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Unemployment rate to continue to fall faster than the Fed projects

Job growth required to keep UR unchanged if LFPR is flat

Population, mm LFPR Labor Force, mm Unemp. Rate Employed, mm
Jun-14 2478 62.8% 155.7 6.1% 146.22
Jun-15 250.1 62.8% 157.1 6.1% 147.57

i

HH Job Crowth, K/m
5.5% UR BY mid-15, if LFPR stays flat

Population, mm LFPR Labor Force, mm Unemp. Rate Employed, mm
Jun-14 247.8 62.8% 155.7 6.1% 146.22
Jun-15 2501 62.8% 157.1 5.5% 14848

HH Job Growth, K/m
5% UR by mid-15, if LFPR stays flat

Population, mm LFPR Labor Force, mm Unemp. Rate Employed, mm
Jun-14 2478 62.8% 155.7 6.1% 146.22
Jun-15 2501 62.8% 1571 5.0% 149.27

HH Job Crowth, K/m
5% UER by mid-15, if LFPR falls by 0.3% pa

Population, mm LFPR Labor Force, mm Unemp. Rate Employed, mm
Jun-14 2478 62.8% 155.7 6.1% 146.22
Jun-15 250.1 62.5% 156.4 5.0% 148.56

g

HH Job Crowth, K/m

Note: Assumed annual population growth of 0.9%. The job growth numbers shown in the table correspond to the household survey and
not the establishment survey. Source: Haver Analytics, Barclays Research

Average hourly earnings have risen from the lows Should rise further as labor market slack falls

6m annualized, % 5.0%

5.0% - -2% 45% ] Earnings, 6m
4.50% R 40% annualized, %
4.0% 3
3.5% 0%
30% - “CyD . v
2.5% 2%
2.0%
L 3% -
1.5% i
1.0% - 4% 5%
0.5% 5% 1.0%

Jun-90 Jun-96 Jun-02 Jun-08 Jun-14 |
20%  -10%  00% 1.0% 20% 30% 40% 50%
m Avg Hourly Earnings: Prod & Nonsupervisory, Ihs Unemployment Rate - NAIRU (6M lag)

Average Hourly

s | Jnemp Gap, rhs, inverted scale, 6M lagged
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PMIs across countries Price pressures remain subdued
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Private consumption anaemic Investment rebound still uncertain

i o _ 10% 9 abysy Deviation fi
3% 7 % y/y Deviation from [ 2 m‘::ﬁ éuor? strggn\:)
mean (in stdev) 2
2% - .
1
1% o L o
0% -1
-1
~1% 4 -2
2% | - -2 -3
- L 4
-3% - -3 05 06 07 08 09 10 11 12 13 14 15
05 06 07 08 09 10 11 12 13 14 15 I Cross Capital Formation (Ihs)  ss===EC business climate (rhs)

I Private consumption (lhs) == EC consumer confidence (rhs)

Source: Haver Analytics, Barclays Research
Source: Haver Analytics, Barclays Research

I B RARE T 3 BHR U - BOUT@ R SR BosE R A T - £ 10 Hig
o BTt BT RS EARROHEIE 0.3% ~ 0. 4% AV EfL - VIBERIHRE T 2 RIAETS -
PARSEHY SWAP EAREACE » 2 2018 SR TAY > SRSERAEGEIU(E H REFE 11.5%
AL -



2.2%

—2014  —2015 2016 ——2018

a5y 5y eUr0 HICPx sWap sy 2y euiro HICPx swap
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0.7% | implied by the swaps

; market for end of calendar
vears 2014 - 2018
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Source: Barclays Research
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Population by age (as of 2011) Government pension fund allocations and

GPIF planned allocation shift

Total ¢ uity Bond Other Cash
(mn) assets $bn Ly 4 as
e . ! Japan 3721 35% 55% 7% 3%
0 0 UK 2736 45% 37% 17% 1%
us 16851 52% 27% 20% 0%
5 Non Jpn 26033 49% 31% 20% 1%
GPIF (June o o o
10 | ‘ 2013 12124  27% 68% 0 5%
GPIF near term
05 varget 12124  30% 65% 0O 5%
‘ CPIF 1-2yr 12124 39% 56% 0 5%
00 target
ceowLgRlKLYLRIBSBRLI B
"eal

