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(DI EZIUEES A utumn Statement

Immediate Priorities

« UK Economy and Public Finances

Assumption of very stable growth ~2.4%
allows spending: tax credits, pensions plus
Tax revenues forecast to rise by 15%-20% p.a.
Cost of debt expected to remain below 3%
TME rising from £756b to £857b

Budget to be in surplus by 2020

Debt to GDP moves from 82.5% to 71.3%
HS2 costs rise still further

Long Term Economic Plan
* Put public finances on sustainable path
* Run budget surplus in “normal
circumstances”
« Live within ~36% of GDP tax take
« Improve agility
» Ring fence remains
» Richest fifth pay 58% of all tax
« Housing: increase supply or demand?

Macro Economic Outlook
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remain too calm
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UK working age pop
declining by /2%
p.a. through 2030
GDP acct takes
trend rate of growth
from 2.5% to 0.8%
Solutions: work
longer; save more;
flex employment;
mass migration;

exist on less...

Key long term backdrops

Effect of technology
will increasingly be
its impact on
existing business
Disruptors abound,
placing premium on
agility

Business revenues
are volatile, limiting
investors long term

appetite?

Rising expectations
of what government
can deliver
Constant budgetary
pressure: more for
less; reallocation of
spending

Max tax revenue or
nudge/ send

signals?
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Credit crisis excesses
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The four excesses of the credit crisis

/ x « Government deficits have driven debt to unsustainable levels

/ X * Household debt rose to unsustainable levels, Housing prices
were inflated by excess credit

J  Corporate balance sheets were over extended
/  Banks balance sheets became over extended

Bottom line — the post crisis rebuilding has some way to go...

Macro Economic Outlook
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All businesses

SMEs (0-249 employees)

Small businesses (0-49 employees)
All employers

With no employees
1-9
F
10-49
50-249
250 or more

UK Business Landscape

Businesses Employment Turnover*
thousands thousands £ billions
5,243 25,229 3,521
5,236 15,159 1,647
5,205 12,084 1,170
1,277 20,876 3,290
3,966 4,353 231
1,044 3,923 424

195 3,807 515

31 3,075 477

7 10,070 1,874
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Projected UK Tax Collection for
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2015/16 (£billions)
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Disaggregated Taxes (Nom. £ Bln)
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Disaggregated Tax as
% of Total Tax Take
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e Expenditure

e Receipts

UK Gov’t Receipts and Expenditure

Source: ONS, loD Policy Unit
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Disaggregated Tax as a % of GDP
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UK Fiscal consolidation will raises
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questions over spending priorities.

UK: Implied resource DEL
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UK Pay
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UK Compensation
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bonuses have become a more common
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500% -
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Source: ONS, loD Policy Unit ~ Macro Economic Outlook
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UK Compensation
(Avg Weekly Earnings - £)
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Total Corporate Debt
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UK Economics — Credit
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Macro Economic Outlook



Global Economics — Credit

ing business

The big, overriding balance sheet theme. Too much DEBT. China is too high on this chart
for a developing economy
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EU Economics — Credit
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Broad Money Supply Growth
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Monetary expansion

US and UK have been running highly expansionary money expansions since the start

of the credit crisis

US and UK Quantitative Easing well established, while EU has initiated new program

Bank of Japan has program to
double the money supply by
2016

European Union data excludes
€1.1 trillion Long Term
Refinancing Operations

Inflation = Money Supply X
Velocity of money. So far
consumer remains sufficiently
battered to not drive up
monetary velocity, speed of any
consumer recovery remains a
major unknown
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Source: ECB, BoE, Fed Reserve, BoJ
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UK Interest rates
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UK Bank of England Base Rates
18 -

10 -

o N B O ®©
]

Source: BoE

Macro Economic Outlook



25

20

15

10

](D Inspiring business

« Long term time value of money varies
with inflationary expectations

- Bank of England sets overnight rate,
markets determine shape of the curve
from that point

US Credit Spreads

14 -

12

10 -

2 A

0

—A

UK Interest rates — cont

UK 10 Y Gilt Curve

1990 2000

\ 2010 2014

2004 2006 2008 2010 2012

2014

» Corporate borrowing is at a (highly
variable) premium above base rates.

