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Significant upside risks to the US economic outlook

1. With rising home prices we now have an accelerating virtuous cycle between
the housing sector, banking sector, and consumers.

2. Smaller fiscal drag going forward will boost growth as we go through 2014.
Declining oil prices and a coming bear market in oil will boost growth in 2014.
4. Wages are rising so we are finally seeing income growth.

w

Are we in a period of secular stagnation? No, this is wrong for a number of reasons:

1. The reason there was no inflation problem in 2004-2006 was because the Fed was
hiking rates during that period.

2. Wealth in the economy continues to increase, that will at some point spur an
acceleration in growth.

3. One important reason growth has been weak following the crisis has been the fiscal
drag and that drag is big in 2013 and is much smaller in 2014 and 2015.

4. |If there is so much slack in the labor market why are wages then rising across all
industries (except construction) and why are unit labor costs then trending up?

5. Yes, demographics will weigh on growth for a while but there are other production
factors/growth sources (namely capital and productivity). Do we really believe the US
has lost its ability to invent IPads and IPhones in the future?

Secular stagnation is a nice academic concept but unfortunately it doesn’t fit with
the data. The conclusion in Reinhart and Rogoff was that it takes time (7 years) to get
over a banking and a housing crisis but after that period the economy starts to grow
again. Add 7 years to 2007 and we may be closer to growth than many people think.
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The ongoing housing recovery is healing
household and banking sector balance sheets

Household Banking Government Corporate
sector sector sector sector
balance balance balance balance
sheet sheet sheet sheet

Rising home prices Sequester will have In stellar shape

modest impact on 2013
GDP growth (-0.5%)
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Housing recovery
continues
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The number of homes for sale is very low...

Thous Single family homes available for sale Thous
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...Share of short sales falling across the country...

Short sales share

% %
50% - - 50%
A504 -~ 437% ® Aug-12 m August-13 - 45%
40% - a1 0% - 40%
35% 35%
30% - 30%
25% 25%
20% 20%
15% - 15%
10% 10%
5% 5%
0% 0%

Orlando

0 X
© -
g [
-
()]
o
1

Sacramento**
Minneapolis
Mid-Atlantic

California *

*share of existing home sales, based on property records
**Single Family Only
Source: Tom Lawler , DB Global Markets Research

Deutsche Bank Research Torsten Slok, torsten.slok@db.com +1 212 250-2155 December 2013 6



...foreclosure share of existing home sales falling...

Foreclosure sales share
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...and distressed share falling

Total "Distressed' share
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Sacramento as an example: More conventional home sales

Sacramento real estate sales, single family home & condo
resales
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Share of distressed sales has lowered significantly

Distressed homes sales as % of total existina home sales

September 2013 September 2012

Distressed
homes
sales 24%

Non
Distressed
homes
sales 76%

Source: NAR, DB Global Markets Research
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Substantial pent-up demand for housing:
Almost 1/3 of 18-34 year olds now living with their parents

% % of all 18-34 years olds living with their parents %
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Significant pent-up demand:
If the number of people per household returns to the 2000-
2003 level it would add up to 3mn new households
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The share of single mother and single
father households has risen dramatically

% Share of families by type of family with children %
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US home prices rising...
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...and we are still in the early
phase of the housing recovery

nd . : : . .
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Household net worth at all-time high. This wealth effect

dominates the negative impact of higher interest rates.

$ bn Households & nonprofit organizations: net worth $ bn
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Banks:

Balance sheet repair
coming to an end
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Banking sector quarterly net income currently

at the same level as in 2005 and 2006

$ bin All FDIC institutions $ bin
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Banks’ still more and more willing to lend

% FRB sr officers survey: banks willingness to lend to %
consumers
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Delinquency rates coming down

% Loan delinquency rate: all insured commmercial banks %
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Fiscal drag fading
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If we didn’t have a fiscal drag in 2013 then monthly nonfarm payrolls in
2013 would have been +400k (instead of currently 186k). z
And in 2014 the fiscal drag on the economy is much smaller.

