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European Demographics:
Memento mori

This note is the latest in a series of regional demographic reports published
across our research platform. It provides a top-down framework and chart book
for upcoming sector reports on the potential impact of demographic change on
industries and companies across Europe and UK.

B shrinking & ageing, so deal with it ...

European demographic trends demand innovation in government policy and
adaptation in corporate and individual behaviour. The basic projection is for a
static, ageing population with a gradually shrinking work force; with fertility rates
unlikely to see any resurgence, to militate against worst case scenarios countries
will need to raise employment participation rates & productivity, attract high quality
migration, while controlling long term commitments on ageing-related expenditure.
These are daunting policy goals and explain a pessimistic consensus.

Despite relatively unattractive demographic profiles, the UK and Eurozone have
high levels of labour force education and have been successful in attracting
immigration. This is a key policy for protecting economic growth, particularly in
countries where populations are contracting (e.g. Germany) - the social and
political fallout from such policies has to be handled. Without this, a shrinking
labour force and rising old-age dependency rates are projected to gradually
lower average potential GDP growth rates from a current 2.4% to 1.7% by 2020.

A higher percentage of elderly consumers would shift aggregate expenditure
into healthcare, housing, food and basic utilities, away from more discretionary
items. Technology will play a vital role for what will be the first tech-literate retiree
generation. Greater female participation rates could also tilt consumption trends.

Government finances- bond markets and austerity part Il
Projected increases in age-related expenditure could dwarf the costs of the
global financial crisis according to IMF estimates, further straining already
stressed public finances. Greece, for example, faces additional public spending of
7.5% GDP (2005 levels) out to 2025 versus an EU average of 3.5%. These
estimates are struck under a no-policy change assumption which may be the
correct starting point for models but is not a realistic policy option for Europe.

Equity appetite is ageing as well..... go global

In the UK and USA there looks to be a link between movements in stock markets
and demographic variables (mid-young ratios). In the UK, pension funds have
been allocating a greater share of assets to bonds away from equities (although
not in the US), possibly reflecting age-related risk aversion amongst a raft of other
institutional reasons. Whether this can address projected pension funding deficits
is a moot point, but global investment opportunities offer some outlet for hope.
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For each of the major Eurozone countries we
have plotted trends for population growth, birth
rate, death rate, net migration rate, fertility rate,
dependency ratios and sex ratios. We compare
the Eurozone with UK, Scandinavia, Japan, US
and the ‘BRIC’ countries, as well as including
charts on mid-young ratios, prime savers to the
rest of population ratios and labour force
education profiles. It dovetails with recent notes
on demographics from Asia and Australia.

Chart 1: Eurozone Dependency Ratios
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Chart 2: Eurozone Dependency Ratios
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Chart 3: Elderly Dependency Ratio and Healthcare
Expenditure
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European Demographics Chartbook
in brief

What the data shows:

1.

On UN data, the European population, already falling as a share of global
population, is projected to decline modestly in absolute terms from 2020.
From having 4 of the 12 most populous countries in the world in 1950,
Europe is set to have none in the top-25 by 2050. According to Eurostat
projections, the total population of the Eurozone is projected to grow
modestly from a current level of 495m to a peak of 520m by 2035 and then
show a steady decline to 505m by 2060.

The EU working-age population is projected to decline sharply over the
next 50-years, falling by 15%. Potential GDP growth, as a function of
available labour supply and productivity improvements, will be negatively
impacted with projections for potential average long term GDP growth falling
from 2.4% in 2007-20 to 1.7% in 2021-30 and 1.3% 2041-60. Within this
trend per capita GDP levels are unlikely to fall and a smaller population could
see lower levels of structural unemployment.

Not even very high levels of immigration will be enough to reverse this
decline, but it can slow the rate of fall. Although the Eurozone is a net
immigration area, with relatively good labour force education, its
demographic profile is unattractive compared with the UK and US and
especially with Brazil, India and Turkey.

Europe’s population is ageing. Within the EU, Germany, Greece, Italy,
Portugal and Spain are the least attractive demographically with rapidly rising
old-age dependency ratios. From a current ratio of four to one, by 2035-2040
it is projected that these countries will have fewer than two people of working
age to support an elder. Even this is 10-15 years later than Japan.

Judged purely by the progression of mid to young ratios and the ratio of
prime savers to the rest of the population the Eurozone and UK look to be
unattractive on a long term basis, compared to most emerging market
countries and the US.

Government finances are projected to endure the biggest strains: amongst
developed countries, public age-related spending is set to rise more in the
Euro area than in the UK or US. By 2025, across the EU, an additional 3.5%
of GDP (2005 levels) is expected to be spent on health care, long-term care
and pensions as a result of aging. For the UK, this figure is 2.8% and 2.9% in
the US. The EU figure masks a wide variation between member states, for
example in Germany the figure is 2.5% but is 7.5% for Greece.

Despite having one of the worst demographic profiles, Germany faces
relatively low additional age-related public spending requirements. By 2025 it
has a lower requirement than the US and by 2050 it is only modestly larger
(7.5% vs. 7%) despite the demographic profile of the US being much more
attractive. This looks to reflect the relative cost and efficiency of age-related
spending between the two countries.
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Health care spending is set to be the largest component of additional Euro
area public spending requirements. A lot of policy activity thus far has
focused on changes to retirement ages and this makes the pension issue
relatively solvable. However, relatively less has been done to regulate
access to and the long term cost-effective, provision of healthcare.

From which we conclude that:

a.

Stock markets in the UK and US appear to reflect and to an extent anticipate
demographic variables. Although only one factor of many in determining
future movements in markets, demographic variables suggest they will act as
a negative headwind to future performance. However, given that investors
are not restricted to own country investing European investors can participate
in the demographic dividend still available in Emerging Markets and to
an extent the US where the upcoming generation Y age cohort is significant.

Pension Funds in the UK (and Japan) are allocating a greater proportion of
assets to bonds and away from equities. This may be a signalling of greater
risk aversion, but it may simply reflect the poor track record of equities over
the past decade, as well as regulatory change. Funds flow data suggests no
imminent reversal in trends. However, with corporate pension funding gaps
having once again ballooned (European Equity Strategy, 07 September
2010) and given long term projected state deficits, whether investing in EU
long term bonds is really going to rectify this problem is perhaps debatable.

The long term projections for Europe are challenging but we should not be
too fatalistic in our conclusions. Most EU countries are comparatively wealthy
by global standards, have well developed educational systems, high
technology expenditure per capita and therefore high quality workforces.
There are further steps that can be taken to raise participation rates
(amongst women, and younger and older workers) to bolster available labour
forces, as long as jobs can be found for them.

Governments (and individuals) have the wherewithal to avoid projected worst
case scenarios by action to curtail escalating funding deficits and over
burdened health and pension systems. We are already seeing effective steps
being taken on pensions but long term reform of health care supply and
demand remain pending. The financial crisis is arguably helping this effort
by forcing debate (and action) on long term public funding priorities.

There is a big opportunity for those countries/ governments/ businesses who
‘get ageing right’ in terms of anticipating changing consumption and
resource demands of ageing populations. This is a potentially huge market
and European economies being both wealthy and early into the process have
an opportunity to make a virtue out of necessity.

Sources

A number of sources were used, including publications and reports by the United

Nations, World Bank, European Union, IMF, WHO, CIA World Factbook and
Towers Watson. [Where appropriate a population weighted average has been
used to calculate figures for the Eurozone.]

Terminology
For readers who are not familiar with some of the terminologies mentioned above,
please refer to the Appendix for a list of key definitions.
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European population peaks at around
520m in 2035 about 5% from current
levels.

The working age population starts to fall
in 2010

Projections are for a doubling in over-65s
within the EU to 151 million

Suggesting there will be only 2 active
workers for every retired person by 2030

As a function of available workers plus
productivity, long term projected
potential GDP growth falls

All projections are made under no policy
change, stylised assumptions

Those are the long term projections.
However, over the next 20 years they
would seem to describe our likely fate
with reasonable accuracy.

The real debate is what the response can
be.

European Strategy

The data

A short summary-up of the demographic projections within this report shows a
stabilisation of fertility rates below the natural replacement rate of 2.1 being
partly offset by a relentless rise in life expectancy and by positive net migration
rates. The net effect, according to the European Union 2009 Ageing Report is for
the expected EU population to be 505.7m by 2060 (slightly larger than in 2008)
having peaked around 2035 at 520.1m. Perhaps more importantly the working-
age population (aged 15-64) will start to decline from 2010 and over the next 50
years is projected to fall by 15% (even as it rises in 7 states of Belgium, Ireland,
France, Cyprus, Luxembourg, Sweden and UK).

