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Conditions During the Bubble

Change During Bubble Range
1 Debt growing faster than incomes 40% 14% to 79%
Debt growing rapidly 32% 17% to 45%
Income growth high but slower than debt 13% 8% to 20%
2 Equity markets extend rally 487 22% to 68%
3 Yield curve flattens (SR - LR) 1.4% 0.9% to 1.7%
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Applying the Framework to Past Bubbles

s TR, XRETEANM RGN E, K2 B ARG T

USA USA USA Japan Spain Greecelreland Korea HK China

2007 2000 1929 1989 2007 2007 2007 1994 1997

2015

1 Are prices high relative to traditional measures? Yes Yes Yes Yes Yes Yes Yes Yes Yes
2 Are prices discounting future rapid price appreciation? Yes Yes Yes Yes Yes Yes Yes Yes Yes
3 Are purchases being financed by high leverage? Yes Yes Yes Yes Yes Yes Yes Yes N/A
4 Are buyers/companies making forward purchases? Yes Yes N/A Yes No Yes No Yes Yes
5 Have new participants entered the market? Yes Yes N/A Yes No Yes Yes Yes N/A
& Is there broad bullish sentiment? Yes Yes N/A Yes No No No N/A N/A
7 Does tightening risk popping the bubble? Yes Yes Yes Yes Yes Yes No No Yes

Yes
Yes
Yes
No
Yes
Yes
Yes
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of the Cycle Bubble Top Depression Deleveraging Normalization
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Inflationary Deleveragings
Average Conditions through the Bubble

Foreign FX Debt Foreign FX Debt  Equities (USD) Capital Inflows Current Account Reserves
(% Total) at Top  (%GDP) at Top 3yr Chg (%GDP) at Top (%GDP) at Top (%GDP) at Top
Average All Cases 34% 46% 18% 12% -6% 10%
Worst 1/3 Outcomes* N% 46% N% 14% -9% 8%
Best 1/3 Outcomes* 25% 4% 7% 8% -4% 10%
Higher FX Debt 51% 60% 25% 15% -9% 8%
Lower FX Debt 29% 38% 12% 9% -3% 10%

*Based on economic severity index, which measures severity of economic conditions
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Growth vs Potential
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Reserves (USD, Indexed)
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