0)
/o % of potential

mm General govt. fiscal drag (Is) GDP
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The shrinking fiscal drag is a big deal in 2014

The chart on the previous page with IMF data from October shows that the
fiscal drag in 2013 is 2.4%, ie if GDP growth in 2013 ends up being 1.7%
then if we had not had the fiscal drag then GDP growth would instead
have been 4.1% (=1.7% + 2.4%). Translated into nonfarm payrolls this
means that instead of having nonfarm payrolls at 186k - the average
monthly number so far for this year - then nonfarm payrolls would have
been more than 400k (=if growth in the economy would have more than
doubled then employment growth would also have more than doubled).

Looking to 2014 the fiscal drag is going to shrink from 2.4% to 0.7%, see
again the chart on the previous page. If private sector economic performance
in 2014 is the same as in 2013 — ie if GDP growth without a fiscal drag in
2014 is 4.1% like it was in 2013 - then the shrinking fiscal drag in 2014
will alone lift nonfarm payrolls from its current level of 186k to instead
+300Kk.
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Gas prices falling
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Gas prices trending down

USD Daily national average gasoline prices regular unleaded USD
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Impact on GDP growth due to fall
in oil prices by $10 per barrel

OECD- IMF-
Interlink Mulitmod
model FRB/US Model DB VAR
(2004-05)  (1999) (2000) (2011) Consensus

US 0.3 0.2 0.6 0.4 0.35

Euro Area 0.5 0.4 0.5

Japan 0.4 0.2 0.3

Total

Developing

countries 02 02

Asia ex Japan
0.8 0.8
World 04 0.4
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US

Euro Area
Japan
Total
Developing
countries

Asia ex
Japan

World

Impact on inflation due to fall in
oil prices by $10 per barrel

OECD- IMF-
Interlink Mulitmod
model FRB/US Model DB VAR
(2004-05) (1999) (2000) (2011)

-0.5 -0.5 -0.6 -0.5
-0.5 -0.2
-0.3

-0.7

Consensus
-0.5
-0.4
-0.3

-0.7
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Fed outlook
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Since 2010 the Fed has been too optimistic about the recovery

— Actual GDP growth = = = June 10 projections

— June 11 projections June 12 projections
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Some FOMC members believe the fed funds
rate in 2016 will be 4.25%. Others it will be 0.5%.

Appropriate pace of policy firming

Target federal funds rate at year-end

2013

Deutsche Bank Research

2014 2015
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This chart suggests tapering will begin sooner rather than later:
The Fed now holds more than 1/3 of long Treasuries

Fed holding of treasury securities outstanding (% of total
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Sources: FRB, Treasury, Haver Analytics and DB Global Market Research
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1.

Fed taper in December or March?

Arguments for December taper

In September and October a large majority of
the FOMC participants said they expected the
initial taper to take place in coming months

The shutdown uncertainty is behind us (the
economy grew 4.9% in 2011Q4 after the 2011
debt ceiling debate)

Fiscal drag is waning and economy will
accelerate in coming months, oil prices are
trending down

Since September rates are lower, stocks
higher, and credit spreads narrower, all
supporting the economy in the near term

Wages are trending higher

Costs of Fed balance sheet expansion
(financial stability costs, market functioning
costs, fiscal costs, confidence costs, and
potential inflation costs). The Fed holds 1/3 of
all +5yr Treasury bonds — limits to how much
Fed can buy

Deutsche Bank Research
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Arguments for March taper

. The labor market will not improve enough in

Nov

. Decline in unemployment rate has been

driven by decline in the labor force
participation rate.

Inflation remains low

. The debt ceiling problem hasn’t really been

solved and the fiscal uncertainty will weigh
on the economy

. The Fed is scared about the May/June

experience and want to wait with tapering

. Housing data has softened a bit recently
. The FOMC wants to wait until Yellen sits in

the chair at the end of the table

. There is less excessive risk-taking following

the May/June experience and as a result
tapering can be delayed
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IS the Fed behin

Deutsche Bank Research

the curve?
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Wages are clearly trending up, and once wage
Inflation takes hold it continues for 4-5 years

% yly Avg hourly earnings: total private industries % yly
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Historically the Fed has hiked when wages started rising
— but not this time around

