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U.S. — The economy

or part of the economy?

Where We Were - Post World War Il

v' World Creditor

v' Engine of World Growth

v 7% of World Population

v 41% of World GDP

v' British Pound was reserve currency
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U.S. — The economy

or part of the economy?

Where We Are — 2007

v Debtor to the World

v Participant in World Growth
v 4.6% of World Population

v’ 32.5% of World GDP

v US Dollar is reserve currency
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Goods And Services As A %

of U.S. GDP

1947 2007

Services Services

Goods
Goods

Source: Bureau of Economic Analysis WESTWOOD




U.S. - Debtor Nation

July 1994 Jan 2007

Foreign
$570.6 B
17%

. Domestic
Foreign $2797B
$2,240B 5704
43%
Domestic
$2,829.4 B
83%

Total US Net Debt
pomrere s (STOWEH +48% 4
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Then And . ..

Top 10 Foreign Holders of U.S. Treasuries 1994

Belguim Switzerland
$19B $18B
Germany 4% 4%
$53B

11%
Japan
$196B
0,
Taiwan 40%
$34B

7%
OPEC

$26B

5% _
Spain

$20B
4%

S|n$92a6r|;0re Mainland China

9% UK $18B

$788B 4%
. 16%
% of Top 10 Holdings

Source: Dept. of the Treasury WESTWOOD
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Top 10 Foreign Holders of U.S. Treasuries 2007

Hong Kong .
Germany $558 Brazil
Caribbean Banking $56B 3% $5:'B
$62.9 3% 3%
4% _
Taiwan
$63.1
4% Japan
Korea $649B
$65.6 37%
4%
Oil Exporters
$102B
6%

Mainland China

$354B

- YW
% of Top 10 Holdings

Source: Dept. of the Treasury WESTWOOD
I




U.S. 10-Year Treasury

1§ o= YIeld on 10-year Treasury honds, NSA (act)

14 1
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So Why Are Interest Rates Low? K

U.S Trade Deficit —
Buying more goods
from abroad

Subsidizes
Interest Rates >>
Supports U.S.
Consumption

Sending U.S.
$ Abroad

U.S. Fiscal Deficit —
Foreign Buying of

U.S. Securities m
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Sources of Global

Liquidity

» U.S. Twin Deficits
» Japanese Savings (Yen/Carry trade)
» China —unusually profitable fixed investments

» Asset portfolio shifts in Eastern Europe due to
Euroland membership

» Oil at $50+ - more liquidity than can be absorbed
(OPEC, Russia, Azerbaijan)
W
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Global Liguidity

International Reserves (% of Total)

United States Brazil

Taiwan 1% 0

5%

China
22%

Southeast Asia
6%

Russia
7%

Eurosystem
4%

India

4%
Other
26%

18%
Korea 0 m

0, T
Source: Bloomberg 5% WESTWOOD




Global Liguidity

90%
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Old Money

(Asset Rich)

% of World GDP -
Current Exchange Rate Basis

United States

Other
33% 27%
2% 10%
Canada Germany
2% 0
. 6%
Spain / Italy China
2% 4% France UK 5%

5%

4%

| Source: The World Bank, World Development Indicators Database WESTWOOD




New Money

(Cash Rich)

% of World GDP -
Purchasing Power Parity Basis

United
States
20%

Other
35%
Japan
6%
Germany
4%
Russia
3% China
India 15%
6%
Brazil France 3%

2% 3% 3% m

Source: CIA World Factbook, Infoplease, US Geological Survey WESTWOOD
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World Population

World Population
1950

Italy

United States
Brazil
2%

Russia
4%

China
22%

India
15% Japan

2.6 Billion people

Source: CIA World Factbook, Infoplease, US Geological Survey

World Population
2007

Nigeria

Bangladesh

United States

Brazil
3%

China
20%

Russia
2%

India
17%

6.6 Billion people m

WESTWOOD
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Top 10 Countries: The

Emerging Role of BRICs

Oil Reserves Copper Reserves

Nigeria

Saudi Arabia

Venezuela
Chile

UAE

_ Canada |pdonesia
Kuwait

Poland
Iraq Iran Peru United States

Source: CIA World Factbook, Infoplease, US Geological Survey WESTWOOQOD
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Copper (orange line)
Crude Oil (white line)

WESTWOOD
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BRIC Demand Sets Price

Global demand forces steel prices up around the world

US0A=
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Commodities — Domestic vs

International Demand

4/ 5/0 R
e
14.000

12.000 | 40p

10.000

&.000
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4.000

2.000
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Commodities — Price Rise

Reflects Competing Demand

45 45
CRUDE OIL OUTPUT Nov
(million barrels per day)

