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Global economies are
more responsive due
to the triple headwinds
of aging
demographics, low
interest rates and
deleveraging.

Greater
responsiveness to
fiscal and monetary
policy has made the
economy more like a
golf cart and less like a
car.

Policymakers need to
adapt to this shifting
economic environment
by continuing steady
stimulus.
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‘Golf Cart’ Economy is Less Forgiving
GLOBAL ECONOMIES REQUIRE MORE DELICATE MONETARY & FISCAL POLICY

Anyone who has ever driven a golf cart immediately realizes it is different than driving a
car. Golf carts don’t glide, they slow the minute you lift your foot from the accelerator.
Golf carts also tend to have ‘hair-trigger’ brakes, where the lightest pressure can send
its passengers through the windshield. Because they are so different than cars, they
can take a little getting used to.

The difference between golf carts and cars is a little like the difference between the
economies of today and the economies of yesteryear. Today’s economies don’t glide
like they used to, in fact they seem to slow the minute monetary or fiscal stimulus is
removed. Their brakes also seem to be more responsive than ever. There are multiple
causes for the greater responsiveness of global economies; however, there are three
drivers that we believe may be the greatest contributors.

THE SHIFT IN THREE TAILWINDS MAY EXPLAIN WHY THE ECONOMY IS MORE
RESPONSIVE: Over the last fifty years the world has benefited from three important
tailwinds: Demographics, declining interest rates, and increased household leverage.
These three tailwinds have provided a steady source of organic growth that has been
relatively independent of the overall economic cycle. These tailwinds also provided a
more self-sustaining economic trajectory, in our view, allowing economies to ‘glide’
once they were stimulated. Likewise, we believe with the three powerful tailwinds,
governments and central bankers did not have to be so precise when they wanted to
slow the economy because the brakes were more forgiving. Unfortunately, the three
tailwinds have recently become headwinds, that we think may impact the investment
climate for many years to come.
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working. However, in 2014, that all changed when workers around the world began ‘aging out’ of the 15 to 64-year-
old population, turning demographics into a headwind. The aging of the workforce has been most acute in the
developed world outside the US.

DECLINING INTEREST RATE TAILWINDS
HAVE MODERATED: Declining interest rates for
the past 40 years provided a natural tailwind for
growth throughout much of the developed world.
e ey In the left chart we show US interest rates, but
/ this phenomenon has also occurred overseas.

The 40 Year Decline in US Interest Rates

Interest rates in much of the developed world are
currently close to their lowest levels since World
War Il. Central Bank balance sheets have also
already expanded to levels not seen since the
Great Depression. With low or negative interest
rates throughout the developed world and
exceptionally low rates in most emerging markets,
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FADING HOUSEHOLD LEVERAGE TAILWIND: US Total Household Debt Q120
Since 1983, low interest rates have allowed 140%

households in the US to take on more debt,
thereby increasing leverage. When households
take on debt, purchases of goods and services
are amplified because consumers are spending
more than they make. This provided an additional 80%
boost to consumption and ultimately economic
growth. However, household debt as a 80%
percentage of disposable personal income
peaked in 2007 in the US and has actually
declined from roughly over 120% to levels back o

below 100% (Right Chart). This trend has also 1o e o o ISR
been mirrored in large European economies Past performance is no guarantee of future results. Shown for illustrative
such as the UK and Germany. Declining purposes. Not indicative of RiverFront portfolio performance.

household debt is an admirable long-term goal

from a personal finance perspective, but it is a clear detractor from global economic growth.
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IMPLICATIONS OF A MORE RESPONSIVE ECONOMY: We believe controlling today's global economies is more
like driving a golf cart than a car. They may accelerate similarly, but due to the headwinds of aging demographics,
declining interest rates, and deleveraging; the economy no longer 'glides' like it used to and can be especially
sensitive to braking. More responsive economies mean that investors need to pay more attention to monetary and
fiscal policy. It also means that policymakers (legislators and central bankers) need to recognize that the vehicles
they are driving may be different than the vehicles they have trained on.

Economies where these headwinds are the strongest, like those in Japan and Europe, appear to now require

steady stimulus to keep any economic momentum going. Even slight changes in monetary stimulus like ceasing
guantitative easing (QE) in Europe or slowing asset purchases in Japan can have far larger impacts than in the
past. Over the long-term, we feel confident that ‘necessity’ will be the ‘mother of invention’ and policymakers will
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begin to understand the new dynamics they face and re-calibrate their driving style by altering the pace and
magnitude of new policies and their implementations.
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