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Dubai World was to Corporate Debt what Sub-Prime was to Consumer Debt
Greece is to Sovereign Debt what Dubai World was to Corporate Debt

Greece invented so much that we have now, such as..,

..Mathernatics — You know the kind where you can spend however much you want and then riot
when you have to pay it back but vour balance is hugely negative,

..Language - Did you know Crisis in Greek means Judgement? Say no more,

.Democracy — Greece may be the first one to fall (probably} in the Post 2™ World War era in the
Woest or developed countries, It is unlikely to be the last.

As you read this, do you have a sense that “Well, it's unsurprising it's somewhere like Greece but it
would never happen here. | mean this is Great Britain (and NI}!" Look, we had raging riots due to a
local tax (The Poll Tax). What then will the Brits do when — yes when - we have to endure 20% cuts
in public sector jobs, pay, and pensions alongside multi percent hikes in mortgage rates (over some
years), a rise in the cost of living due to a devalued currency and hundreds of thousands of
repossessed properties? Add to that, due to also higher unemployment and taxes, a major fall in the
only thing that society believes in any longer — house prices. (Society needs a new God.)

Will they lie back and think of England? (Sic!)

| am not optimistic that we will accept it as meekly as, for example of societal harmony, the Irish
have, As far as | am concerned, the citizens of ireland realised the game was up, that they were
living on borrowed (did you see what | did there...?!) time and they have accepted the inevitable. |
doubt the Brits will do the same especially as they did not vate for it. Remember, between Labour,
Lib Dems, Scots and Welsh Nats, Greens and SDLP the majority voted for economic status quo - that
somehow we could continue borrowing from global lenders and spending just like alcoholics
drinking at a Real Ale Festival. They say they want to stop...

| certainly hope | am wrong on this forecast.
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For the Greek Government to borrow for, in this chart, two years, you can see how the cost of
servicing the debt soared in recent weeks (and had doubled not long before). This is the problem
they built and which now results in years (perhaps decades) of severe austerity.

This is the problem some other countries also built and many others are building to a peak, including
The UK and possibly more so. It is not the greedy bankers (this time) nor nasty speculators nor
horrid hedge funds. 1t is simply global lenders and investors (eg pension funds, perhaps including
yours!) taking a hard look at reality and taking fright at what they see. Countries (ie vaters) have
spent their way to oblivien, complacency and La La Land economics, Would you lend to semeone if
you were unsure if you would be paid the agreed interest or recelve back your money, in a
professional transaction?

Mone of the parties in the UK election campaign (except arguably UK Independence Party and
English Democrats) told honestly of the truly serious and dire state of our finances. There was much
rancour about an amount of £6 Bns yet the amount we borrowed last year was £165 Bns. There was
much disingenuous talk about reducing the deficit. OK, hands up if you know what that means.

| shouldn't find it remarkable but | do that most people believe reducing the deficit means reducing
how much we owe. IT MEANS REDUCING HOW MUCH WE BORROW ANNUALLY. Thus, though our
governments (now and in the future) may borrow less and less each year (or more, who knows?) the
amount we owe will still rise each year. The figures they gave us openly also assumed our interest
costs do not rise. (A most optimistic assumption, in my view!). Add to these explicit borrowings,
other largely hidden debts such as unfunded public sector pensions and PFl (new motorways,
hospital buildings etc) and our government already owes over 3.5 times our national income. This
isn't just unsustainable. 1t borders on criminal and will result in huge hardship for millions for many
years and potential societal breakdown, | hope the leading parties’ politicians are proud of
thermselves how they avoided raising above the parapet the single most important problem for a
generation,
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Mote the huge differences between explicit debts and true total debts, Apart from Greece (and
lapan not shown), average government held debt is at ¢ 3-4 x GDP. Think of it like a househeld
mortgage of 3 to 4 x earnings. No major problem at a c4% Interest Rate (UK Gilt Yield), The problem
arises when bankers raise the rate and, in this case, the bankers are the global bond markets,

For decades we have borrowed our way out of trouble, as households and as governments (voters).
The lenders did not fuss before. They do now. We cannot continue like this as they are hiking
borrowing costs globally. You don't believe me? Look at lceland, Latvia, Dubai, Greece, Portugal,
Spain etc already. We're running out of canaries in coal mines.
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Either we cut borrowings and spending, both as government and in households, or the IMF, aka The
US, (and mortgage lenders for ordinary folk) will impose cuts on us.

Some people say to me: “You want a recession”. My reply is always: “What | want is not the issue.
This is what | forecast will happen." At Jonathan Davis WM, we have no agenda other than the
effective management of the wealth of our clients.