40 Non-OPEC —40

35 35

& f'.""-.._'
30-F = Fh G — 30
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Source: US Department of Energy. M
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BRIC Demand Sets Price

44 44
CRUDE OIL DEMAND .
1 (million barrels per day, 12-month average) i
42 4 h 42
i Jan |
40 - 40
Industrial®
38 . 38
36 o L 36
34 . — 34
Emerging™ .*
1 (BRIC) i
37 _3’)
- L - -I.-.. -
od 0 T T e | 2o
28 - 28
vardeni.com
26 . 26
57 1388000 0110210304051 06 07 08 000001 0203 04 05" 06" 07" 08

Source: 01l Market Intelligence.

source: varcenicom VW€ @re 5% of the World population and use 30% of Supply  <rvwoon

* 1S, Western Europe, and Japan. v
** Total excluding US, Western Europe, and Japan. M




Corn & Wheat Prices

Prices
— \\/heat (Chicago) - Historical Futures
Corn - Historical Futures
~ 5.5
— 50
— 4.5
4.0
~ 3.5
— 3.0
25
— 2.0
r——— 1 - - 1 - 1 " - 1T - - 1T - © 1
01 02 03 04 05 06

Data Source: IDC / Exshare m
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Domestic Real Estate Priced

By Foreign Investors

REIT earnings yields are almost 250 bp lower than bond yields.

400 bp

REIT AFFO Yield Spread to the 30-yr Baa-rated Bond

200 bp

0 bp

A since 1B 42 bp
-200 bp

-230 bp

-400 bp
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{11 Historical AFFD estmates have been adjusted (owered) to account for the current level of cap-ex. Histoncal estimates were inflabed because we underestmated cap-ex.
(2] Averape yie'd-io-maturty on selected Baz-rated long-temm (30-year) corporate bonds, as caloulated by Moody's Investors Senvice

Source: Greenstreet
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U.S. Yield Curve

Fed Only Controls Short Rates

6.0
4.0
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Global Yields

2.2

9.5

Japan Rates

US Rates

1.0

3-0 1 1 1
Feb-06 May-06 Aug-06 Nov-06 Feb-07

Aug-05 Nov-05

- US Treasury 10 year —e— Japan Govt 10 Year (Right) .w|
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Source: Bloomberg




Price Takers

Just because we can't afford It,
doesn’'t mean it’s too expensive.
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Personal Consumption

Goes Global

Purchasing Power of China

1.3 billion = 130 million =
China’s Japan’s
population population (2nd

largest economy)

10% of
population

WESTWOOD




New World Formula

WESTWOOD




Things To Watch In

2007

» Rate of Change in Price of Oll
» U.S. Trade and Fiscal Deficits
» Value of the Yuan

» BOJ Monetary Base

» Change in Risk Premiums among Riskiest
Asset Classes —
W
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Rate of Change in Price

of Ol

Year-Over-Year % Change

100.0% ~

N
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U.S

. Federal Deficit

400+

300

200

100

— Government surplus or deficit (AR, bil. $)

-100

-200

-300

-400 4

-500

‘47 '49 51 '53 55 57 '59 '61 '63  '65  '67 '69 74 73 75 7779 ‘81 '83 ‘85  '87 '89 ‘91 '93  '95 '97  '99 '01 '03 '05

Source: Factset
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Growth In Average Tax

Recelpts

20%

15% -

J\\ /fW\\ N/A

5% V

-10% -

-15%
10/31/80 10/31/83 10/31/86 10/31/89 10/31/92 10/31/95 10/31/98 10/31/01 10/31/04 v
WESTWOOD

Source: Department of the Treasury, Monthly Treasury Statement
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U.S. Trade Def
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Bank of Japan Monetary

Base

12,000

10,000 //\.—/\/ \[
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Global Liquidity Leads to

Reduced Volatility

CBOE Market Volatility Index (VIX)

Weekly from 31-Dec-1999 to 27-Mar-2007
5—45
— 40
- 35
3—30
- 25
- 20
[ 15
— 10

I e [ [ [ e
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Data Source: IDC / Exshare

W

WESTWOOD




W

WESTWOOD

y - LO/TE/T

- 90/1€/0T

90/TE/L

- 90/0€/Y

90/TE/T

- SO0/TE/0T

v - SO/TE/L

S0/0€/Y

- SO/TE/T

- VO/TE/0T

vO/TE/L

- ¥O/0E/Y

vO/TE/T

V\’\/\ /\,—/\/\/\

€0/TE/0T

- €0/TE/L

e/ - €0/0E/Y
\ €O/TE/T

850 -
750
650
550 1
450
350
250

N
O
®
(D)
—
(@h
V)
O
D
VI
i
i)
L




i

WESTWOOD