The elderly population (aged 65 and above) will show a sharp increase over the
projected period with the number of elderly almost doubling to 151m by 2060
(from 85m in 2008).

As a result, the old-age dependency ratio (those aged 65+ versus those in the
working age population) is projected to increase from 25.4% to 53.5% with the
largest increase being seen over the next 20 years. In plain English, this means
that from there currently being 4 working people for every person aged 65+ this
will fall to just 2 to 1 in the projection period.

All of this results in the projected annual average potential GDP growth rate in the
EU to decline sharply from 2.4% in the period 2007-2020, to 1.7% in the period
2021-2030 and to 1.3% in the period 2041-2060.

Again it is worth reiterating that these projections use stylized models and a no
policy change backdrop ignoring potential efforts to retain retirees in the
workforce or to promote greater rates of female participation or to raise
productivity growth. In reality, all of the policy efforts mentioned above (and more)
will need to happen to shift the projected outcome. This is a potential path not a
pre-determined destiny.

Critiquing the data

Schumpeter, a few population cohorts ago in 1943, made the observation that
“forecasts on future populations, from those of the seventeenth century on, were
practically always wrong”. Even Keynes in his Galton Lecture of 1937 came out in
favour of pronatalist policies to counter expected shrinking population growth, just
ahead of the start of the Baby Boomer explosion that was to set the positive
tailwinds for UK and European economies over the following 50 years.

Unfortunately that was then and this is now; while different data sources may
disagree on the severity or immediacy of the problem, based on the data in this
report, it is difficult to dissent from the majority opinion that European population
growth is slowly grinding to a halt, that it is ageing rapidly in some countries; and
that governments are facing potentially crippling additional expenditure
requirements on top of already stretched public budgets.

The latest demographic data is exhaustive and methodical; however, these are
still very long term projections subject to considerable revision and change. While
forecasters generally know a lot about the nature of pensions and age related
liabilities, say, over the next 20 years (anyone set to claim over this time frame
has already been born) forecasts beyond this time frame, as well as estimates on
potential migration patterns are hugely challenging, even more so when broad
regional data is being applied at the country level.
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Trends in fertility rates and life
expectancy seem to have a forecast able
quality- migration and other variables are
potentially more volatile

Leading to some revisions even over
relatively short periods of time

We rate demographic data as higher
quality than climate change data but the
debates on these topics can sound quite
similar in trying to “educate” a sceptical
public on taking decisions now (and
almost by definition, making sacrifices),
for uncertain future gains, most probably
accruing to other people.

There is nothing new or startling in the
trends, they have been flagged for a long
time. However the financial crisis and
resulting public deficits have created a
new sense of urgency in the debate on
long term government (and individual)
funding issues

European Strategy

A further point to stress is that although demographics are crucially important
over the very long run it is far from being the only factor at work. Stock market
returns for the last 10 years, for example, highlight how a ‘positive’ demographic
backdrop did little to ensure positive market returns.

Revisionist future

We cannot lose sight of the fact that these are long term projections on small
changes in very big numbers; as an illustration, consider the revisions to Eurostat
demographic projections as of 2008 (updating those from 2006). It shows how
even over a short time span, projections are subject to relatively significant
revisions; so that the EU population in 2050 is now expected to be 37 million
people higher than was forecast in 2006. The bulk of this increase is expected to
be within the working age population bracket of 15-64 year olds.

The causes of this upgrade are split evenly between slightly higher expected
fertility rates, further improvements in life expectancy and higher than expected
migration flows (as seen into EU countries in recent years). On this final point, for
example, net migration flows into the EU for 2010 are forecast to be 785,000 per
annum higher than forecast in 2006. In total, net inward migration into the EU is
expected to be some 12.6m higher than estimated in 2006.

The revisions put a slightly different gloss on projected old-age dependency ratios
by 2050. The ratio still increases sharply, but at a slower pace than previously
anticipated. The revisions also raise long term projected average potential GDP
growth to 1.8% p.a., slightly higher than the 1.7% in the 2006 projection.

None of this is meant to rubbish the data but merely to illustrate the difficulty of
projecting long-term differences between very large numbers (births, deaths and
migration) and several complex variables (participation rates, productivity and
competitiveness, amongst many others). The challenge for governments is that
this creates potentially serious obstacles in trying to sell difficult policy choices to
a sceptical public (as climate change proponents have recently found).

And so the data is good but not infallible and represents a best guess on a
stylised future state which will not actually eventuate as people, governments and
corporates will react and adapt to the extent that they can.

We are aging: panic now, panic later or no panic?

We are not in the camp of demographic determinists; being of sunny disposition
we tend to believe that answers (however muddle through in nature) will be found
to offset the worst effects of the demographic headwinds. However,
demographics are akin to gravity: one can fight it and come to some working
relationship with it but that does not mean that it goes away.
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Chart 5: Personal savings rate (%)
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Economies also will have to deal with
exogenous shocks such as a global
financial crisis which will exert far
greater short term influence and
potentially delay or derail much of the
medium term planning and feasibility
of demographic-related policy efforts

However, projections on additional
ageing-related expenditure on already
stressed government budgets is a clear
and present (not just future) danger
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European trends are well-recognised that have been flagged for many years and
have already started to prompt policy responses from European governments.
The implications for public finances have generally taken centre stage in
discussions, but at the individual level demography, for example, might also help
to explain the very high savings rates seen amongst core European countries
over the past several years as private individuals anticipate the likely need for
greater self help rather than a state guaranteed retirement (there seems
surprisingly little in the literature examining this trend).

A brief summary of the potential repercussions of static and ageing populations is
to consider the impact on governments, corporations and individuals.

Governments have perhaps the most direct and obvious challenges. With
longer-term economic growth projected to be lower so will tax take at a time when
age related expenditure will be increasingly rapidly. There are numerous papers
with estimates of potential age related burdens but the IMF, for example, projects
the total cost of age-related expenditure increases to be several times the total
cost of the current financial crisis.

There have been no silver linings to the current financial crisis, however at the
very least it is forcing governments (and electorates) to discuss long term public
funding issues. Perhaps sub-consciously following Rahm Emmanuel’s maxim of
“never let a serious crisis go to waste” this is leading to more radical proposals on
fundamental restructuring than could have been expected a few years ago-
whether in Greece, Spain, UK or even France where raising the pension age is
becoming an important political moment for President Sarkozy.

How countries manage longer term budgets and the resulting impact on
sovereign and corporate credit ratings, debt servicing costs and tax burdens is
probably the most important single challenge for ageing societies. The Greek
funding crisis this year has given all European nations an insight into what
happens when markets decide that government funding deficits are out of control-
and provides the most compelling reason for why long term are-related
expenditure projections cannot be ignored.

Chart 6: The Effect of Enacted Pension Reforms, 2010-30
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The policy choices remain the same:
1. job creation
2. controlling access to entitlements

Governments tend to do a lot about the
first but only talk a lot about the second

Combining current deficit levels with
projected age related spending changes
leads to a familiar grouping of countries

European Strategy

However welcome it is that longer term ageing-related funding has now been
forced onto the political agenda, all this can do is start to make up for years of
accumulated political inactivity. In fact, the policy requirements are exactly the
same as ever: costs and income respectively. Governments have to control
entitlements to ensure that long term promises can actually be delivered on, and
secondly eliminate waste and inefficiency within economies thereby maximising
the potential of existing resources and thereby creating the jobs that will both
satisfy existing electorates (across the entire age spectrum) while also providing
incentives for migrants to bolster potential workforces.

Of the two priorities boosting productive potential by eliminating waste and
improving efficiencies is always an easier to sell to electorates (everyone believes
the state can do better), but controlling entitiement spending is equally important
if governments are to avoid bankrupting the future- here, however, few politicians
are brave enough to get in the business of prioritisation and saying that one life is
worth more than another one which seems to be at the heart of rationing access
to long term healthcare.

Chart 7: lllustrative Fiscal Adjustment and Projected Age-Related Spending Increases in
2011-30 (In percent of GDP)
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Depending on current pension and
healthcare benefits a reasonable
demographic profile can imply large
increases in age related spending
commitments

An ageing population means an ageing
workforce with impact of workplace
design and organisation......

As well as shifting patterns of
consumption

European Strategy

Chart 8: Total Age Related Public Spending % Change to 2025 from 2005 GDP levels
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For corporations the task is two-fold: controlling demographic impacts on both
supply and demand. First, companies will be faced with having to compete for
sufficient, qualified labour within a shrinking pool, presumably leading to higher
rates of pay. Second, they have to anticipate the demand shifts likely in a slower
economic growth scenario (at least for Europe) and a market place where the
elderly will be a much larger share with different consumption habits (see later in
the report) and also different requirements in things like workplace design (is an
open-plan, noisy workplace something that would attract an older workforce?).
Any business will confirm that it is much easier to sell into a growing market than
a static or shrinking one so Europe overall looks set to be less attractive albeit
with 500m potential (reasonably wealthy) consumers it cannot be ignored.