Source: Tower Watson, Bloomberg, Barclays Research
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Changes in asset allocations by public pension funds

Benchmark portfolio Actual portfolio Simulated portfolio
Allowed range end-Mar 2014 Standard case Alternative case
. Balance . Balance

of funds

(IPY trn) (JPY tn)
Domestic bonds 60.0 520 680 70.2 554 57.0 450 -132 443 350 -259
Domestic equities 120 6.0 180 208 16.5 253 200 45 316 250 108
Foreign bonds 1.0 6.0 16.0 14.0 1.1 19.0 15.0 5.0 222 175 82
Foreign equities 120 7.0 17.0 19.7 156 19.0 15.0 -0.7 222 175 24
Short-term assets 50

Balance of funds 100.0 126.6 100.0 126.6 100.0 0.0 126.6 100.0 0.0
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Core CPI forecasts (as of July 25)

(% y/y)

4.0 -

3.5 4 A ctual

30 4 s Barclays (incl. VAT hike) H  impactor

25 1 Barclays (excl. VAT hike) H consumption
" tax hike

+1% floor

taassnissisesid

Barclays
forecasts

10 11 12 13 14 15 (CY)

BRI : SR AR T

Main economic forecasts

Real GDP (% y/y) CPlinflation (% y/y)
pppweight| 2012 013F 0148 2015 012 013 0148 2015F

Clobal 100.0 ER| ER 12 16 29 16 30 19
Developed 507 12 13 17 11 19 13 17 17

Emerging 403 51 48 47 50 46 48 51 48

BRICs 310 60 58 55 54 41 42 40 41

America 325 24 13 19 17 31 31 40 37
United States 16 13 12 20 17 21 15 21 11

(anada 20 17 0 24 15 15 10 15 19

Latin America 89 28 15 17 29 73 90 11.0 92

Brazil 34 10 15 07 10 54 6.2 64 6.3

Mexico 24 40 11 30 38 41 18 39 14

Europe and Africa 73 05 06 13 16 30 13 18 18
Furo area 1571 06 04 09 14 25 14 05 08

United Kingdom 32 03 17 R 18 28 16 17 18

Russia 35 35 13 01 {06 51 68 73 58

Turkey 15 21 40 13 37 89 75 84 67

South Africa 08 25 19 15 18 57 58 64 60

Asia/Pacific 402 54 52 54 54 24 14 30 31
Japan 6.3 14 15 12 13 L1 04 18 14

Australia 13 36 14 31 35 18 14 28 17

China 174 77 11 74 69 16 16 16 30

Korea 23 23 30 18 40 11 13 19 13

India 6.8 54 45 54 63 75 63 52 56

Indonesia 17 63 58 53 56 40 64 61 67

BRI : E s AR T
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NBS PMI vs. HSBC PMI GDP and IP growth
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System-wide leverage continued to rise

Y% GDP

275 5 Private sector loans
— Private sector debt
250 A Private sector + central govt debt
Private sector + general govt debt

225 H
200 4
175
150 o
125 -\\’\\.\/—/\/—/—,
100 o

75 T T T T T

Jun-04 Jun-06 Jun-08 Jun-10 Jun-12 Jun-14
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Marked slowdown in home sales in Q1 Real estate investment on a downtrend
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2% y/y 3mma 9% y/y 3mma
100 100 - 40
8o 80 EL
60 60 o 30
40 40 o 25
20
20 - 20
o J
o 15
70
t -20 4 10
-40
Jul-06 Jul-08 Ju-1o Juk1z Jul-14 40
Jul-06 Ju- os Ju-10 Ju-1z Jul- .