The UK may soon no longer be a sovereign state except in name. Nearly 80% of our laws come from
unelected Commissioners in Brussels and outside financiers may soon tell us how to manage our
econamy. In the process, we will go straight back into recession. As | wrate in a clients’ only update
last maonth, the phrase '‘Dauble Dip" is merely a euphemism for Depression. Nothing goes in a
straight line,

As to other forecasts we have made, we significantly reduced exposures to stocks ete markets
BEFORE the markets’ troubles that began at the end of April. Did you or your adviser/broker sell or
did you hold on believing markets = stocks, property etc — only ever go up?

At the time of writing (Friday 7 May 2010), the markets are down ¢ 10-15% from the April 2010
highs. We have consistently stated that prices were again displaying bubble-like features and
something would come and burst the bubble. Little did we expect it to be the US regulator, the SEC,
in its paradigm-shifting case against Goldman Sachs, the most successful global banking firm.
Goldmians will not have been the only participants if any wrong-doings are found (How will they not
find them?). It is never just one firm in such incestuous markets. This will weigh heavily on
Goldmans, financial stocks and the market, generally, for a long time to come, Recent market
activity portends falls for much of the rest of this year,

| might remind you of a trulsm we wrote several Updates ago: "The way to make money in the
markets is not to lose it after you've made it”. It is not difficult to make good returns, However, do
you hold an to it or do you generally lose your gains, as most do? Brokers and other ‘advisers’ find it
very easy to have you buy, however do they ever attempt to have you sell? Why not? Because they
maostly earn when you are Invested. Thus, they are vested interests in markets, property etc. They
are all too often not impartial advisers. On the other hand, we are as impartial and non-partisan as
vou could find. We truly advise our clients and we want only the best outcomes for our clients.

If you happen to find yourself in Banbury, Oxon on 25 June (date TBC on Twitter) I'll be speaking to
the great burghers and ladies and gentlemen of the town in The Town Hall on the subjects of
ecencmics, jobs and employment. We're filming for BBC2's Moneywatch which should be broadcast
in July. I"d be absolutely delighted if you came along and said hello.

Piease remember, investments can fall as well as rise. And they will!

Who do you know who could benefit potentially from our advice? You are welcome, of course, to
pass this on to friends, family or clients or suggest to them to look at our website. Or have them call
me persanally to discuss how we could help.

With kind regards,
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Chartered Financial Planner

Managing Director
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Up-to-the-minute comments @ Twitter.com/JonathanDavis\WM
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Bulletin ...

"Those who do not read newspapers are uninformed.
Those who do read newspapers are misinformed.”
Mark Twain

This Financial Bulletin's frant page focuses on cleanng up the
confusing signals gven out by the media and property
arganisations

Rezl wealth wes cregted by rvesting in progeny = resdental or
commercial - durng the 30 or 5o years to the end of 2007, The
next 10, 20 or maybe even 30 years will be about real weath
destruction by mvesting i property. The word real shows we are
compearing to infllation. When you grow real wealth you increase
your standard ot ving. When real wealth falls you reduce vour
Iving standard.

During the last four decades we have wen three years of real price
rises then three of real falls, followed by two of rses and two of
falls, folloveed by seven of rises and seven of falls. Remarkable but
true, The last fall (1988 to 1995} was the first post 2nd World \War
fall which had actual price falls, not just inflation-agjusted falls, The
chart below shows our real national howse price cycles,
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When a fall is inflation adiusted, it is hess noticeable than an aclua
fzll. From 1973 to 1975 average parnings rose some 50% (Source
MeawnngWorth org) yet national house procs were basically flat
{and fell ¢ 20% against inflation....the firsl post-war house price
crashl

To 7007, we had 11 years of growth, as sveryone knows, Looking
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back at those symmetrical cycles, we can deduce 11 years of falls
from 2007. The high prices seen in the UK will cantinue to come
back ta reality

Concider the above chart, from Reyal Institution of Chartered
Surveyors (RICS AKA gstale agenls), Morlgage approvals rose
sleadily from ¢ 80,000 pm to ¢ 130,000 pm at the height of the 11
year bull market. Fvan atter last year's price rises, aparovals {and
therefare home sales) are still less then a hall of whal they had
bizen. Mew that the public sector cuts (that we forecasted) are
undesway, the supply of property for sale will soar and dermand wil
stay, ar best, flat. Prices will nosedive, again. We forecast thal prices
will fall "tilf 2013-14. This will be due Lo

B Higher unemployment

m Higher repossessions of both owner occupied and buy-to-lets
® Higher deposits required for mortgages

B Higher taxes

B Stronger Pound v Eurd

W Lower capacity of banks ste to lend martgagos

Alter 2013-14, pnces will at best e helow inflation. Thus, it is
entirely plausibie that the housing cycle dogs not 9ot goiIng 3g3in
pefore 2018,

What should you do to secure your hinances or help secure those of
your friends or your private and trustee cients? Call me personally
to discuss how we can help

Many Spring Budget changes survive into law * Looking beyond the pound « Tax planning implications of

retiring abroad = New investment opportunities = The grey plastic package * Trusts accumulation rules change

» Annuity rates looking up?
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