Finally, individuals have decisions to make on retirement investments and timing
and planning for age-related commitments, as well as thinking about on going
support of children and extended families. All of this will need to be accomplished
against a backdrop, particularly for younger people, which will put growing strain
on the notion of the collective versus the individual, the biggest symptom of which
is an old-age dependency ratio doubling over the next 50 years.
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Lower population suggests lower long
term rates of growth and lower long term
valuations

Impact on future levels of real interest
rates is more debatable

A scarcity of savings should boost rates of
return i.e. higher rates

But lower levels of required investment
could cut demand for capital and dampen
rates

Following the wealth loss in the financial
crisis, do people need to take more risk
to recoup returns before shutting down
risk appetite into retirement?

10
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Impact on asset markets

As a broad summary the twin effects of a shrinking working population and a
rapidly ageing population impacting long term growth rates, means that long term
rates of return could be lower, as could asset valuations, in reacting to less
optimistic forward projections. However, specific conclusions beyond this become
more difficult if we accept that the continuing development and growth of
emerging markets and the relative stability of the US demographic situation will
still present a range of: a) markets for European companies, b) investments for
European investors which together will complicate specific European conclusions.
Furthermore a topic such as ‘will the level of real interest rates be higher or lower
in an ageing society?’ seems to promote more debate than agreement.

Older people and interest rates

The potential impact of demographics on interest rates has produced a lot of
analysis with arguments for why both provision of and demand for capital could
fall with an uncertain conclusion for long term interest rates.

A classic lifecycle model would suggest that as people grow old they save less. In
terms of aggregated national savings, this could lead to a gradual fall and see
interest rates moving higher (quite sharply in rapidly ageing economies such as
Japan). Econometric studies suggest that 50 years old seems to be a cut off after
which fewer investment risks (and consumption risks) are taken.

The problem is that findings from many disaggregated studies do not support the
conclusions from the econometric models finding a range of outcomes amongst
different age cohorts rather than the get old, save less conclusions of the lifecycle
model. This research suggests risk aversion is not a function of a specific age per
se but is seen relative to expected retirement age. So that if | think | am retiring
next week, irrespective if | am 40, 50 or 80 years old | tend to be much more risk-
averse than if | think | am not retiring for another 15 years. Clearly if countries are
successful in raising retirement ages then we could see continued saving (and
risk tolerance) for a longer period than models might project with less impact on
interest rates as a result.

Furthermore, with employment growth slowing, theory would also suggest that
demand for capital to invest in new capital stock would also be lower (quite apart
from other long term projections on technology change and capital demands); a
lower demand for capital should see interest rates fall as well.

Net, net even before trying to account for the impact of cross border capital flows
perhaps the most we can say is that the demographic trends outlined in this
report could reduce both demand for and supply of capital with an uncertain
impact on real interest rates.

What happens post a wealth shock?

There is also the question of wealth destruction due to the financial crisis. With
sudden, large funding gaps opening up for many pensioners (and pension funds)
does this lead people to reset retirement expectations, whether in terms of age or
expected wealth, or perhaps opt for a low risk secure return over the remaining
expected life, or do they suddenly enter a burst of greater risk appetite in an effort
to replenish the coffers before eventually cashing in and buying an annuity?

It seems logical to assume that risk appetite falls with ageing but it is not as
definitive as first inspection might suggest. That said, a recent report we
published on pensions (European Equity Strategy, 07 September 2010) finds that
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Falling rates have resulted in another
ballooning in pension fund deficits which
is prompting further moves out of
equities into bonds .......... . timing looks to
be very debatable

Housing looks to be vulnerable as a
generational hand down of assets
encounters a smaller pool of buyers

A shrinking workforce makes labour the
scarce resource

The principal component of growth going
forward will be productivity
improvements

And whatever can be done to raise
participation rates

European Strategy

overall equity weighting within European pension funds had fallen from around
50% in 2005 to 35% in the most recent accounts. This may reflect a shift towards
greater liability/asset matching but most likely is also a result of the terrible
volatility and performance of equities over the last 10 years. Even when equities
recovered by 25% in 2009 their relative weight in pension fund assets only rose
by 2% as presumably pension fund managers opted to de-risk.

Chart 9: Pension assets for FTSE Eurofirst 300 companies
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Perhaps clearer negatives for housing

An alternative model for looking at ageing trends on asset prices is the
overlapping generational model that argues for an asset sale/purchase
relationship between successive age cohorts. Given that we are about to see the
largest population cohort of recent decades- the baby boomers- reaching
retirement age and trying to sell houses and other accumulated financial assets to
much smaller cohorts- Generations X in and Y- prices will have to fall due to
excess supply.

This would suggest a fairly sober outlook for all financial assets but perhaps for
housing markets in particular. A recent BIS working paper on Ageing and Asset
Markets concludes that Europe (and Japan) could face a reduction in real
housing prices of more than 100bp per annum over the next 40 years, although
this would still probably lead to positive overall real price appreciation. Following
this through the diversification benefit for pension funds for example of owning
property or other financial assets might also be called into question.

Labour takes a greater pie slice

With the working population set to shrink, productivity improvements will take on
increased importance as the principal driver of growth. A challenge for companies
but a potential positive for consumption (?) is that a world of shrinking labour
forces makes workers the scarce resource. This suggests negative implications
on long term investment returns if margin shifts to workers rather than rewarding
capital. If ROE trends start to reverse the consistent gains they have seen over
the past 20 years then theory would suggest lower equity prices and valuation.

However, a rational substitution of labour by capital (capital deepening) could
equally lead to improvements in productivity and more than justify increases in
labour rewards. It is difficult to square this circle, even more so when we are
realistically looking at labour and capital markets that are global rather than solely
European in scope.

11
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Technology stands as the biggest potential
wildcard in the ageing debate. The next
retirement generation will be more tech
savvy than any before and this could have
profound implications for care,
consumption and even politics

Japan, perhaps by necessity, is investing
towards highly tech-enabled retirement
solutions

Elderly tend to be more sedentary despite
a liking for cruises and package holidays.
They eat less but more healthily.

They consume more utilities

They drive less and buy fewer cars
although the efficient, cheap, good
looking 2-seater could be a winning
category

Entertainment solutions in a tech

friendly world will likely take a bigger
proportion of old age income

12
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Productivity tools

One advantage Europe has (and needs to nurture) is a well educated, skilled
labour force. In terms of stretching productivity further companies (and
individuals) will need to invest in education as a competitive advantage, which
means: partnering with schools and universities, on-the-job training, continuing
career education, effective retention policies, as well as effective investment in
technology and communication infrastructure. Raising participation rates- more
elderly and more women

Within a defined population of working age, outside of attracting migrant workers
governments and companies will need to raise participation rates. This can be
partially accomplished with prolonging working careers of would be retirees as
well as cutting youth unemployment rates, however raising female participation
rates is perhaps the major target which can help defray declining overall
employment numbers.

We are leaving more detailed sector discussions to our individual sector teams
but some broad thoughts on sectors that will be influenced by these trends are
fairly straightforward but one general point to make is that the post baby boomer
generation — now leaving middle age- is the first technology savvy generation to
approach retirement and technology remains a potentially huge factor and
enabler across a range of age related activities such as communication,
education, entertainment, friendship/ companionship, heath monitoring/diagnosis,
knowledge, social networking, politics, recreation. There is also the world of
robotics with its applications for home help and mobility (the Japanese solution for
ageing) plus everything else one can extract from the applied sci-fi manuals.

Changing consumption patterns

European data showing the shift in consumption patterns between age cohorts
according to Eurostat is shown in the following chart (note that the data is from
2005). No great surprise that an ageing population becomes a more sedentary
population despite the widely held belief that the elderly spend their retirement on
cruise liners around the world.

This results in a greater proportion of spending on basic food and utilities together
with greater health related outgoings. The relative losers on this are auto related
expenditure, the eating out market and clothing/footwear.

Old age (and technology) sets them free?