— Al DUIIINGS: TIOOT SPace sTarted
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Real estate imvestment (RHS)

All buildings: floor space sold —
jource: CEIC, Barclays Research Source: CEIC, Barclays Research
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DRI > FHI BRI A 2RISR  WCERERIIS & RS » Rk 5 425 GDP
RELFEMERFIE 6-T% °

Macroeconomic forecasts™ 2011 2012 2013 2014F 2015F
Real GDP (% yivy) 93 77 | 77 7.4 69 |
Consumption (% y/y) 109 86 7.8 7.3 7.0
Investment (% v/y) 95 v 89 7.8 6.8

MNet exports (pp contribution) -0.4 -02 -0.3 01 oz
Customs trade balance (USD bn) 136 193 189 235 254
Exports (% v/y) 20.3 7.9 79 7.4 8.1
Imports (% v/y) 24 9 43 73 57 79
Current account balance (% GDP) 1.9 2.3 20 2.3 2.3

FX reserves (USD bn) 3181 3312 3821 4300 4600
CPI1 (% v/y) 54 2.6 26 2.4 3.0

FX (vs USD, eop) 6.32 623 6.06 6.20 6.15
Monetary policy rate (%, eop) 6.00 600 | 6.00 5.50 550 |
Government balance (% GDP) -1.1 -1.7 -1.9 -2.2 -2.2
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Market Cap 50/50 US Bond-Equity

e -

% Risk Share

T T T T T 1
0% 20% 40% 60% 80% 100%

m MSCI US n/US Agg

Source: Barclays Research
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Cumulative excess returns over 3M Libor
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Source: Barclays Research

Risk Parity vs 50/50 Bond-Equity Portfolios

Risk Parity
Period: Portfolio
Jan 1991 - Jul 2014 Portfolio Risk Parity with
MSCI US US Agg 50/50 Portfolio Leverage
Avg. Exc Return, %/yr 7.38 2.87 r5 12 3.76 I 6.81
Volatility, %/yr 14.67 3.61 7.67 4.24 7.67
N B SN S NN D S SN G NN AN S G NN SN BN NS BN SN D D BN SN SN SED SED SED NN S SN NN AN SN SN SN GED NN SN I -‘
Sharpe ratio 0.30 0.80 0.67 0.89 0.89 }
Skewness -0.64 -0.28 -0.62 -0.54 -0.34
Excess Kurtosis 1.32 0.76 1.67 1.93 1.93
Max Drawdown, % -59.0 8.4 -29.3 -121 -21.3

Excess retums over 3M Libor
Source: Barclays Research
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1 ABREUEATEE (Inactive)

INEIR AT S - A B ME E R R U EAVREE » RN TR - &
PR LG AN PG B IEREE) R AR R RIS IR -

2. whEh R (Passive)

— M LB &4 (Forward Cont ract ) 2&H# kg » JNEIRERD —(E5 MNERRR ER L 4
FC & LR AT BT — (B Mo S 4 » 2 (R PR E) - R g4 Rk
E RIS
3. BhRE=AE % (Dynamic)

FEE AU THHIPE AR E S - AR SR AR E S AT AT [EI AR B A BRECR
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Derivatives)SRERHL—{I 5 & T8 H AT 5724 » A 2 [E]HR 6 5o 5 NE JE b 2 ey 48
2K NEBAEIEREARE AR TN N 845 i B LA TR T B B & 4H S AV (B Y B B I -
eV ERE R T AT (EREE AR ) BEEHNAYSEE LB SR
MRV Rl & 5 & BRI F R ELL - WP Rt E C R iR E &
(risk manager)fYAME @~ HEFAENZ SHEHEE » SUEE R a0 E R & e
BERE RAN—MFE 1o HEEREH G SR & R I B A E R E e i
b -

