austerity, monetary ease and structural reforms
- Greater fiscal and banking integration
* Improved competitiveness in Southern Europe

* Increased product market competition, including pushing ahead
with the single market

- Extensive labor market reforms to reduce the insider/outsider
problem and encourage mobility

» Addressing looming public pensions time bomb

» Reverse fragmentation (de-globalization) of Eurozone banking
system and capital flows

Public-Sector Employment—Mostly Falling @ E

(Index, 2008=100)
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Unit Labor Cost Changes in Europe @ a

(Percent change between Q1 2008 and H2 2011)
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Asia-Pacific Continues to Lead Global Growth @a

« Sluggish exports are restraining growth in Taiwan, Hong Kong,
Singapore, and South Korea

* Indonesia continues to deliver 6% real GDP growth, led by double-
digit gains in fixed investment

« With inflationary pressures subsiding, some countries are easing
monetary policies to support growth

* The medium-term outlook for consumer spending remains bright,
supported by the rising incomes of a growing middle class

» Countries will continue to increase infrastructure investments

» A China hard landing is still the biggest potential risk to the region




Japan’s Economy Faces Slow Growth ? a

* Both exports and domestic demand have decelerated—is another
recession possible?

» A weak labor market and sluggish income growth will limit
consumer spending

» The Bank of Japan will continue its accommodative policies

» The Eurozone recession’s impact will be limited, as less than 10%
of exports are destined for the European Union

 The recent drop in exports to China, exacerbated by territorial
disputes over islands in the South China Sea, is a greater concern

 Mild deflation is expected to continue into early 2014

+ A declining and aging population limits long-term growth potential

2012 IHS Inc

Japan’s Economy Has Limited Growth @
Potential

75 (Real GDP, percent change)
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China—A Double Shock, But Growth May Be @
Stabilizing

» External demand weakness due drop in exports to Eurozone
» Domestic demand weakness due to construction downturn
« Falling inflation is another sign of weakness

» The government has more leeway to ease, so a hard landing will
probably be avoided ...

- ... But the hesitation to put in place more stimulus is puzzling, and
may have to do with the rougher-than-usual leadership transition

« Rising debt of local governments, banking sector leverage and loss
of momentum on reforms are all longer-term challenges

* Risks of a protracted period of slow growth are higher than a hard
landing

Copyright © 2012 IHS Inc.

Real GDP Growth in Asia-Pacific @a

(Annual percent change)
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Korea
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Real GDP Growth in Asia-Pacific (continued) @ g

(Annual percent change)

Thailand Malaysia Singapore Hong Kong Philippines
m2011 ®m2012 02013 @2014 m®m2015-20
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Longer-Term Challenges for Japan, China @
and the Rest of Asia

« Faster transition to domestic-led growth

+ Dealing with the impending demographic bust
* Reducing income inequality

 Addressing corruption

« Scaling back the role of state-owned and —sponsored enterprises
(especially in the financial sectors)

* Avoiding the “middle income trap”
« Cutting price subsidies—especially for fuel

« Easing rules for FDI and foreign competition

Copyright © 2012 IHS Inc.




Household Consumption in China @ a

(Percent of GDP)
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How Big of a Problem Are Corrupt Chinese @
Officials?

B Small/not problem
EDon't know

@ Moderately big

= Very big

2012 Quter ring
2008 Inner ring

Source: Pew Research Center poll of 3,177 adults conducted March 18-April 15, 2012; margin of error 4.3
percentage points
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Credit as a Percent of GDP @a
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Emerging Markets—A Modest Rebound in the @
Works?

» Emerging Europe has been hit hard by troubles in the Eurozone, growth
in Latin America and the Middle East and Africa is holding up

« Most emerging markets remain too export dependent ...

- ... And growth is being hurt by a sluggish recovery in the United States
and recession in Europe

* Interest rate hikes in 2010 and early 2011 are also hurting growth

« On the other hand, the (still) high prices of oil and other commaodities are
helping export earnings ...