Given our comments above on technology, we would however raise the question
of whether the past is the future in terms of these trends- for example; it is difficult
to believe that communications, 5 years of smart phone development on from this
data, is still a relative loser in spending patterns. Furthermore as generation X
reaches retirement there has been a lot of literature on how a supposed
freedom/protest/leisure generation is going to react

One thing that seems certain is that it poses a challenge for politicians; if they still
struggle to mobilise the young to vote then the importance of the elderly will take
on greater significance. One only has to look at the age-mix at a ‘tea party’ in the
US, for example, to appreciate what an internet enabled network with a fair
amount of time on their hands might achieve if they find common causes to rally
around. Bottom line is that the ageing agenda will have to remain front and centre
on political agendas.
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As people age expenditure patterns shift
to basic needs and utilities away from
discretionary spend

European Strategy

Chart 10: Change in expenditure for 60+ vs. 45-59 ages (% pts)

Housing, water, electricity, gas/other fuels
Food / non-alcoholic beverages

Health

Household furnishing and maintenance
Recreation / Culture

Misc. expense

Alcoholic beverages, tobacco / narcotics
Communications

Education

Clothing / Footw ear

Restaurants / Hotels

Transport

6% -4% 2% 0% 2% 4% 6% 8%

Il Change in ex penditure ( 60+ vs. 45-59), ppts

Source: Eurostat, based on 2005 data

Chart 11: Expenditure flows for 60+
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Chart 12: Mid-Young ratio change 2010-2030E

European Strategy

Country Analysis

Chart 13: Prime savers to the rest of
population ratio change 2010-2030E
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Chart 15: Mid-Young ratio change 2010-2030E
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Chart 16: Prime savers to the rest of
population ratio change 2010-2030E
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Chart 17: Elderly dependency ratio change
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Chart 18: Child dependency ratio change
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Chart 19: Per capita GDP (PPP) growth (%)
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Chart 20: Net migration ratio 2010-2030E
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Chart 21: Child dependency ratio change

European Strategy

Chart 22: Per capita GDP (PPP) growth (%)

Chart 23: Net migration ratio 2010-2030E
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Chart 24: Country Analysis: Comparing key trends

Source: UN Population Database, BofA Merrill Lynch Global Research
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Chart 25: Pan European Country Analysis

European Strategy
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Demographics and Market performance

The following charts are taken from a report on Asian Demographics published by
Sadiq Currimbhoy and present an interesting perspective on how markets appear
to be responding and anticipating demographic changes.

Chart 26: US Equities can rationally expect the demographic changes
This shows the long-term performance of
the US equity index and the change in
percentage of working population. It

18

r 100%
16

appears that the US equity index can ] s
rationally factor in the demographic 124
changes. 10 |

r 0%

The prime savers defined by the cohort of
aged between 40 ands 64 preserve and utilize
a majority of the wealth within a country.

r -50%

r -100%

Hence, “prime savers to the rest of 27

population” ratio is arguably one of the most 0 -150%
i mp ortant demo gr aphl ¢ factors in determinin g 1900 1905 1910 1915 1920 1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030 2035 2040 2045 2050
StOCk market val ues —— S&P 500 total return, 10y CAGR, 5y MA === Annual change of working population ratio

Source: US Census Bureau, Robert Shiller, BofA Merrill Lynch Global Research

Chart 27: Real S&P 500 Index and US Prime Savers to the Rest of Chart 28: Real FTSE All Share Index and UK Prime Savers to the Rest
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Key Takeaways

In advanced economies such as the US and the UK, the stock markets can
rationally factor in the demographic trend, usually a few years ahead.

If this relationship continues to be self-fulfilling, there will be decades of
bear markets in the US and the UK as the baby boomer benefit passes
through markets.
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Chart 29: Real ASX 200 Index and Australia Prime Savers to the Rest
of Population Ratio
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Chart 31: India Sensex Index and India Prime Savers to the Rest of
Population Ratio
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Chart 30: Real TOPIX and Japan Prime Savers to the Rest of
Population Ratio
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Chart 32: Real Shanghai Composite Index and China Prime Savers to
the Rest of Population Ratio
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Key Takeaways

In most Asian economies, the relationship seems to be more concurrent.
For example, demographics correctly “predicted” the distressed situation
for the Japanese stock market since late 1980s/early 1990s. Generally
the attractive population profiles in Emerging Markets present a stronger
backdrop for equity performance with India a particular standout.
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Population and Population Growth

Chart 33: World Population and Europe Population (in billions) Chart 34: World and Europe Population Growth Rate (%)
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Key Takeaways Table 1: Most Populous Countries Around the Globe (European Countries + Russia/Turkey

Among the top 30 most populous Shaded)
countries in the world, only 5 are from Rank Country Population Rank  Country  Population Rank Country Population
Europe. 1 China  1,330,141,295 11 Mexico 112,468,855 21  France 64,057,792
2 India  1,173,108,018 12 Philippines 99,900,177 22 UK 61,284,806
|n 1950 World population was 2 5 b||||0n 3 USA 310,232,863 13 Vietnam 89,571,130 23 Italy 58,090,681
by 2009 it had i dto 6.8 l.)'ll' ’ 4 Indonesia 242,968,342 14 Ethiopia 88,013,491 24 Burma 53,414,374
y It had increased 1o ©.6 biflion. 5  Brazl 201,103330 15  Germany 82282988 25 SouthAfrica 49,109,107
) ) 6 Pakistan 177,276,594 16 Egypt 80,471,869 26 South Korea 48,636,068
The rate of population growth in Europe 7 Bangladesh 158,065,841 | 17 Turkey 77804122 27  Ukraine 4541559
started to decline in the 1950s, and is 8 Nigeria 152,217,341 18 Dem.Rep.Congo 70,916,439 28  Colombia 44,205,293
forecast to turn negative after 2010, 9 Russia 139,390,205 19 Iran 67,037,517 29 Sudan 41,980,182
contributing to a fall in share of world 10 Japan 126,804,433 20 Thailand 66,404,688 30  Tanzania 41,892,895
population — from 20% (0 5bn) in 1950 to Source: CIA World Factbook, July 2010 Estimate. BofA Merrill Lynch Global Research
10% (0.7bn) in 2009.
Chart 35: World Population Trend By Regions Chart 36: World Population Composition
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Chart 37: Eurozone Population Growth
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Chart 38: USA Population Growth
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Chart 40: Scandinavia Population Growth
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Chart 41: Switzerland Population Growth

Chart 39: UK Population Growth
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Chart 42: Japan Population Growth
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Chart 43: Brazil Population Growth Chart 44: India Population Growth Chart 45: China Population Growth
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Chart 46: Russia Population Growth Chart 47: Turkey Population Growth Key Takeaways
5 Population growth in the Eurozone has
15 been considerably less than in the US.
1 There has been a general decline since
0.5 the 1960s, although a recent rise (as in
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Chart 48: Austria Population Growth Chart 49: Belgium Population Growth Chart 50: Finland Population Growth
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Chart 51: France Population Growth Chart 52: Germany Population Growth Chart 53: Greece Population Growth
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Chart 54: Ireland Population Growth Chart 55: Italy Population Growth Chart 56: The Netherlands Population Growth
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Chart 60: Denmark Population Growth Chart 61: Norway Population Growth Chart 62: Sweden Population Growth
2 2 2
1.5 % 15 —‘ 1.5 —‘
1 1 1
(| B
0.5 05 s
0
0.5 0 0
' S 8RR I I & 88 S B LRI BIY S8
EEEEE288 88 SS9 289888 RS S8558838 88
oo e T e A Population (Norway) y oy Population (Swed
W Population (Denmark) y oy u W Population (Sweden) yoy
Source: World Bank, BofA Merill Lynch Global Research Source: World Bank, BofA Merrill Lynch Global Research Source: World Bank, BofA Merrill Lynch Global Research
Chart 63: Slovenia Population Growth
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Chart 64: Eurozone
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Birth Death and Migration

Chart 65: USA Birth, Death and Migration

Chart 66: UK Birth, Death and Migration
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Chart 67: Scandinavia Birth, Death and
Migration
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Chart 68: Switzerland Birth, Death and
Migration
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Chart 69: Japan Birth, Death and Migration
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Chart 70: Brazil Birth, Death and Migration
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Chart 71: India Birth, Death and Migration
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Chart 72: China Birth, Death and Migration
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Chart 73: Russia Birth, Death and Migration
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Chart 74: Turkey Birth, Death and Migration
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Key Takeaways

The US has the strongest profile —
death rate above birth rate and high
immigration levels. Recently UK has a
similar profile albeit at lower levels.

Eurozone does quite well at attracting
immigrants but the death rate is
forecast to rise above the birth rate in
the next 5 years.

Russia has had a higher death than
birth rate for twenty years.
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Chart 75: Austria
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Chart 76: Belgium

Chart 77: Finland
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Chart 78: France
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Chart 79: Germany
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Chart 80: Greece
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Chart 81: Ireland
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Chart 82: Italy
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Chart 83: The Netherlands
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Chart 84: Portugal
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Chart 85: Slovakia
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Chart 86: Spain
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Chart 87: Denmark Chart 88: Norway Chart 89: Sweden
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Chart 90: Slovenia
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Key Takeaways

In Germany, the death rate has been higher than the birth rate
since the 1970s. Immigration is no longer large enough to
compensate for this difference.