(=) EREEE R R
HAT 3K H O S BIE HINES Z A ETERINY » 41357t ~ Bot ~ Hit ~ %
8~ B AR RS - BUETRAE BN 2 RS NE RS B — R B T PR AR
F o ZRMATE oMY R R PR [FIRZ R RV NEE ] - ZLL - AR EUE e E Y BEE
PE o BB T AL AT DABREL R BEACHINY T 2 » S DA BN T H k& 7y » AT
B OIS S MR ERE o) Ry WOME © AR A BEERE (Deliverable Options) FefiEAs
LA E|EEFERE (Non-deliverable options) e
IMEBEEERE TR PR » RS A] o) R A AR (Vanilla Option) K¥ray
HEFERE (Exotic Option) » [fi H RTINS RAVH & BEEERER IR EEHEMRE (g ek
S Bl e R ) B BB -
SN TR DA DR Ry iSEAy Z B T 5324 TR B AR (< R
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& (Premium) 458 J51& - RIMEESLATRII H (BRUEETEME ) BB H Z i — FRtip el I 3
FLONE 2 HE BEHEE o JREIARER]

(1) B THER © BB R TR W - ARSI R H B H Z ATl
LYEMEAR (RIBLIERS » Strike Price) ME T E ABE NN EBEZ BEHE -
(2)BERABTHER] » FEF3] F e N SRS J T S S T B A T THER

FERERR RS I AR RIS A AR EHE R - BT R E R -
(HEABRERE « f55 7 A SIS R R H AT - (RETEER TEA L &Y
ERE ~ QG (7T ZHEA -
1R B -
2 485K ¢ R -
3R] - EERAVEER BT BT
4 FHEE ¢ RS R

A

HEAIR) S ASEFI(MR) — o0
Eé’\]@\f%‘(SP)
0 K—B » TEHIYI(ERS (UAP)

FEFI2(P) (Underlying Assets Price)
A
i KR (ML=P) 154 A TR5(BEP) = 4B % (SP) + FEA:(P)
=0K+KB

(2) B AERERES © F5E )7 (MEF G BUSTE 2R H SCE AT - (4UEER TE, 8
EHE - EEH (A=) A -
1 IS - B -
2. 485K ¢ S -
3 &R ¢ BEAEAYEES NPk BT o

4 EE ¢ RS HERE
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EAIR) 4 1 P 5h(BEP) = FEXV(EHS(SP) — A 2:(P)
=0K-BK

A

B AJEF (MR=SP—P) JELXIEHE(SP)

REHIPIERS(UAP)
(Underlying Assets Price)

C RARIER(ML=P)

(3) B R RESREE © SR T RIEAEATE A IRETEERS - IEE T 220K &, &Y
EBE ~ WEEW(WFTT) 2% -
IR - ANETR -
2585 ¢ BERAIEER ETrim BT
3R - REAE -
4 BemE AR -

JERIR)
1HZE P TR (BEP) = fEXI{HI(SP) + fEFl]<:(P)

R ATEF(MR=P)A =0K+KB
fEFl(P) ‘ \
0 I > IR ERS (UAP)
/ \ (Underlying Assets Price)

JELI(EFA(SP) i AR (ML) = o0

(4)E HERERES © F5 5 KBRS NI (REEER > BRI 220K "EA L &Y
EHE ~ (AR (WRIT) 25K °
1R © ANERR -
2 485 ¢ BERRAVEESR Nk _E7t -
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3MER] - RERE: -
4 e - PR -

EFIR) 5 1E 2 Y- H:(BEP) = JEXI(E18(SP) — A (P)
=0K—-BK

A

B A JEF(MR=SP—P) JEL(ERE(SP)

0]

REHIYIERS (UAP)
EF4(P) (Underlying Assets Price)
i N (ML=P)

PUT ST SR B I e TR AR -
EI—  BRHOEEIRR=EHAKREE—F 100 BT ZHOTRANR > FERIRK
RILH RS - EMTESHE -
(1) B\ -SRIz E - FrEfHE > AISStatEH SRR 2 g A 1Rk -
(2) HEpmoRls -
L EA=(E A S CE i S 2 E
) - FE(ERE 31.82 - RISAEMS 31.919 » SLUEHA - 524 100 &
FEFI<E ¢ 0.6% » HEF<=USD1,000,000%0. 6%=USD6,000
FHAH - =EH
FIHA - <I>EEIHEER R 31.3 > RIFFEL -
AR - PR
USD1,000,000%(31.82-31.3)/31.3=USD16,613.42
FUFRFERISE: USD6,000 £z S&41] USD10,613.42
<DEFIHHERFy 32.3 - QI FAELY -
& FRSHERE: USD6, 000
2 EH = A TR A