« Spreads move in response to market
sentiment and investors outlook

Source: BoE, St Louis Fed Reserve, loD Policy Unit
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EU Deflation
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e SN e France
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e POrtugal

20080ct  20090ct 20100ct 20110ct 20120ct 20130ct 2014 Oct

Source: ECB, loD Policy Unit

Macro Economic Outlook



Easing the Debt Burden
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Impact upon
Businesses
 Significant debt
burden can be a
disincentive to work
and investment
across economy and
society
» Higher interest rates
have significant
impact on credit
spreads and business
investment
» Global financial
markets remain key

Grow out of difficulty
« The ideal scenario, but difficult to conjure at will
« UKlong term GDP growth rate is falling to ~1%

Inflate away problem
« Can work, but markets will penalise inflationary prone
borrowers
« Ideally deny inflation while it erodes debt capital

Default
» Dramatic effect on ability to raise capital in future
» Only effective if large stock of debt is held by

foreigners .
° to UK prosperity
* Key to long term
. Sell Agsets solution is to address
« Privatisations to raise capital are less successful underlying causes of

than those driven by desire to liberalise economy deficit and debt

Macro Economic Outlook
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Millions of Households
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------- 1990/91
— — = 2009

1
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Annual Income (£2012) Source: ONS, loD Policy Unit
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Millions of people
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Macro Economic
Pressure

Recovery
progressing, but
dangerous
disruptions still
loom

Tax yields have
peaked
Monetary policy
remains
emasculated

Political Pressure

Tactical populism
tempts

Change and a re-
ordering of
priorities will be
resisted
Politicians face
trust issues

Consumer
Pressure

Consumers show
little or no loyalty
More product for
less money is now
the expected
normal

Many businesses
face consumer
trust issue

Developed economies remain under
significant pressure

New Technology

Pressure

New technologies
allow for lower
cost production
and distribution
Analytics
necessary to
remain relevant
Market
commoditising in
face of need to
invest to compete

Future Trends

*  Premium on Agility
» Business will lead politics
Technology needs fertile ground to flourish

Macro Economic Outlook
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Economic Development

1

BUSINESSMEN THRIVE ON
RISK...

PisT. By TRIBUME ANEDUA CERVICES

. BEING BOLD...
m&me cﬂmc,ES 4

GO WHY AREN'T You
INVESTING NOW?Z
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Too MUCH
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SN BOSTTR. SO W S i am

Macro Economic Outlook



Stages of Economic Development
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o
S
Lo
= Intellectual Development
LL * Local value added goods and services are
g brought to market
< * Tech development in domestic market
T « Fading dependence on FDI, domestic
E demand is increasingly sophisticated
&)

Secure Property Rights

« Politicians are brought fully under the law

»  Secure property rights allow for development of
domestic business base

« Basic components& services supplied locally

GDP/Head of ~$2500

Low Cost Labour

*  Business friendly government encourages Multi
National Corp (MNC) investment

*  MNC'’s seeks to lower costs of commoditised
products and services

* Intellectual capital transfer is low

*  MNC’s can cope with uncertainty/SME can not

Macro Economic Outlook



DM o Time to Increase GDP

Pre 1875 103

1876-1900

® GDP from $2,500 to $5,000
® GDP from $5,000 to $7,500

1901-1950 m GDP from $7,500 to $10,000

Countries
Pre 1875 Australia, UK, Netherlands, USA

40 1876-1900 France, Germany, Canada, Argentina

1901-1950 Sweden, ltaly, Ireland, Spain, Chile, Japan, Russia (USSR), South Africa
Post 1950 Poland, Mexico, Colombia, Singapore, Turkey, Brazil, South Korea,
Malaysia, Thailand, China

Post 1951
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Penetration rate
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Development and
Thresholds of Demand
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Start-ups per 1000 Population
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iGDP — per cent of
economy
attributable to the
internet - 2012

Sweden j § j 6.3
Taiwan ; ' ; 5.4
United Kingdom § § : 5.4
South Korea 4.6
Malaysia i i ; 4.1

Japan 40

Hungary i 39

United States | 3.8

Senegal I 5.3

Germany ; : 3.2

India 32

France 31

Kenya I C .0

Canada : ' 2.7

China § § 26

Morocco I 2.3

Argentina ; 22

Italy o 17

Mozambique  INEG_— 1.6

Brazil 15!