The majority of Eurozone countries have birth and death rates
close to each other, with death rates being greater or forecast
to be greater in 8 out of the 13 countries sometime in the next
15 years.

Norway has the best picture for Scandinavia.
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Chart 92: Net Migration, per thousands

Chart 91: Net Migration, per thousands
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Chart 93: Net Migration, per thousands
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Chart 94: Workers’ Remittances and Compensation as % of GDP
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Key Takeaways

The USA has had the most success in attracting Immigrants.

Since 2000 the UK, Eurozone and Scandinavia have seen
higher rates of positive net migration.

While workers’ remittances and compensation as a
percentage of GDP is quite a significant component of India’s
economy, it is a small component of the UK and Eurozone
economies and negligible in the US.

Chart 95: Workers’ Remittances and Compensation as % of GDP
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Rural-Urban Migration

Chart 96: Urban population as % of total

100 -
80
60
40

20

World  Europe  Asia N. Lat Am. & Oceania  Africa
America Caribbean

1950 1970 m 1990 m 2010 m 2030 m 2050

Source: United Nations, World Urbanization Prospects, the 2009 Revision, BofA Merrill Lynch Global Research

Chart 98: Urban population as % of total
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Chart 97: Change in Urban population %
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Chart 99: Change in Urban population %
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Key Takeaways

A high proportion of the population already live in urban areas
in the Eurozone, UK and Scandinavia (75%, 80% and 84%
respectively). These are expected to increase at a slow and
steady rate over the next 40 years (3-5% every 20 years).

This is in contrast to India and China where the change is
expected to be at least double (upwards of 10% every 20
years).
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Chart 100: Eurozone Fertility Rate
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Chart 101: USA Fertility Rate

Chart 102: UK Fertility Rate
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Chart 103: Scandinavia Fertility Rate
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Chart 104: Switzerland Fertility Rate
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Chart 106: Brazil Fertility Rate
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Chart 107: India Fertility Rate
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Chart 105: Japan Fertility Rate
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Chart 108: China Fertility Rate
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Chart 109: Russia Fertility Rate
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Chart 110: Turkey Fertility Rate
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Key Takeaways

Fertility rates in the Eurozone, UK,
Scandinavia, USA and Switzerland
have remained reasonably constant
for the past 25 years halting the
general decline of the previous 20
years.

With the exception of the USA these
have been close to below the
replacement rate.
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Chart 111: Austria Fertility Rate
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Chart 112: Belgium Fertility Rate

Chart 113: Finland Fertility Rate
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Chart 114: France Fertility Rate
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Chart 115: Germany Fertility Rate

1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Source: UN Population Database, BofA Merrill Lynch Global Research

Chart 116: Greece Fertility Rate
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Chart 117: Ireland Fertility Rate
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Chart 118: Italy Fertility Rate
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Chart 119: The Netherlands Fertility Rate
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Chart 120: Portugal Fertility Rate
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Chart 121: Slovakia Fertility Rate
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Chart 122: Spain Fertility Rate
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Chart 123: Denmark Fertility Rate
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Chart 124: Norway Fertility Rate Chart 125: Sweden Fertility Rate
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Chart 126: Slovenia Fertility Rate
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Austria, Germany, Greece, ltaly and Portugal have had low
fertility rates (less than 1.5) for the last 20-25 years.

After having the lowest fertility rate of the Eurozone countries
in 1995, Spain has seen a rising trend going above 1.5 in
2010.

Scandinavia and the UK have relatively high fertility rates for
Europe (but still below the replacement rate).
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Chart 127: Population Aging in Eurozone
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Chart 128: Population Aging in USA

Chart 129: Population Aging in UK
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Chart 130: Population Aging in Scandinavia
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Chart 131: Population Aging in Switzerland
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Chart 132: Population Aging in Japan
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Chart 133: Population Aging in Brazil
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Chart 134: Population Aging in India
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Chart 135: Population Aging in China
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Chart 136: Population Aging in Russia
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Chart 137: Population Aging in Turkey
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Key Takeaways

If we define a population as old when
20% are aged 65+, then in 2010 only
Japan is old.

By 2030 this changes to include the
Eurozone, Scandinavia, Switzerland
and the UK, with the USA at 19.8%.

The proportion aged 65+ in Eurozone,

Japan and USA will increase twice as
much as the UK to 2030.
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Chart 139: Population Aging in Belgium

Chart 140: Population Aging in Finland
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Chart 141: Population Aging in France
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Chart 142: Population Aging in Germany
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Chart 143: Population Aging in Greece
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Chart 144: Population Aging in Ireland

m— Germany 65+ 10 total population
Germany Life Expectancy at birth, rhs

30

25

20

15

10

m
s a8 888398 8

1950
1955
1960
1965
1970
1975
1980
1985
1990
1995
2000
2005
2010
2015
2020
2025
2030

Source: UN Population Database, BofA Merrill Lynch Global Research

Chart 145: Population Aging in Italy
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Chart 146: Population Aging in The
Netherlands
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Chart 147: Population Aging in Portugal
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Chart 148: Population Aging in Slovakia
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Chart 149: Population Aging in Spain
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Chart 150: Population Aging in Denmark Chart 151: Population Aging in Norway Chart 152: Population Aging in Sweden
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Chart 153: Population Aging in Slovenia
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Key Takeaways

The Netherlands will age the most to 2030 but it is Germany
and ltaly who will have the highest proportion of 65+ in 2030
(28.2% and 26.8% respectively).

By 2025, it is only Slovakia and Ireland who will not be old
(using our earlier definition of an old population).
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Chart 154: Total Dependency Ratio Chart 155: Europe Elderly Dependency Ratios
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Chart 156: Eurozone Dependency Ratios Chart 157: USA Dependency Ratios Chart 158: UK Dependency Ratios
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Chart 159: Scandinavia Dependency Ratios Chart 160: Switzerland Dependency Ratios Chart 161: Japan Dependency Ratios
[ Scandinavia Total Dependency Rao [ Switzerland Total Dependency Rafio =1 Japan Total Dependency Ratio
—— Scandinavia Elderly Dependency Ratio, rhs —— Switzerland Elderly Dependency Ratio, ths Japan Elderly Dependency Ratio, rhs
—— Scandinavia Child Dependency Ratio, rhs —— Switzerland Child Dependency Ratio, rhs o —— Japan Child Dependency Ratio, rhs _
%0 4 - 60 90 60 100 8
I
k70
80 50 80 50 90 'Z,
I 60
70 % 70 Tt 40 80 L s
60 M 30 60 30 70 4 i 40
k30
50 4 L 20 50 20 60 - HH
H |2
40 H H L 10 40 10 50 4
H H [ 10
30 A L L o 30 0 ,wﬂﬂﬂﬂﬂﬂo
QW 9O WO WO WO WO WO WO WO WO W R EEEEEEEEEEEEEEEEE] O WL QO WO WO WO WO WO WO WO Wwo W g
8855585885855 888888¢8¢8 88885588885 5888c88838 §EE555888 8585858888838 ¢8
Source: UN Population Database, BofA Merrill Lynch Global Research Source: UN Population Database, BofA Merrill Lynch Global Research Source: UN Population Database, BofA Merrill Lynch Global Research

34



Bankof America %%
Merrill Lynch

16 September 2010

Chart 162: Brazil Dependency Ratios

European Strategy

Chart 163: India Dependency Ratios

Chart 164: China Dependency Ratios
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Chart 165: Russia Dependency Ratios
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Chart 166: Turkey Dependency Ratios
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(CYAELGEWEYS

The rise in dependency ratios, in
particular the elderly dependency
ratio, is most pronounced in the
Eurozone and Japan.

After 2025, it is expected there will be
fewer than two people in the working
age to support an elder in Japan. The
same is true for the Eurozone after
2040.

Only modest change is expected in
the US and UK after 2030.
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Chart 168: Belgium Dependency Ratios
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Chart 173: Ireland Dependency Ratios

Chart 174: Italy Dependency Ratios
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Chart 175: Netherlands Dependency Ratios
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Chart 179: Denmark Dependency Ratios Chart 180: Norway Dependency Ratios Chart 181: Sweden Dependency Ratios
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Chart 182: Slovenia Dependency Ratios
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Key Takeaways

The expected rise in elderly dependency ratios is seen the
most in Germany, Greece, Italy and Portugal, particularly after
2025. Around 2035-2040 these countries will see the number
of working age to support an elder be below or very close to
2.0.