- ... Giving many of these economies better fiscal and external balances—
and a lot more room to maneuver

- Lower inflation is also allowing many central banks to cut rates

» There are early signs of a modest rebound in some key economies

Copyright © 2012 IHS Inc

Real GDP Growth in South America @a

10 (Annual percent change)
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Real GDP Growth in Emerging Europe @g

0 (Annual percent change)
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Real GDP Growth in the Middle East

(Annual percent change)
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Real GDP Growth in Africa @-g

(Annual percent change)
10

South Africa  Nigeria Egypt Algeria Morocco Angola
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Longer-Term Challenges for Other Emerging @
Regions

« Ramping up infrastructure investment
* Improving productivity growth

» Reducing income inequality

» Addressing corruption

« Scaling back the role of state-owned and —sponsored enterprises
(especially in the financial sectors)

» Eschewing resource nationalism and easing rules for FDI
« Cutting price subsidies—especially for fuel

- Easing the burden of bureaucratic bottlenecks, inefficient tax
systems, and judicial processes

Copyright © 2012 IHS Inc.




Annual Average Labor Productivity Growth @ a

(Percent) . .
Agriculture Industry Services
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Source: Inter-American Development Bank

Gini Coefficient* by Region, 2004 @ E
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Long-Term World Economic Growth by @
Region

(Real GDP, annual percent change)
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|
World Population Growth by Region @a

(Annual percent change)
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Implications: Major challenges ahead

™

« Sluggish US growth—probably won'’t go off the cliff

» A recession in much of Europe—not out the woods yet

- Emerging markets still offer the best growth prospects—though slowing

+ Asia remains the growth leader—but not as robust as before

* No China hard landing—but softer growth in the long-term?

« Extreme uncertainty is a drag on growth—probably won’t getter better

until late 2013
« The Middle East and North Africa are wild cards — as are oil prices
« All regions face big structural challenges—some more than others

Copyright © 2012 IHS Inc
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IHS Forum presents

% IHS World Economic Outlook Conference
‘- 13-14 November | Washington Hilton | Washington, DC

The US Economic Outlook

Presented by
Nigel Gault, Chief US Economist, IHS

Global Backdrop: World Real GDP Growth @
Will Remain Subdued in 2013

(Quarter-on-quarter percent change, annual rate)
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Global Backdrop: @
Real GDP Growth by Region

(Annual percent change)
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The US Outlook @a

» Bad News: Domestic momentum is modest. Hiring is cautious.
Capital goods orders have fallen sharply

- Bad News: Foreign weakness and stronger dollar dampening
export growth, increasing import competition

- Bad News: “Fiscal cliff’ unresolved

» Good News: Credit conditions and demand for credit gradually
improving

* Good News: Vehicle sales up — pent-up demand coming through
» Good News: Housing activity and prices rising

» For 2013, continued modest growth is the most likely outcome.
Faster growth expected in 2014

Copyright © 2012 IHS Inc.
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US Indicators Are
Still Gradually
Improving

Synchronized Global Manufacturing Slowdown: @
United States Has Held Up Better Than Others

65 (Purchasing Managers Diffusion Indexes, 50 = breakeven)
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Other Domestic Leading Indicators:

Still Pointing to Growth

LHS

®

(ISM Diffusion Indexes, 50 = breakeven)

(NFIB Index, 1986=100)
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Employment Growth has Improved THS

After Mid-Year Lull

300 (Payroll employment, monthly change, thousands of jobs)
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Domestic Energy Production
Providing Stimulus

(Domestic production petroleum and natural gas, quadrillion btu)
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Hurricane Sandy

We assume $10-20 billion insured damage
We assume $30-50 billion total costs

Severe regional impacts, but national effects small. Katrina/Rita in 2005 (over $100 billion in
damage) had amplified national impacts due to energy disruption

National growth impacts of Sandy: perhaps lose 0.3% of annualized GDP growth in Q4, get
it back (and a bit more) in Q1.

Rebuilding takes years

Gross regional product for the most affected part of -
° the E/Ietropolitan East Coast i ss000ibilion
Working days per year 250
Shutdown Assumption* 25% of the region for 2 days
Simple rate loss (3,000/250)*0.25*2 = $6 billion
Annualized loss 6*4 = $24 billion
Percent of nominal GDP 24/15850 = 0.15%
Loss on real GDP growth in Q4 0.6 percentage points
Net Loss on real GDP growth in Q4 (with offsets) 0.3 percentage points




Recovery Should Gradually Gain Momentum -

Barring Major Policy Blunders

™

(Real GDP, annualized real rate of growth, Q/Q, percent)
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L)
US Economic Growth by Sector ? E
(Percent change unless otherwise noted)