South Africa NG 1.4

Cote d'lvoire  EEEG—_—— 1.3

Tanzania I 1.3

Cameroon I 1.2

Ghana I 1.1
Egypt : 1.0
Mexico I 1.0
Turkey 09
Vietnam 0.9
Russia 0.8
Algeria 11 5
Nigeria [ 15 !
Ethiopia N 06 '
Angola L 0.5 n1.2

Averége: Africa Emerging Developed

1.1%  economies economies
1.9% 3.7%
3.4x |

'GDP assessed by expenditure method, with a share of each category attributed to the Internet.
‘Data are from 2010.

Source: Euromonitor; Gartner; IHS Global Insight; International Data Corporation; International
Telecommunication Union; H2 Gambling Capital; Organisation for Economic Co-operation and
Development; PhoCusWright; Pyramid Research; United Nations Educational, Scientific and Cultural

Organization (UNESCO); World Health Organization; McKinsey Global Institute analysis Source: McKinsey
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Entrepreneurs

*  Opportunity
perception
plus skills

«  Explorer gene
~20% of

populace, start

businesses or
migrate?

« Howdoesa
society view
entrepreneurs,
business,
wealth?

Factors fostering

People

« Can you hire the right people?
e  Isthelabour market dynamic?
«  Isrisk taking ‘cool’?

Infrastructure & Cluster
«  Networking tension between

competition and collaboration
« Is mature economy dynamic?
*  Pretty cities matter

entrepreneurial success

Financing

« Accumulated
wealth is
critical

Risk capital,
matters more
than bank
debt
Sympathetic
eco-system
of services
Allow failure
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](D Inspiring business LOOking long term

Communism was bad — for wealth and prosperity, for human rights, for human ambitions,
philosophically, morally...

Post war economies were elitist, often demand led — Corporatist or Communist.
* From the 1950’s to the late 1970’s the Soviet Union and its satellites were economically
catching up with the West, making plausible the claim that they would — eventually -

bury free economies.

« Communists levels of output could keep pace with West through underpaying workers
(particularly skilled workers) and vastly undervaluing inputs/resources.

Today economic advancement is bottom up, anti-elite and non-egalitarian

« Key is diffusion of information (price & expertise) and the efficiency of its diffusion
becomes a key competitive differentiator.

« |Is Europe now at a Communism moment when its existing political and economic
structures are incapable of coping with new information focused world

Macro Economic Outlook
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Electricity generation
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Entrepreneurship versus

small business
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Survival of New Enterprises
(%)
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Our taxation system does not favour
someone wanting to set up their own

100% - business (% Agree)
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Average time spent each week dealing
with government regulation? (In
minutes)

120 -
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Does the UK Encourage
Entrepreneurs?

Government bureaucracy is a major
barrier to setting up your own business (%
Agree)
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countries

Source: Hiscox
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Employment tenure: Employees with
over ten years with same employer
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UK Business Start-ups

I(D Inspiring business
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New Business Ownership Rates
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How does the UK compare?
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m Entrepreneurial Attitude

® Entrepreneurial Ability

= Entrepreneurial Aspiration

USA Canada Australia UK Sweden Denmark Iceland Taiwan  Switzerland Singapore
12 4
10 -
8 -
6 -
4
: in
London  New York Singapore Toronto San Paris Stockholm Hong Kong  Sydney Chicago
Francisco

Source: Global Entrepreneurship Monitor
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& falling costs
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D) B Technology limits are being reached

Intel CPU Trends
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Adoption Rate of Popular Technologies
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D) B There are a lot fewer technology IPOs
today than in the 1990s