The situations in Germany, Italy and Portugal look to be the
most challenging.
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Chart 184: Sex Ratios for USA

Chart 185: Sex Ratios for UK
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Chart 195: Sex Ratios for Belgium

Chart 196: Sex Ratios for Finland
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Chart 206: Sex Ratios for Denmark

European Strategy

Chart 207: Sex Ratios for Norway

Chart 208: Sex Ratios for Sweden

[ Denmark Overall Sex Ratio
——— Denmark Child Sex Ratio

——— Denmark Working Age Sex Ratio

—— Denmark Elderly Sex Ratio (ths) 10

[ Norway Overall Sex Ratio

—— Norway Working Age Sex Ratio
—— Norway Chid Sex Ratio

—— Norway Elderly Sex Ratio (ths)

[ Sweden Overall Sex Ratio

—— Sweden Working Age Sex Ratio
—— Sweden Child Sex Ratio

—— Sweden Elderly Sex Ratio (rhs)

110

110 95
105 4 105 - — e 85 105 — —
100 4 100 4 —
100 4 —+ 80
95 4 95 4
95 - 75
90 4 90 | ]
8 | 90 - 70 & | | |
go L L L I E A B IR 6s 85 4L, 6 g0 LA L L L L
BEEESEEEIBEISEEE 48 FUESELGEEEEAEERERRTEE BEEESSEEESEESEIS088E
Source: UN Population Database, BofA Merrill Lynch Global Research Source: UN Population Database, BofA Merrill Lynch Global Research Source: UN Population Database, BofA Merrill Lynch Global Research
Chart 209: Sex Ratios for Slovenia
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Chart 210: GDP per capita (PPP) by Countries: 1980 Chart 211: GDP per capita (PPP) by Countries: 2000
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Source: IMF, BofA Merrill Lynch Global Research



Bankof America %%
Merrill Lynch

16 September 2010

Chart 212: GDP per capita (PPP) by Countries: 2008
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Chart 214: Rich/Poor vs. Old/Young in 1980
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Chart 213: GDP per capita (PPP) by Countries: 2015F
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Chart 215: Rich/Poor vs. Old/Young in 2000
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Chart 216: Rich/Poor vs. Old/Young in 2008
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Chart 217: Rich/Poor vs. Old/Young in 2015F
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Key Takeaways

European countries are among the wealthiest and oldest in the
world.
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Demographics and Market Performance

Chart 218: Stocks Traded to GDP (%)
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Chart 219: Mid-Young Ratios
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Table 2: Prime Savers to the Rest of Population Ratio

World Asia Europe USA UK Japan Switzerland  Eurozone Scandinavia  Turkey Brazil Russia India China
1950 28% 25% 38% 36% 45% 26% 44% 41% 43% 23% 20% 30% 23% 29%
1955 27% 24% 39% 3% 47% 27% 44% 43% 45% 23% 20% 33% 22% 26%
1960 26% 23% 37% 36% 47% 28% 42% 40% 46% 21% 19% 32% 22% 24%
1965 25% 23% 38% 36% 46% 30% 39% 40% 46% 19% 19% 32% 22% 24%
1970 25% 22% 39% 36% 43% 33% 38% 39% 43% 21% 19% 3% 22% 23%
1975 25% 22% 39% 34% 41% 3% 38% 38% 40% 21% 20% 39% 22% 23%
1980 25% 23% 40% 33% 39% 40% 39% 39% 38% 21% 20% 42% 22% 24%
1985 25% 23% 41% 33% 39% 45% 42% 41% 39% 21% 20% 40% 21% 25%
1990 25% 23% 41% 35% 40% 52% 44% 42% 42% 22% 22% 41% 21% 26%
1995 27% 25% 43% 38% 41% 54% 45% 44% 43% 23% 24% 42% 23% 18%
2000 29% 28% 46% 42% 44% 53% 48% 46% 47% 25% 27% 47% 24% 33%
2005 31% 31% 49% 47% 47% 52% 53% 49% 50% 28% 31% 49% 26% 38%
2010 34% 35% 52% 48% 50% 51% 56% 53% 50% 32% 35% 52% 19% 47%
2015 36% 38% 53% 47% 48% 51% 55% 55% 49% 37% 39% 53% 31% 53%
2020 38% 40% 53% 45% 47% 51% 53% 55% 48% 42% 43% 53% 33% 52%
2025 39% 42% 54% 43% 46% 53% 51% 54% 46% 46% 47% 54% 36% 53%
2030 41% 45% 53% 42% 45% 53% 47% 51% 44% 48% 50% 58% 40% 56%
2035 42% 46% 51% 43% 44% 50% 45% 47% 44% 50% 52% 59% 44% 53%
2040 43% 47% 43% 43% 43% 46% 44% 44% 43% 51% 54% 55% 47% 50%
2045 43% 43% 46% 44% 43% 43% 43% 43% 43% 49% 56% 51% 50% 50%
2050 44% 43% 44% 44% 43% 41% 42% 42% 43% 48% 54% 46% 51% 49%
Source: UN Population Database, BofA Merrill Lynch Global Research
Table 3: Prime Savers to the Rest of Population Ratio European Countries
Austria Belgium Finland France Germany Greece Ireland Italy Netherlands ~ Portugal Slovakia Slovenia Spain Denmark Norway  Sweden
1950 50% 48% 35% 45% 50% 31% 34% 36% 34% 31% 36% 39% 34% 40% 41% 45%
1955 51% 49% 3% 45% 51% 33% 36% 39% 35% 32% 36% 39% 35% 42% 43% 47%
1960 46% 45% 37% 39% 46% 34% 3% 38% 35% 33% 32% 35% 35% 43% 45% 49%
1965 44% 43% 37% 39% 43% 36% 36% 41% 35% 35% 33% 35% 37% 43% 45% 48%
1970 41% 42% 39% 38% 40% 41% 35% 41% 35% 3% 36% 3% 38% 41% 42% 45%
1975 37% 41% 38% 37% 39% 42% 32% 41% 34% 37% 34% 38% 38% 38% 39% 42%
1980 3% 40% 38% 36% 42% 43% 29% 41% 34% 38% 33% 38% 38% 37% 36% 39%
1985 42% 41% 39% 37% 47% 43% 28% 44% 36% 38% 34% 40% 38% 40% 35% 41%
1990 41% 42% 45% 39% 47% 45% 31% 45% 40% 40% 34% 41% 39% 43% 3% 43%
1995 41% 44% 48% 41% 47% 44% 35% 45% 44% 42% 38% 45% 40% 46% 40% 44%
2000 46% 46% 52% 44% 51% 45% 39% 47% 48% 44% 43% 49% 42% 49% 43% 47%
2005 51% 49% 55% 47% 53% 47% 40% 49% 52% 47% 47% 53% 45% 52% 48% 49%
2010 55% 53% 55% 50% 58% 52% 42% 54% 56% 51% 50% 56% 50% 53% 50% 49%
2015 57% 52% 49% 49% 60% 56% 45% 57% 54% 55% 53% 58% 55% 51% 50% 47%
2020 57% 51% 46% 46% 59% 59% 50% 60% 51% 58% 56% 58% 61% 50% 49% 46%
2025 55% 48% 44% 45% 56% 60% 53% 59% 48% 59% 59% 58% 62% 46% 47% 45%
2030 51% 45% 43% 43% 52% 59% 53% 55% 44% 57% 62% 57% 59% 43% 46% 44%
2035 48% 43% 43% 41% 48% 54% 51% 49% 41% 53% 64% 54% 53% 42% 45% 45%
2040 46% 42% 44% 40% 47% 49% 47% 44% 41% 49% 60% 50% 46% 41% 44% 43%
2045 45% 41% 43% 40% 46% 45% 44% 41% 42% 46% 53% 45% 40% 42% 44% 42%
2050 43% 41% 42% 40% 44% 43% 43% 41% 42% 43% 48% 42% 38% 44% 44% 43%

Source: UN Population Database, BofA Merrill Lynch Global Research
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Table 4: Mid-Young Ratio