2011 2012 2013 2014
Real GDP 1.8 2.1 1.9 2.8
Final Sales 2.0 2.0 1.9 2.8
Consumption 25 1.9 2.3 2.8
Light Vehicle Sales (Millions) 12.7 14.4 15.1 15.6
Residential Fixed Investment -1.4 12.4 15.2 194
Housing Starts (Millions) 0.61 0.77 0.98 1.29
Business Fixed Investment 8.6 7.3 4.3 7.9
Federal Government -2.8 -1.7 -2.8 -3.2
State and Local Government -3.4 -1.4 -0.3 0.1
Exports 6.7 3.3 3.1 4.7
Imports 4.8 2.9 4.2 5.3




I-HS
Other Key Indicators
(Percent unless otherwise noted)

2011 2012 2013 2014

Industrial Production (% growth) 4.1 3.7 2.0 2.7
Employment (% growth) 1.2 1.4 1.5 1.7
Unemployment Rate 9.0 8.1 7.7 7.3
CPI Inflation 3.1 2.1 1.3 1.8
Oil Price* (Refiners, $/bbl) 102 101 89 85
Natural Gas (Henry Hub, $/mmbtu) 3.99 2.67 3.91 5.13
Core PCE Price Inflation 14 1.8 1.5 1.7
Federal Funds Rate 0.10 0.14 0.16 0.16
10-year Government Bond Yield 2.79 1.82 210 2.75
Dollar (Major Currencies, 2005=1) 0.85 0.88 0.91 0.89
*Refiners Acquisition Price of Crude Oil

‘.

IHS

What Did the Election Decide?

Some Uncertainties Resolved...

» Obamacare is here to stay. Questions remain over implementation.
But it will be hard for anyone to run in 2016 on its complete repeal.

* No change in philosophy at the Fed. Ben Bernanke or a like-

minded alternative will continue to lead.

* Dodd-Frank will go ahead.

.But the Fiscal Uncertainties Remain

* Is there any common ground on deficit-reduction? Can we reach it

in time to avoid the fiscal cliff?




What Difference Does the Election Make To @
Our Forecast (Produced Before the Election)?

* No change to our Obamacare and Fed assumptions

« Our baseline fiscal assumptions are closer to the President’s
proposals than to Governor Romney’s

» We saw the radical tax and spending changes proposed by
Governor Romney as unlikely to be implemented

» We assumed a benign (but last-minute) resolution to the fiscal cliff.
Too soon to tell if that’s the right call.

» The baseline projection of 9.75 million jobs added over the next
presidential term (200,000/month) and an unemployment rate
dropping to 6.0% should have been achievable whoever won

* It was a “good election to win”

Copyright © 2012 IHS Inc.
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The Housing Cycle:
Turning Up At Last




Housing Has Hit Bottom

Positives
» Housing affordability is at record highs

* Pent-up demand has built up, as household formation has been
running well below trend

 Multi-family indicators moved higher first — renting reviving
» Single-family indicators now improving too
Negatives
» Credit access still much harder than before
 Foreclosure mess means huge backlogs remain
» Overhang of empty homes is not gone
* Employment growth still not robust

Demand Shortfall: THS
Household Formation Is Reviving

(Millions of households)

2.00
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1.50
1.25
1.00 -
0.75
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0.00 -

Mar 01- Mar 02- Mar 03- Mar 04- Mar 05- Mar 06- Mar 07- Mar 08- Mar 09- Mar 10- Mar 11-
Mar 02 Mar 03 Mar 04 Mar 05 Mar 06 Mar 07 Mar 08 Mar 09 Mar 10 Mar 11* Mar 12

*The latest revised 2011 figures show 2.4 million extra households, but are distorted by the introduction
of new population controls. This table shows the original 2011 estimate.
Source: Census Bureau




Housing Market Adjustment: @
The Rental Vacancy Rate Has Eased

(Proportion of rental inventory vacant, percent)
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Source: Census Bureau
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Multi-Family Housing Activity: IHS
Turning Higher

0.4 (Multi-family housing starts, millions of units, annual rate)
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Housing Market Adjustment:

Homeowner Vacancy Rate on the Way Down

™

2.5

2.0

(Proportion of homeowner inventory vacant and for sale, percent)
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Source: Census Bureau

Home Builders’ Optimism And Single-Family THS
Housing Starts Up From Rock Bottom ’
(Diffusion Index; 50 is neutral) (Millions of units)
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Problems Remaining: [HS
“Shadow Inventory” Still Looms Large