HAW) - JEKI(ERS 31.82 > BIEAMERS 31.919 > Z2LYE4E © 52 100 &
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R 0.35% » HEF<2=USD1,000,000%0. 35%=USD3, 500
FHAH - =EH
FIHA ¢ <I>EFIHBESR Ry 31,999 » RISATEORE FIELY -
AERACH - P FRSUTIRTT
USD1,000,000%(31.82-31.999)/31.999=USD5,593.93
FOBRAERE: USD3,500 #4492 USD2,093.93
<>EFIHHREA Ry 31,65 RISATARELY
SRTTIRIAERE: USD3, 500
FRPI—  EEORETEIIRIR =8 H Bk 2 —F 100 BT 2 EOEK > RS
TLERESTHE - SRR HAEEIE -
(1) B\ - FHRIUHE > FrERIzE - FISSTaH R O SRR 2 R S i -
(2) HEpmoRls -
LB A=A A ST E R S 2 i
HA) - FE(ERE 32.52 - RISAERE 31.919 » SLUEHA - 52 100 &
FEFI<E ¢ 0.6% » HEF<=USD1,000,000%0. 6%=USD6,000
FHAH - =EH
FIHA - <ISEEIHEERR 32.9 > RIFFEL -
AEBASCH] - PR
USD1,000,000%(32.9-32.52)/32.9=USD11,550.15
FOBRAERSE: USD6,000 & S&A USDS,550.15
<EFIHAER Ry 32.3 » HIZFRELY -
& PR FERISE: USD6, 000
2. B =\ AR CEE 2 E
HAYT) - JEI(ERE 31.72 - BIHAEAS 31.919 » B2EYEHR © 55 100 &
FEFI<E ¢ 0.6% » HEF<=USD1,000,000%0. 6%=USD6,000
FHAE : =(@H
FIHA - <I>EFIHBEAR R 31.3 0 RISYTEORE PIRLY -
ARAACE] - BRI
USD1,000,000%(31.3-31.72)/31.3=USD13,418.53
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HIBRMER] 4 USD6,000  Fe4%384 USD7,418.53
DS FHAER B 31.72 » HIERITRIELY -
& EBEURE R < USD6, 000

MAE PR ERERET T fEEAYEEERE DA A m e AR bR 75 0K - (RIBE T
Hrer BEERE o HrerEEENEA N 0 RRR I EEERE - B R ~ I TEI AR IBE
’i% o
(1) PRISAR MRS

ERAYIEHIR 2 ERS R R P RE SR B 2 (EROR MR - RIS T RSACAER
BEERE o FURAI SOn] oy R [olBHSE R - SRIRBEIERESS
1. [CIRASEFERE (1ookback option)

[ B RE A R A (EAS T DARRAE " [RIRFHARA L (1ookback period) AT REESHYEHE -
PR N S BE R R R i A ARV EAS BT » IRt SR Ry T BRI
(most favorable option) °

HERNS @ BIERAE  EHER - RIIEELH (T - EREEETEEE 2
(ELEYER

CT=Max(0, ST—SMin)

HERENS - BYERES - R - NI ERSTH (T - SR EEEEE 2

(EEYER
PT=Max(0, SMax—ST)

[l B RERY R AU EAS IR AT DUE R fE T IEIREHART |, PRAYSEES(ERS - AIE s
NEFE TR A > AP EE T LM g (geometric mean) » A LLER
ity (arithmetic mean) °

E#E CT=Max(ST—S, 0)
B PT=Max(S—ST, 0)
2. SRPREEFERE (barrier option)