US tech IPO funding ($bn, 2014 dollars) and number of IPOs
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Technology startups are turning to
private funding sources instead

[(D Inspiring business

US tech IPO & private funding ($bn, 2015 dollars)
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Source: Capital 1Q, Jay Ritter, University of Florida, NVCA, al62z
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Later IPOs means fewer opportunities

](ID Inspiring business . -
and risks, for non-wealthy investors

Private versus public market return multiples for select public US tech companies

Public value 1200x
creation
. Private value 1000x
creation
800x
400x sas balamawanandlamanana/ndaasnanan’s
200x .
Ox |
Apple Microsoft Oracle Amazon Google Salesforce LinkedIn Yelp Facebook Twitter
(1980) (1986) (1986) (1997) (2004) (2004) {201 (2012) 2012) (2013)
Note:see endnotes for methodology. Source: Capital IQ, Pitchbook, Quora, a6z
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Stock prices don't reflect a technology
bubble

Inspiring business

S&P IT index (adjusted for inflation)
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Macro
Economic
Pressure

Recovery
progressing, but
dangerous
disruptions still
loom

Tax yields have
peaked
Monetary policy
remains
emasculated

Political
Pressure

Tactical populism
tempts

Change and a re-
ordering of
priorities will be
resisted
Politicians face
trust issues

Consumer
Pressure

Consumers show
little or no loyalty
More product for
less money is now
the expected
normal

Many businesses
face consumer
trust issue

Significant economic pressures remain

New Technology
Pressure

« New technologies
allow for lower
cost production
and distribution

e Analytics
necessary to
remain relevant

e Market

commoditising in
face of need to
invest to compete

Future Trends

* Premium on Agility
* Business will lead politics
Technology needs fertile ground to flourish

Macro Economic Outlook



Investment Banking
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Investment Banking: industry returns

I(D Inspiring business

T T T T T T T T

Return on Equity
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Basel III requirements pose a major
challenge, but some are better
positioned than others

Basel 11l Capital Requirements (2011-19) Phase In — Equity (RWA* %)

O Systemically Important Groups Buffer®
- Counter Cydical Buffer*

[] Capital Conservation Buffer

| Minimum Total Capital

- Minimum Tier 1 Capital

I Minimum Common Equity Ratio

NB. Counter Cgcﬁcar Buifers and
Systemic Groups Buifers are
under discussion and will be
implemented by national
reguiators

20%

Basel Committee outlined lengthy time-lines forimplementation of new
capital standards. Additional capital and liquidity provisions will be
developed throughout the period.

Basel Il 201 2012

2013 2014 2015 2016 2017 2018 2019

Leverage Ratio

\ 4
\ 4

Phase in of CET1 deductions

Mon-qualifying capital instruments

L J

Liquidity coverage ratio

Met stable funding ratio
* RWA = Risk Weighted Assets

® /

Capital and funding will continue to constrain profitability for some time to come.  source: 1oD Policy Unit Research
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Inspiring business

Investment
Banking

AWAMS

Exchanges

Investment Banking: industry returns

Macro Economic Outlook



[D)

Inspiring business

Asset Management

Top 10% account

for 35% of AuM

2011
2004

Largest

Asset Managers Ranked by Size

Smallest
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Climbing the “Industry S Curve’

UK Banking RoE e
o o Investment Banking “S” Curve

- 20

- 15
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- 5

2011 — “Cost Crush” & What Next?

O
1921 1941 1961 1981

2003 — Credit Bubble — No More Boom and Bust

1995 — Dot Com — New Paradigm Offers Unrivalled
Financing Opportunities

1986 — Deregulation Big Bang — IB’s become efficient

Source: BoE, loD Policy Unit Research
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Demographics

](D Inspiring business

As of RIGHT NOW, the world you live in today
has 7 BILLION PEOPLE in it

7 BILLION
~/ & October 31

‘Rt
i, &

1 W, CARTOONADAY COM

.where do YOU fit in?
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Global population trends