— Avg hourly earnings: total pvt industries (Is) %

— Fed funds target rate (rs)
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Historically a rising employment cost index (ECI) has been
associated with Fed hikes — in the 1990s and 2000s the Fed even hiked
before we had seen arise in the ECI

% yly %
— Employment cost index (Is) — Fed funds target rate (rs)
6 - - 12
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The cycle in unit labor costs has historically been correlated
with the cycle in the Fed funds rate — but not this time around

% yly %
— Unit labor cost (Is) — Fed funds target rate (rs)
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The Fed has historically hiked rates 2-3
years after the trough in employment growth

% yly %
— Change in payroll employment (Is) —Fed funds target rate (rs)
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The cycle in average weekly hours has historically been associated
with the cycle in the Fed funds rate — but not this time around

SA, hrs %
— Average weekly hours (Is) —Fed funds target rate (rs)
34.8 - 10
34.4 T‘ - 8
34.0 - w -6
33.6 - -4
33.2 - / -2
?
32.8 | | | ‘ 0
90 95 00 05 10

Deutsche Bank Research Torsten Slok, torsten.slok@db.com +1 212 250-2155 December 2013 39



The cycle in overtime hours has historically been associated with
the cycle in the Fed funds rate — but not this time around

SA, hrs — Average weekly hours: overtime in manufacturing (Is) L
— Fed funds target rate (rs)
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The cycle in job openings has historically been associated with the
cycle in the Fed funds rate — but not this time around

Thous %
— JOLTS job openings (Is) — Fed funds target rate (rs)
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The labor force participation rate has never
been correlated with the fed funds rate

y %
og — Labor force participation rate (Is) — Fed funds target rate (1s)
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The employment to population ratio has historically had a lose relationship with the
fed funds rate but this ratio seems to be the main driver of policy at the moment.
But this ratio is driven importantly by factors that are outside the control of the Fed,

% most importantly the labor force participation rate %
— Employment/population ratio (Is) — Fed funds target rate (rs)
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Outlook for
Europe, Japan,
and Canada
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Europe coming back

Europeean PMIs have turned up recently... ...and improvements have been broad-based
Index Euro-zone: PMI: Composite Index Index PMI Composite Index Index
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Sources: Markit, Haver Analytics, DB Global Markets Research

Deutsche Bank Research Torsten Slok, torsten.slok@db.com +1 212 250-2155 December 2013 45



Trade balances improving in Europe

% Trade balances as % of euro area GDP %
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Fiscal balance improving in Greece

Greece's fiscal adjustment (% of GDP)

% %
40 - — General government primary balance 4.0
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A lot of money flowing into European equities at the moment

$ bin Rolling 10-week flows to European equity funds $ bin
22 - 2
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Abenomics is working

Japan manufacturing PMI and GDP growth

Index %q/q
65 - — PMI Output index (Is) — Real GDP growth (rs) -3
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Source: Markit/JMMA, CAO, Haver Analytics, DB Global Markets Research
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Canada is In trouble

Household debt to income

—— Canada — - U.S.
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Outlook for
Emerging Markets
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EM coming back with a 12 month delay

Emerging market exports and US, EU manufacturing

orders
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Foreign central banks
losing appetite for US
Treasuries
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Foreign official holdings of Treasuries starting to roll over...

$bn Foreign US Treasury holdings: $bn
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/
...and foreign central banks are losing appetite for both bonds and bills...

m/m chg, m/m chg,
12m sum 12m sum
700 7 Foreign net purchases ($bln) of US Treasuries: official holders [ 700
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Investment
Implications
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In recent years investors have bought too much fixed income...

$ bn Rising yields — Cumulative bond flows $ bn
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...and they are now underinvested in equities

$ bn Rising yields — Cumulative equity flows $ bn
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Investment implications summarized

Fed outlook

— Fed to start
tapering in the next
six months

Fed will taper in December or March

Bond markets
- Rates higher next Fundamentals suggest 10y rates are at fair value. As growth accelerates going into
year 2014 rates will move higher.

Stock markets

- Better private Corporate, household, and banking sector balance sheets continue to heal. This bodes
sector balance well for equities.

sheets

FX Stronger US recovery will mean Fed hiking sooner, which will mean higher USD

- USD up

Commodities Slowing Chinese construction growth likely to continue to put downward pressure on

- Downside risks commodity prices. If commodity prices fall, Australia, Latam, and Canada likely to be hit.

