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Key Considerations

= arge and developed bond markets are prone to big problems

» Risk premia are currently very low and are unlikely to persist

= Mile markers for the way out
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Sovereign Bond Markets

Recent history suggests that large and developed bond markets
are also prone to big problems.

- Italy

- Japan
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Sovereign Bond Markets — Italy

2-Year vs. 5-Year Yield

Debt-to-GDP and Current Account
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Government Spending as Percent of GDP

2-Year Swap Spread (5 Month Average)
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Sovereign Bond Markets — Japan

Debt-to-GDP and Current Account

2-Year vs. 10-Year Yield, JGB

180 - 60,000 81
—— 77A
160 - /_/ 50,000 \I
e 6
140 - /
_/\/' 40,000 5
= 120 1 4 S g
15 o © 44
o 30,000 S )
) va f=) o
o 100 - c 3
]
>
20,000
80 4 24
60 r 10,000 14
0 T T T T T T T T T T T T T T T T
O+ T rrrrrrrrr T 7T+ 0 2 & ¥ ¥ I 8 g 5 ¥ 2 8 2 ¥ 8 ¥ 898
LW O ONIN® DD O QO I o NN MO T T W WO L A A
2323323232 83838a8s8283538s 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2 2
o oocooocoocoocooooocoo0cooQcoo0ooo0o
——Debt GDP Ratio [LHS] Current Account Balance [RHS] ——10-Year JGB Yield 2-Year JGB Yield
. ) . . Sources: Bank of Japan, The Underwriters Association of Japan
Sources: Bank of Japan, Cabinet Office, Ministry of Finance
Productivity Growth BoJ Purchases of JGBs
10 4 1,400 +
8 4
1,200
6 -
4 - 1,000
24 ~ 8004
s a
> O+————f N =
> > 600 4
24
-4 400 -|
6 4
200
-8 4
10 J 0 T T T T T T T T T T T |
< n © ~ [os] (o2} o P N e} < wn ©o
n [Te} © © ~ ~ [os] [os] [2} [o2} o (=] — f=) N N [se] o« < < wn n ©o (2] (s (&) (2] [s2] (&2} o o o o (= Q Q
(=] o O o O (o2} [&] (&2} (23 o O [=] o o o o (=} o O o O o o o > > o > o > oy > o oy > o
b=l 52} b= 52} b= @ b= [52] b= @ =y [52] P @ = (52} P 52} b=l (52} = 52} =) 5 5 5 5 5 5 5 5 5 5 5 5 5
o 00000000 0O0DOC0O0O0O0O0OOC0O QOO OO 2 2 2 2 2 2 2 2 2 2 2 2 2
Source: Japan Productivity Center for Socio-Economic Development

Source: Bank of Japan



The Aging World Population

& Long-Term Considerations for Bond Investors BankofAmerlca //

Risk Premia — Currently Very Low and Unlikely to Persist

Risk Premia, BAA Bond minus 10-Year Treasury Yield
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Real Yields Are Low Notwithstanding Our Debtor Status

10-Year Treasury Yield vs. US Current Account
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Asian Economies Will Need to Reallocate Resources as Their Populations Age as Well...

Asian Central Banks’ Official Reserves in Dollars
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Mile Markers for the Way Out
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Sustained Productivity Growth & Capital Deepening

US CAPEX as Percent of GDP vs. Productivity Growth
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& Long-Term Considerations for Bond Investors

Health Care Expenditures as Percent of GDP in a Narrow Range

US Health Care Spending as a Percent of GDP
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Mitigating Influences Sustained

Household Formation and Immigration Rate
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Fiscal Restraint

US Government Expenditures as a Percent of GDP
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Discussion - Questions
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