(Vacant Homes, Millions of Units)
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—For Sale —For Rent -@-Held Off Market "For Other Reasons"
Source: Census Bureau

Problems Remaining: Mortgage Applications ‘1'50

for House Purchase Still Range-Bound

300 (Mortgage applications for purchase, index, Mar.16,1990 =100)
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Housing Starts Beginning a Long Climb; @
Prices Have Probably Hit Bottom Now
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—FHFA House Price Index (RS, purchase-only index, 1991Q1 = 100)
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The Consumer:
Feeling More Confident




Consumer Spending: @
Not All Negatives Any More

Negative Forces Positive Forces
* High Unemployment * Pent-Up Demand
- Weak Employment and Income < Some Easing In Credit
Gains Conditions
* Heavy Wealth Loss * House Prices Beginning To
Rise

* Debt Burdens Still High

_ * Debt Burden Has Fallen
 Future Tax Increases Likely

—_—
|
1)

Consumer Sentiment Well Off the Floor

(Reuters/University of Michigan Index, 1966=100)
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Consumption and Income Growth @
Gradually Improve

(Percent growth, real)

2006 2007 2008 2009 2010 2011 2012 2013 2014

B Real Consumption 0OReal Disposable Income
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Business Investment:
Cause for Concern




Business Equipment Demand Recovered i‘5®

From the Recession, But Has Faltered Badly

(Non-defense capital goods orders ex-aircraft, 3-mo moving average, $ billions)
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Business Equipment Orders Have Dropped
Sharply; Shipments Beginning to Follow
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(Non-defense capital goods orders ex-aircraft,
annualized rate of change of 3-month moving average)
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. . . ) €
BUS|.ness Capital Spendlng Cycle: IHS
Equipment Spending
(Percent change annualized rate, real spending)
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Nonresidential Construction: Architects THS

Billings Index Still Only Around Breakeven

(Diffusion Index)
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Business Capital Spending Cycle: @
Construction Has Slowed After 2011 Bump

(Percent change annualized rate, real spending)
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Foreign Trade:
Export Momentum
Lost




Export Growth Has Slowed: @
Stabilizing to China, But Not to the Eurozone

30 (Year-over-year percent growth, nominal merchandise exports)
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Export Growth
Follows Trading Partner Growth
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The US Dollar: Secular Weakness Against @
Emerging Market Currencies
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(2005=1.0, inflation-adjusted)
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Inflation and the Fed




Inflation Easing @ E

(Percent change from a year earlier)
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The Fed @a

« The Fed has announced $40 billion per month MBS purchases,
open-ended

« QE3 may take mortgage spreads down 20-25 basis points
» QE3 effects on growth via interest rates likely to be small...
- ...but the Fed has moved into “whatever it takes” mode...

* ...we expect renewed purchases of Treasuries in 2013

* Asset purchases assumed to finish by the end of 2014

« We assume federal funds rate near zero until mid-2015

Copyright © 2012 IHS Inc.
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Fiscal Policy:
The CIiff Is Almost Here

Key Fiscal Deadlines ? E

- January 1, 2013: Spending sequester kicks in; Bush
tax cuts expire; payroll tax cut / emergency
unemployment benefits will expire again

A fiscal contraction of at least
3% of GDP will hit if nothing is done

- January 2013: New Congress, Presidential inauguration
* First quarter 2013: Debt ceiling will need to be raised again

* March 31, 2013: Continuing Resolution authorizing FY2013
spending expires

Copyright © 2012 IHS Inc.
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The 2013 Fiscal Cliff

LHS

®

All Figures Are Calendar Year Estimates

$ Billions Percent of GDP

Possible:
Bush Tax Cut Expiry 197 1.2
Payroll Tax Cuts Expiry 113 0.7
Sequester Spending Cuts 72 0.4
Emergency Ul Benefits Expiry 45 0.3
Depreciation Incentives Expiry 66 0.4
Total (Narrow Cliff) 493 3.0
Possible But Highly Unlikely:
AMT Fix Not Extended 114 0.7
Doc Fix Not Extended 13 0.1
Total (Broad CIiff) 621 3.8
Source: IHS calculations based on CBO data
..
LHS

GDP Impacts of Going Off the Fiscal Cliff

(Annualized rate of growth)