" SRREEEERE | L (EEMIEN Y ERS S S EAREAEAR (k) 2HEEN | &

BEEMS ) (barrier price)s¢ " FUR(EM - IRE " BRICHHMK , BEEREY —Fd - BN
TSR (R RUEEIERE ) B0 T [RBEEEERE | o EARSIERERR (Bk) £ T RER
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I > ATRESRAY (HHE) (knock-out, KO)EERL (ASF) (knock-in, KI) -

BRI EARREE—EN - BUERLARRE - R T FIRITOERERE
(up-and-out option) o EAEHVWIHEAREREFE @ » BUERGIRE - B T T
BRROEESERE | (down-and-out option) o [ EERYY) T (E R 2 (B 7 M E 224958 4G
R TRy T EIRAERESEME | (up-and-in option) o EAEAYY)TE R 2 F—(E
M ERLBRAA R - TRy T MRS | (down-and-in option) e
(2) 2 7 BEAEHE (TR Ry RN B A )

VALE 2R BIRER  EEEREAVERS RS EE 2 SO EE » A
Fot R BEIERE |- A =BV EE - AP RS Ry" =88 | (three-color option) ©
FH R S AT 2 R T A ELAHRE M (correlation) » Rl » AR M EEAEA & A > MHRATE:
JE\Fz (correlation risk)tiFhIEEEE o (H7=EE5EMHE (spread option) (EJ& AU BEFEHE
Hy—7E o & W E A & 7 2 SR = St — e B - B B - W T EE
BEEE  -
s=Max{(rl—r2) —r*, 0}

(3) HFFEIFH ISR A
1. 1RIEEERE

TIRVEEERE | Ry TR R RIG B AT THY AR B ERE L - fERER
SRELLLE (R (event ) A B BUR BRI > BT ST L B asa 2R i AR e g -
2. EIREEBEERE

TERE L BEERE R R H LY -

"3RS BEERERI ARSI H RTRER ELY -

TR BRI DUB RS S B SR R T E -

DR ) SO Ry T ESETUEEE ) (quasi-American option) o fEEZLY

HAIMR A 2 ([ R 4 b m] B BEFEME B 7 BRI AV - R EUERG 2 5TE R AT AE

MR IE LTI RE T 22 -

3. EHIRHIAEEERE
CEHABHIREEERE ) R A AR R E IR A IR T4 » AL
TRy T RS RS ERE |
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2~ LRHERR

ARRUTEERE - B MTAREEE MR T SRR i & ERYSRES > 5t
b g PR S B E TR AR - GO E BRIV o B BTSSR
ZPk > SRR T AR NE B AR _EAVIER RTINS E RV E B R4 B
JERMESS - MAERTE 2 - TS8R AE N BRI LAVIR A R b BT T~ - A
KA AGURERE RN T - NPT AT AR AR N SR T R

1. R A T RS AT

RS SRS EE RSB F T SRR CERRITR > AREA
B - MR EAVRRE 2 T RSEE RAEAEE: F P ILREIR TS - B A ERE
AR A SR E B AYRESE - i — LB E A R B HEANRM: - B a IR -
RH S AE /T RIERET] ~ BERRETT L. Fo AMAS AT EEIE 28 - TR HAY
& > FCLA RAFHVERBE R A A SHES ) - fEm i S S BRI eR 15 > AT
ANA B AR AT BN RERE - DIRES AT MECE EEERIRE -
BT PR TSR PSR R -

2. 3R T EIR SR E R

FEBRET B T - CTAEMERMHRHER P RS - TSR RS
FEF AR R AGHE 720 - B I E IR R R — B B ERE S
ERURIANE - BIRMESRTT REEEKEE - M gRE BRI ERES 290
ApmaEizEE Ebg - BIRFAYREA R B R E T T - W7 RS RERS - KA AT R
TTEERLPE SR F RAZEE - AT R E b 3% EREATHE IR ZERM - EAE
SR P a1 R SR A RV B ARG - A TERERSEN ARG > BHEAT
RACH] LIBS TI5& R T A -
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