Emerging markets

- Will benefit from
US and EU recovery

Structural problems starting to surface in a number of emerging markets, including
China. Social unrest also a problem in several countries.
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Rules of thumb for the US economy

Cumulative impact on GDP growth and unemployment
rate after 1, 2, and 3 years

Experiment
Year 1 Year 2 Year 3

10% decline in the dollar

GDP 0.4 1.6 2.5

Unemployment rate -0.1 -04 -1.0
$10 increase in oil prices

GDP -0.2 -0.4 -0.2

Unemployment rate 0.1 0.2 0.1
20% increase in stock market

GDP 0.4 0.8 1.0

Unemployment rate -0.1 -0.3 -0.4

Note: Percent chanae from baseline. All exneriments assumina constant real funds rate
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Source: Employee Benefit Research Institute and Mathew Greenwald & Associates, Inc., 1991-2013

Workers expect to retire later

Trend in workers' expected retirement age

m1991 w1998 m2003 =2008 ©=2012 ©&2013

%
- 35

- 30

- 25

- 20

- 15

- 10

Before 60 60-64 66-69 70 or older Never retire

Retirement Confidence Surveys, DB Global Markets Research
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Appendix 1

Important Disclosures
Additional Information Available upon Request

For disclosures pertaining to recommendations or estimates made on securities other than the primary
subject of this research, please see the most recently published company report or visit our global
disclosure look-up page on our website at http://gm.db.com/ger/disclosure/DisclosureDirectory.egsr

Analyst Certification
The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the undersigned lead
analyst(s) has not and will not receive any compensation for providing a specific recommendation or view in this report. Torsten Slok
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Regulatory Disclosures
1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
“Disclosures Lookup” and “Legal” tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas
Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are

consistent or inconsistent with Deutsche Bank’s existing longer term ratings. These trade ideas can be found at the
SOLAR link at http://gm.db.com.

Deutsche Bank Research Torsten Slok, torsten.slok@db.com +1 212 250-2155 December 2013 64



3. Country-Specific Disclosures

Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the
Australian Corporations Act and New Zealand Financial Advisors Act respectively.

*Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and its(their)
securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is indirectly affected by
revenues deriving from the business and financial transactions of Deutsche Bank. In cases where at least one Brazil based analyst
(identified by a phone number starting with +55 country code) has taken part in the preparation of this research report, the Brazil
based analyst whose name appears first assumes primary responsibility for its content from a Brazilian regulatory perspective and
for its compliance with CVM Instruction # 483.

*EU countries: Disclosures relating to our obligations under MiFiD can be found at
http://www.globalmarkets.db.com/riskdisclosures.

«Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member
of associations: JSDA, Type Il Financial Instruments Firms Association, The Financial Futures Association of Japan, Japan
Investment Advisers Association. This report is not meant to solicit the purchase of specific financial instruments or related
services. We may charge commissions and fees for certain categories of investment advice, products and services. Recommended
investment strategies, products and services carry the risk of losses to principal and other losses as a result of changes in market
and/or economic trends, and/or fluctuations in market value. Before deciding on the purchase of financial products and/or services,
customers should carefully read the relevant disclosures, prospectuses and other documentation. "Moody's", "Standard & Poor's",
and "Fitch" mentioned in this report are not registered credit rating agencies in Japan unless “Japan” or "Nippon" is specifically
designated in the name of the entity.

*Malaysia: Deutsche Bank AG and/or its affiliate(s) may maintain positions in the securities referred to herein and may from time to
time offer those securities for purchase or may have an interest to purchase such securities. Deutsche Bank may engage in
transactions in a manner inconsistent with the views discussed herein.

*Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.
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*Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the
maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in
inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets
holding limits for different types of investors), changes in tax policies, currency convertibility (which may constrain currency
conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are
also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be
mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are
common in emerging markets. It is important to note that the index fixings may -- by construction -- lag or mis-measure the
actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate
reference index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs
from the currency in which the coupons to be received are denominated carries FX risk. Naturally, options on swaps
(swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
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