2 -
1
0 | |
1 Calendar Year
2013 GDP Growth
-2 Baseline: +1.9%
Narrow Cliff: 0.0%
-3 Broad Cliff: -0.5%
-4
2012Q1 2012Q2 2012Q3 2012Q4 2013Q1 2013Q2 2013Q3 2013Q4

—Baseline

-@-Narrow CIiff

-0-Broad CIiff




Fiscal Policy Assumptions: @
We Don’t Go Off The CIiff

* Divided government requires compromise

« We assume the lame-duck Congress extends the deadlines
(agreed with the president) to give more time to work out a longer-
term deal — probably at the last minute

* Bush tax cuts assumed still in place in 2013

2% payroll tax cut and emergency Ul benefits assumed extended
again for 2013, and later phased out, not suddenly removed

» We assume the automatic spending cuts are replaced by spending
cuts (including entitlements) and tax increases...mostly beginning
in 2014

Copyright © 2012 IHS Inc.
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The Federal Budget Gap: We Expect Action @
On Both Sides of the Ledger

(Percent of GDP)
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Entitlements and Interest Make It Hard to Cut @
Federal Spending More Than We Have Assumed

(Percent of GDP)
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Real Federal Spending on Goods and Services Assumed @
To Fall Significantly — Even Without Sequester

(Federal spending on goods and services, billions of 2005 dollars)
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Where Are We Compared
With Bowles-Simpson
Targets?

Federal Deficit Reduction: @
Falling Behind Bowles-Simpson’s Schedule

(Percent of GDP)
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Federal Debt Path: THS
Diverging from Bowles-Simpson
(Percent of GDP)
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Federal Spending: | IHS
We Are Near the Bowles-Simpson Path
(Percent of GDP)
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Federal Revenues: @
We Are Far Below the Bowles-Simpson Path

o1 (Percent of GDP)
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-
Implications and Bottom Line ? §

» The most likely outcome remains continued, moderate growth in
2013...

- ...followed by faster growth in 2014 and 2015 helped by a housing
revival and more clarity on some of today’s uncertainties

» The biggest risks remain Europe...
* ... and huge fiscal uncertainty — key January 1 deadlines loom

« We assume the fiscal cliff is avoided - but probably only at the last
minute after another episode of brinkmanship

 The election presented choices on the size and role of government
— but did not deliver a clear verdict. Compromise will be essential

Copyright © 2012 IHS Inc.




Wit e g A8 H i #F (A Medium-Term Path towards Sustainable
Growth and Competitiveness)



IHS Forum presents

¥ HS World Economic Outlook Conference
‘@  13-14 November | Washington Hilton | Washington, DC

A Medium-Term Path towards Sustainable
Growth and Competitiveness

Europe’s Crises @

Europe is presently struggling with three simultaneous

& interlinked crises
- A banking crisis
- A public debt crisis

- A growth crisis

Copyright © 2012 IHS Inc. 2




Fundamentals Matter 6'§

To make the right decisions, long-term fundamentals matter

- The present growth crisis is deeply anchored in past behaviors
and trends

- Yet, structural changes are underway. These will impact the
outlook over the next decade

- Looking further ahead helps understand today’s decisions

Copyright © 2012 IHS Inc. 3

Six Factors Define Europe’s @
Future Growth Prospects )

Institutional
setup and
governance

Copyright © 2012 IHS Inc. 4




Six Factors Define Europe’s
Long-Term Future

1. Ageing:
+ Due to its impact on pension payments and the health system ...
- ... but also on labor supply

2. Skills needs:
« Structural unemployment occurs if there is a mismatch

3. Energy:
« The nuclear plant phase-out calls for major new investments & has cost implications

- The challenge: greenhouse gas emission reduction

+ Questions: how quicky can renewables come on board? What is future of shale gas production in Europe?
What potential is left for energy efficiency improvements?

4. Finance:

- The availability, and cost, of finance are relevant not only for the public sector &
banks, but also for companies and households

« A reasonable balance is needed between national, EU and non-EU financing sources
5. Spirit of entrepreneurship
6. Institutional reform, at national and EU levels

Copyright © 2012 IHS Inc. 5

On Institutional Reform and Governance ...

- The process is underway

- At the (national) level, much progress has already been achieved.
In the periphery countries:
- Labour markets are not as rigid as is often believed

- The real problem is deeper & longer to solve: skills mismatch cannot be
adressed overnight

- EU institutional change is slow: the time of politics is longer than
the time of financial markets. Yet, on this front too, a lot has been
achieved

- ESF, ESM
+ Innovative ECB
- Banking union
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Ageing

On Long-Term Prospects ...