World Asia Europe USA UK Japan Switzerland Eurozone Scandinavia Turkey Brazil Russia India China
1950 66% 62% 82% 76% 100% 61% 98% 90% 98% 61% 51% 67% 57% 68%
1955 66% 60% 84% 92% 111% 58% 94% 90% 112% 54% 53% 69% 58% 64%
1960 64% 59% 73% 102% 105% 59% 85% 78% 115% 48% 53% 62% 58% 64%
1965 65% 61% 77% 96% 99% 62% 76% 81% 99% 50% 53% 65% 60% 68%
1970 67% 62% 96% 80% 90% 66% 76% 93% 79% 61% 54% 105% 61% 65%
1975 61% 57% 86% 63% 80% 78% 80% 87% 71% 61% 50% 90% 56% 56%
1980 57% 54% 82% 56% 79% 97% 86% 85% 75% 55% 48% 79% 52% 54%
1985 55% 52% 7% 60% 5% 108% 87% 79% 87% 48% 47% 69% 51% 51%
1990 55% 51% 80% 7% 82% 117% 92% 79% 97% 48% 50% 74% 51% 49%
1995 62% 58% 95% 98% 93% 106% 101% 90% 99% 51% 59% 106% 57% 60%
2000 69% 66% 104% 109% 104% 91% 119% 104% 104% 55% 65% 112% 62% 1%
2005 73% 2% 106% 110% 114% 98% 131% 117% 117% 62% 68% 100% 62% 93%
2010 74% 76% 105% 100% 112% 118% 132% 128% 118% 72% 73% 82% 63% 99%
2015 77% 80% 111% 91% 102% 145% 118% 132% 107% 83% 80% 91% 65% 104%
2020 80% 83% 126% 91% 97% 151% 107% 130% 102% 91% 88% 133% 70% 104%
2025 85% 88% 134% 95% 102% 136% 110% 125% 101% 98% 96% 158% 7% 105%
2030 90% 97% 131% 98% 108% 129% 117% 118% 103% 100% 105% 154% 84% 125%
2035 92% 101% 119% 100% 108% 126% 120% 113% 111% 101% 112% 123% 92% 125%
2040 90% 98% 106% 101% 103% 131% 117% 111% 109% 105% 122% 92% 98% 108%
2045 92% 99% 105% 101% 97% 135% 107% 113% 101% 106% 132% 93% 103% 103%
2050 96% 103% 112% 104% 99% 131% 103% 116% 102% 106% 131% 113% 109% 108%
Source: UN Population Database, BofA Merrill Lynch Global Research
Table 5: Mid-Young Ratio European Countries
Austria Belgium Denmark  Finland France Germany Greece Ireland Italy  Netherlands Norway  Portugal Slovakia Slovenia Spain Sweden
1950 107% 97% 96% 84% 94% 114% 70% 85% 76% 78% 91% 68% 81% 85% 70% 104%
1955 111% 99% 106% 90% 93% 107% 67% 103% 85% 84% 109% 69% 84% 75% 1% 118%
1960 88% 90% 104% 86% 79% 75% 65% 113% 78% 84% 123% 73% 69% 62% 76% 119%
1965 80% 97% 89% 81% 90% 70% 75% 99% 84% 83% 110% 79% 75% 70% 87% 100%
1970 91% 102% 75% 75% 93% 95% 104% 82% 98% 2% 84% 93% 87% 86% 94% 79%
1975 85% 86% 71% 65% 7% 94% 103% 68% 94% 65% 68% 84% 68% 83% 93% 74%
1980 80% 79% 1% 70% 74% 95% 99% 62% 95% 67% 65% 81% 62% 78% 82% 80%
1985 7% 81% 97% 103% 83% 1% 82% 80% 81% 82% 85% 79% 81% 83% 2% 104%
1990 7% 81% 97% 103% 83% 7% 82% 80% 81% 82% 85% 79% 81% 83% 2% 104%
1995 84% 101% 99% 128% 100% 91% 84% 85% 85% 97% 93% 83% 95% 102% 75% 103%
2000 110% 115% 103% 124% 107% 125% 88% 82% 96% 113% 103% 87% 92% 106% 82% 105%
2005 128% 123% 124% 114% 111% 140% 99% 80% 123% 130% 117% 98% 85% 106% 95% 112%
2010 130% 122% 133% 110% 109% 142% 120% 92% 151% 131% 118% 118% 85% 111% 123% 110%
2015 122% 115% 115% 100% 111% 129% 144% 116% 162% 118% 112% 138% 99% 126% 153% 101%
2020 113% 110% 99% 100% 107% 119% 153% 136% 155% 102% 102% 149% 135% 148% 171% 104%
2025 120% 110% 89% 113% 100% 126% 150% 132% 134% 94% 100% 140% 165% 159% 159% 109%
2030 128% 108% 90% 112% 99% 139% 131% 111% 116% 99% 104% 125% 160% 145% 124% 109%
2035 129% 106% 105% 110% 98% 139% 117% 96% 113% 108% 112% 118% 139% 121% 102% 113%
2040 122% 103% 114% 106% 100% 129% 116% 96% 119% 110% 114% 120% 120% 106% 96% 103%
2045 112% 100% 109% 100% 105% 121% 119% 108% 126% 108% 109% 126% 108% 105% 103% 94%
2050 108% 103% 103% 102% 109% 115% 124% 123% 131% 103% 105% 127% 115% 115% 117% 101%

Source: UN Population Database, BofA Merrill Lynch Global Research
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Healthcare

Chart 220: Elderly Dependency Ratio* and Healthcare Expenditure**
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Chart 222: Public vs. Private Spending on Healthcare
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Chart 221: Life Expectancy* and Healthcare Expenditure**
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Chart 223: Public vs. Private Spending on Healthcare
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Key Takeaways

Health care expenditure in Japan and ltaly is low with respect
to the elderly dependency ratio, with the reverse being true in
the USA.

The ‘BRIC’ countries lag behind in per capita spending, along
with Slovakia.

A high proportion of health care expenditure in European
countries and Japan comes from Public expenditure.
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Chart 224: Public vs. Private Spending on Healthcare
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Pension Funds

Chart 225: Pension Assets in 2009
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Chart 226: Elderly Dependency Ratio Key Takeaways

As Japan’s population ages, Pension funds are allocating more

Zz assets to the bond market. The reverse is true in the USA.

2 As they age, all countries (with the exception of the USA) are
20 reducing the proportion of assets that are composed of

15 4 equities.
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Chart 227: Pension Assets in 2009
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By 2025 the Euro area faces an increase
in age-related spending of 3.5% GDP. This
is higher than the UK (2.8%) and USA
(2.9%). In 2050 the figures are 8.9%, 7.2%
and 7% respectively.

Within the Euro area there is variation -
in Germany the 2025 figure is a relatively
modest 2.5% compared with 7.5% in
Greece. In 2050 Greece, Ireland, Portugal
and Spain stand out as countries with
substantial increases (16.8%, 14.4%, 15.5%
and 13.5%).

Within a category Pensions has the most
variation ranging from -1% in Austria to
10.3% in Greece by 2050.

European Strategy

Age-related Spending

Table 6: Additional public spending on pensions, healthcare, and long-term care due to
aging populations

from 2005 lewels, in percentage points of GDP

Health care Long-term care Pensions Total

2025 2050 2025 2050 2025 2050 2025 2050
Euro area 1.5 3.7 0.9 2.2 1.1 3 3.5 8.9
UK 1.4 3.6 0.6 1.9 0.7 1.7 2.8 7.2
USA 1.5 34 0.4 1.7 0.9 1.8 2.9 7
Japan 1.9 4.3 1.1 2.2 0.3 0.6 34 7.1
Austria 1.5 3.8 0.6 2 0.1 -1 2.2 4.8
Belgium 1.3 3.3 0.6 1.9 3 5.1 4.8 10.3
Finland 1.8 3.6 0.8 24 2.8 3.3 54 9.3
France 1.5 3.5 0.4 1.7 1.2 2.1 3.1 7.3
Germany 1.5 3.6 0.8 1.9 0.2 2 2.5 7.5
Greece 1.6 3.9 1.3 2.7 4.6 10.3 7.5 16.8
Ireland 1.6 4 1.5 3.8 2.5 6.5 5.6 14.4
Italy 1.6 3.8 1.3 2.9 0.2 0.4 3.1 7
Netherlands 1.7 3.8 0.7 2 2 3.8 4.4 9.6
Portugal 1.6 4.2 0.6 2 3.9 9.3 6.1 15.5
Spain 1.6 4.1 1.1 24 1.8 7 4.5 13.5
Denmark 1.5 3.5 0.4 1.5 25 3.2 4.3 8.2
Sweden 1.4 3.2 0.3 1.1 0.1 0.8 1.8 5.1

Source: Cournéde, B. (2007), “The Political Economy of Delaying Fiscal Consolidation”, OECD Economics Department
Working Papers, No. 548, OECD Publishing.
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Education

Chart 228: Labour Force Education Profile Chart 229: Labour Force Education Profile
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Chart 230: Public Spending on education as % of GDP Chart 231: Public Spending on education as % of GDP
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The USA has the most highly educated labour force among
major economies.

Public spending on Education is high in the UK, USA and
Scandinavian countries. Although higher than Japan, public
spending on education in Germany, Greece and Spain lag
behind the previously mentioned countries.