¢ business

World: 1950 World: 2010

United Kingdom: 1950

United Kingdom: 2010
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Global fertility rates
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Global Fertility and GDP (PPP)
(2009 data)
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Source: CIA World Fact book 2009
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I(D Inspiring business Developed world —
Working Age Population

« Demographics drive economic growth

« Baby Boom — starts in 1955, runs to 1970’s

« Key was economic prosperity of 1950’s, not return of soldiers

« US and European working age population now at all time peak, set to decline
by 0.4% to 0.8% through 2040

75 ~

o e France
——— Germany Developed World Working Age
. s Populace

(% 15-64/Total Population )

60 -

55 -

57—
1950 1970 1990 2010 2030 2050 2070 2090 Source: UN Population Database
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BRIC —
Working Age Population

BRIC WAP
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UK: Working Age Population +
Productivity vs GDP

[(D Inspiring business

» Long Term — Growth is dependant on Population and Productivity increases
* On average growth in WAP populace has accounted for ~20% of total growth.
* GDP is consumption measure; Productivity an output measure

400 -

350 - e POP+Prod

300 - Prod

250 -

UK: WAP + Prod vs GDP
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1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 Source: ONS, UN Population Database
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UK — Working Age Population
+ Productivity FORECAST

I(D Inspiring business

600 UK: WAP + Prod FORECAST
(1960 = 100)
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The demographic future

I(D Inspiring business

« Plan on retiring later

« Drive up productivity

* Get more people working productively
« Embrace agility

« Accept declining living standards

"SHORTFRALL?...LOOKS LIKE MORE OF A LONG RALL!"

Macro Economic Outlook



[(D Inspiring business 2 O 1 6 Pre di Ctions

ANDE RSoN
CRNSTAL BALLS \ '4\3
?
A ' : \

“Seriously?! No one saw this coming?!”
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RS Future Trends — 2015

UK wages are set to rise in 2015,.
UK interest rates remain at historic lows.

UK infrastructure change in government raises the possibility of a
cancellation of the HS2.

Euro zone quantitative easing is coming.

Europe will avoid deflation, but only technically.

Macro Economic Outlook



[(D Inspiring business Future Trends —
beyond 2015

Social media will drive public sector reform.

Fiscal consolidation will eventually raise questions over spending
priorities.

Troubles in the Euro Zone are far from over.

There will emerge a modern day “failed developed nation”, an Argentina
for the 21st century.

Government debt ceases to be risk free.

Macro Economic Outlook
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DLt Future Trends — Parameters

Predictions should range across a wide number of areas.

Predictions look to immediate future (2016) and longer term (5-10
years).

Predictions should not be wishful thinking.
Reversion to mean is a strong driver of trends.

Consumers are ultimately self interested.
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T Future Trends — 2016

UK interest rates will finally start to rise.
UK corporate profits are near their peak.
UK productivity is set to improve.

Talent wars are going to intensify.

The southern Euro-zone remains mired in recession.

Macro Economic Outlook



RSN [.ong Term Predictions
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[(D Inspiring business Future Trends —
beyond 2016

« Wealth taxes prove irresistible

« Pretty Cities prosper
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[(D Inspiring business Regul ation

What do politicians and
regulators want to stop?

What do politicians and regulators want to guide?

What do politicians and regulators want to enable?
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Macro Pressure

« Age of intellectual
capital

« Rewards will
disproportionately
accrue to
education

« Agility is key to
long term success

Technical
Education

Train graduates
for jobs that don’t
yet exist
Revolution in
delivery of
education
Transferability of
skills is key

Work experience?

Education and Skills

Local Skills

Labour mobility is
key

Long term
forecasting/
anticipating or
seeding industries
has poor track
record

Can regional skills
be made agile
enough to be
useful?

Life Long
Learning

Changing career
several times over
the course of a
career is going to
be the norm

How can
government
enable these
necessary
transitions?

Future Trends

Technological innovation will change employment expectations

* Premium on Agility
* Business will lead politics
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/
THEN ITS AGREED |
WE'RE ALL BUILDING

]
HOUSES OF STRAW. %

TME “THREE LITTLE CENTPAL BANKERS