™

- Many fundamentals are changing. The outlook 10 years ahead
will be very different from past trends

- National situations differ widely across the EU. They will continue

to differ

- Today’s winners will not necessarily be tomorrow’s winners
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Labor Markets Reflect Very Different Growth

™

Tight labor markets constrain
Germany’s future potential growth

Spain’s potential growth is higher but
depends on migration flows
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Rising Dependency Ratios Mean
Rising Public-Sector Expenditures on -
Health & Pensions—But Not Everywhere

Ageing

Age-related spendings as a % of GDP, 2010-2060*

level AWG central scenario AWG risk scenario**

2010 22%12% 2010-2060 2010-2020 2010-2060
Germany 24.2 0.5 5.5 0.7 6.2
France 29.7 0.4 3.7 0.7 4.5
Spain 21.6 0.3 5 0.5 5.8
Italy 27.9 -1.1 0.2 -0.9 0.6
Portugal 24.7 -0.2 0.5 -0.1 1.7
Greece 19.7 -0.9 0.2 -0.7 1.1

Source : European Commission - AWG
* Reforms legislated after December 2011 have been taken into account in the projections

** See page 202 of the AWG report for a complete description of the risk scenario
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Inadequate Skill Mixes Explain High Unemployment in
the Periphery: This Cannot Be Changed Overnight or
Simply through Austerity

Skills

. Between 2000 and 2010. the The U-shaped education curve in
number of people aged t;etween Spain illustrates the skills mismatch
25-65 in Spain grew by 5.2 _ _
million (_*_240/0), and the labour Education level of 25-34 age cohort, in %
force by 4.8 million (+27%) "

60

- This is equivalent to the US’
labor market having to absorb
38.5 million new entrants

50
40

30
- A huge skills mismatch plagues 0

Spain’s labor market today —Gemany
—Spain
° —Sweden

Primary Secondary University

Source: Eurostat
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g Nuclear Phase-Out Means Major Changes
il in the Energy Mix ... Taking Place as We Speak

Share of Nuclear in Net Generation

- The share of nuclear in power 80% [

generation will fall significantly ' [

over the next 20 years 50% |

40%

. . 30%

- New investments are required 20% |
and are taking place, albeit 10% I

2010
2020

b

0%

not without certain delays

- Coal fired power plants will not be phased out as quickly as hoped

- Electricity costs are likely to rise and problems may occur

Belgium France Germany Italy Spain  United

Kingdom

- The multi-speed recovery and diverging policy decisions trigger a patchwork

picture for new investments

- The impact: rising costs and lower public sector revenue, and

mounting costs for end users
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ut Is Being Contained
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The Public Debt Crisis in Europe Caused Big Fears ...
B

Public finances situation, 2000 to 2014

Public sector debt (as a % of GDP)
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Finance

What Matters Are Future Trends in Borrowing @
Requirements of the Different Stakeholders

Debt structure, as a % of GDP (2010)
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Entrepreneurship is Europe’s Weak Point

- In many European countries, the only way noft to be socially
sanctionned when « getting rich quickly » is to win the lottery

- Under austerity, new business creation has been very difficult
- Due to adverse market conditions
- Because of poor financing conditions

- But also — and in some countries mainly — because of adverse policy
stances

- Creating a spirit of growth and entrepreneurship is probably
Europe’s biggest challenge
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Summary of the Future for Europe

- Measuring EU countries’ long term growth potential on the 6-factor scale
brings some surprises

- Germany'’s potential growth (and other Northern EU countries) will be
lower, due to:

+ Declining population & little room for manceuvre on the labour market front
- Increase hours worked? Under what conditions? Hartz laws +crisis = hard lessons learnt

- Lower margins for productivity gains than elsewhere
+ Much of German companies’ future growth will take place outside Germany
- Most other countries keep huge growth potentials. These will be realized
subject to certain conditions:
- Improve labour force structures (participation rates + skill mix)
- Support business creation, innovation & entrepreneurship
- =»None of these will happen under excessive austerity

- Time is needed for the changes to work their way through
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The ECB Is There to Make the Link Between
the Time of Markets, and the Time of Politics

(
¢

The Time of « The Economy » Is Even Slower.
That Gap Too Has to Be Bridged ...
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