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The rise in household leverage since 2000 raises concern —_ Historical
about potential household deleveraging in the years ahead — ~ 1°70-2000trend
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Other countries do not seem to be able to account
for the lost US consumption

CAGR!
Private domestic consumption, 2007 Private domestic consumption, 2020 (Forecast) 2007-2020
USD billions, 2000 USD billions, 2000 Percent
United United
States 8,276 States 11,034 —
Japan 2,863 Japan 3,397 1.3
United .

Kingdom 1,195 China 2,520 8.3
Germany 1,138 United 1,447 15
Kingdom
China 890 Germany 1,325 1.2

15
France 884 France 1,067
Brazil 555 India 1,058 6.3
Mexico 554 Brazil 901 3.8
Canada 528 Mexico 749 2.3
India 476 Canada 673 1.9

1 Compound annual growth rate

SOURCE: Global Insight, February 2009; McKinsey Global Institute China Model, February 2009; McKinsey Global

Institute analysis McKinsey & Company | 2



People living in households earning USD >5,000/year

will increase by almost 1 billion
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People in developing countries, living in households earning USD >5,000/year
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Historically, during crises the predominant response was moving to a
more flexible exchange rate regime with some notable exceptions

Exchange rate regime

- From floating to pegged

- From pegged or intermediate
peg to floating

Country Crisis year Before the crisis After the crisis

Argentina 1991 Free float ‘ Currency board

Argentina ® 2001 Currency board ‘ gﬂxacﬁzaztlvrv;z r;(;t?]etermined
Russia 1998 Crawling peg - (l\aﬂxa(l:%zaegivr\gtre] r;c;t(:]etermined
weico o] ¢ crwingbaa o Feefoa
sweden  [IHB o0 homonwibad o Feefoar
ey [ w0t cawingpes o Feefoa
Fand =] 1991 Homomalbana M) Frec foatfor the next four years
Thailand E 1997 Conventional peg - gﬂxi?]aalaztlvrv;ttz r;)(;t(rj]etermined
Malaysia E 1998 g/lxir;]aa%egdevr\gz r;(;t(rj]etermined # Conventional fixed peg
ndonesa M 105 Cowingbad ) Feefor
ool Q@Y 198 Crawingpes m» recton
SouhKorea [7@F| 1996 Tghlymanagedfoaing WM Freefoa

SOURCE: Team analysis; “The Evolution of Exchange Rate Regimes Since 1990: Evidence from De Facto Policies”

(Bubula, Otker-Robe)

Currency board did not allow for
devaluation that was needed
after export shock, and
contributed to next crisis in 2001

Removed the peg after crisis
was over. Mixed evidence on
whether tightening helped to
survive the crisis or not
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Whatever you do, look out for tall buildings...

Skyscrapers and economic disasters

The firsl skyiuraper Ut hanking panic The Depression Nl crivie Asian crin Financial/Dubai crisis
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