50



Bankof America %%

Merrill Lynch

European Strategy

16 September 2010

Chart 232: GNI per capita (PPP) and Electric power consumption (kWh

Income and Consumption
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Chart 234: GNI per capita (PPP) and Information and Communication
Technology Expenditure (per capita), 2007

Chart 233: GNI per capita (PPP) and Energy Use per capita (kg of oil
equivalent), 2007
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Key Takeaways

Compared with European countries the USA uses more

energy per capita with respect to its GNI per capita.

The same is marginally true with spending on information

and communication technologies, albeit this increases more

uniformly with GNI per capita.
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Chart 235: World Population Pyramid

European Strategy

Population Pyramids
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The population pyramids for the world show the demographic
transition from a young and expanding population to aging
population.

We can see Japan’s rapid population expansion and subsequent
dramatic fall in fertility leaving it with a very aged population
structure.

By 2030, the Eurozone exhibits an aged population and by 2050 we
can see the signs of a contracting population.

Within the Eurozone Germany, Greece, Italy, Portugal and Spain
look the most ‘top-heavy’ implying they have the oldest populations.
Again we can see signs of future declines in population.
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Chart 236: Asia Population Pyramid
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Chart 237: Europe Population Pyramid
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Chart 238: Eurozone Population Pyramid
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Chart 239: Scandinavia Population Pyramid
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Chart 240: USA Population Pyramid
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Chart 241: Brazil Population Pyramid
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Chart 242: Russia Population Pyramid
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Chart 243: India Population Pyramid
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Chart 244: China Population Pyramid
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Chart 245: Japan Population Pyramid
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Chart 246: UK Population Pyramid
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Chart 247: Switzerland Population Pyramid
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Chart 248: Austria Population Pyramid
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Chart 249: Belgium Population Pyramid

European Strategy
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Chart 250: Finland Population Pyramid
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Chart 251: France Population Pyramid

European Strategy
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Chart 252: Germany Population Pyramid
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Chart 253: Greece Population Pyramid

European Strategy
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Chart 254: Ireland Population Pyramid
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Chart 255: Italy Population Pyramid

European Strategy
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Chart 256: Netherlands Population Pyramid
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Chart 257: Portugal Population Pyramid

European Strategy
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Chart 258: Slovakia Population Pyramid
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Chart 259: Denmark Population Pyramid

European Strategy
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Chart 260: Norway Population Pyramid
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European Strategy

Chart 261: Sweden Population Pyramid

Year 1950 Year 1970 Year 1990
Male, in thousands Female, in thousands Male, in thousands Female, in thousands Male, in thousands Female, in thousands
100+ 100+ 100+
95-99 95-99 95-99
90-94 90-94 90-94
85-89 85-89 85-89
80-84 80-84 80-84
75-79 75-79 75-79
70-74 70-74 70-74
65-69 65-69 65-69
60-64 60-64 60-64
55-59 55-59 55-59
50-54 50-54 50-54
45-49 45-49 45-49
40-44 40-44 40-44
35-39 35-39 35-39
30-34 30-34 30-34
25-29 25-29 25-29
20-24 20-24 20-24
15-19 15-19 15-19
10-14 10-14 10-14
— o E— — v E—  E— v E—
0-4 0-4 0-4
400 200 0 0 200 400 400 200 0 0 200 400 400 200 0 0 200 400
Year 2010E Year 2030E Year 2050E
Male, in thousands Female, in thousands Male, in thousands Female, in thousands Male, in thousands Female, in thousands
100+ 100+ 100+ fj
95-99 95-99 O O 9599 [J
90-94 90-94 ] 90-94 /)
85-89 85-89 85-89
80-84 80-84 80-84
75-79 75-79 75-79
70-74 70-74 70-74
65-69 65-69 65-69
60-64 60-64 60-64
55-59 55-59 55-59
50-54 50-54 50-54
45-49 45-49 45-49
40-44 40-44 40-44
35-39 35-39 35-39
30-34 30-34 30-34
25-29 25-29 25-29
20-24 20-24 20-24
15-19 15-19 15-19
10-14 10-14 10-14
e E— e e —————
0-4 0-4 0-4
400 200 0 0 200 400 400 200 0 0 200 400 400 200 0 0 200 400
Source: UN Population Database, BofA Merrill Lynch Global Research
Chart 262: Turkey Population Pyramid
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Median Age
Chart 263: Median Age Chart 264: Median Age
50 - 60 -
45
40 %0

World
Asia
Europe

Africa

Latin
America &

m 1970 m 1990 m 2010 m 2030 m 2050

Source: United Nations, BofA Merrill Lynch Global Research

Chart 265: Median Age

Caribbean

USA

Brazil
Russia

India

China
Japan

USA
UK
Eurozone
Scandinavia
Switzerland
Turkey

m 2010 m 2030 m 2050

Source: United Nations, BofA Merrill Lynch Global Research

Chart 266: Median Age

60 50

45
50

40
40 1 35
30 - 30 +

25 |
20

20 |
10 A 15
04 10 4

Austria
Belgium
Finland
Ireland
Italy

® > ®

o c o

c (o] Q

© IS ©

i £ 4

w @ ]
]

Netherlands

m 2010 m 2030 m 2050

Source: United Nations, BofA Merrill Lynch Global Research

Portugal

Slovakia

5 4

Spain

Slovenia

0 4

Denmark Norw ay Sw eden

m 1970 m 1990 m 2010 m 2030 m 2050

Source: United Nations, BofA Merrill Lynch Global Research

Key Takeaways

Europe has and will continue to have the highest median age of major global regions.

Japan will continue to have the highest median age, followed by the Eurozone
and Brazil and China in 2050 (greater than the UK and USA).

Within the Eurozone Germany, Greece, Italy and Portugal will lead the way with
the highest median ages.
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Appendix - Key Definitions

= Child Dependency ratio: Population aged below 15 years divided by
population aged between 15 and 64 years, both inclusive.

= Crude birth (death) rate: Number of births (deaths) in a given year divided
by per thousand persons (based on mid-year population). It is expressed as
number of births (deaths) per 1,000 population.

= Elderly dependency ratio: Population aged above 64 years divided by
population aged between 15 and 64 years, both inclusive.

=  Fertility Rate: The average number of children that would be born per
woman.

= High Net Worth Individuals (HNWIs): Persons having investable assets of
US$1 million or more, excluding primary residence, collectibles,
consumables, and consumer durables.

m Life expectancy (at birth): The number of years that a person at birth is
expected to live.

= Mid-Young Ratio: Population aged between 40 to 49, both inclusive, divided
by the population aged between 20 and 29, both inclusive.

= Net Migration Rate: The number of immigrants minus the number of
emigrants in a given year divided by per thousand persons (based on mid-
year population). It is expressed as the net number of migrants per 1,000
persons.

m  Prime savers: Population aged between 40 and 60 years, both inclusive.

m  Sex Ratio: Male Population divided by female population (in percentage) for
a specific age group.

= Total dependency ratio: Equals to elderly dependency ratio plus child
dependency ratio.

= Urban (Rural) population: De facto mid-year population living in areas
classified as urban (rural) according to the criteria used by each area or
country.

= Working age population: Population aged between 15 and 64 years, both
inclusive.

= Workers’ remittances and compensation: Workers’ remittances and
compensation from World Development Indicators (World Bank) is the sum
of three items: workers’ remittances, compensation of employees, and
migrants’ transfers.

= Stocks traded: the total value of shares traded during a given year.
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Link to Definitions

Macro
Click here for definitions of commonly used terms.

Analyst Certification

I, Gary Baker, CFA, hereby certify that the views expressed in this research
report about securities and issuers accurately reflect the research model applied
in such analysis. | also certify that no part of my compensation was, is, or will be,
directly or indirectly, related to the specific recommendations or view expressed in
this research report.
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Important Disclosures

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a
stock’s: (i) absolute total return potential and (ii) attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There
are three investment ratings: 1 - Buy stocks are expected to have a total return of at least 10% and are the most attractive stocks in the coverage cluster;
2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than Buy rated stocks and 3 - Underperform stocks are the least
attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12 month total return expectation for a
stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be referenced to better
understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating)  Ratings dispersion guidelines for coverage cluster*

Buy > 10% < 70%
Neutral > 0% < 30%
Underperform N/A 2> 20%

* Ratings dispersions may vary from time to time where BofAML Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered
to be secure) and 9 - pays no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common
industry, sector, region or other classification(s). A stock’s coverage cluster is included in the most recent BofAML Comment referencing the stock.

Due to the nature of strategic analysis, the issuers or securities recommended or discussed in this report are not continuously followed. Accordingly, investors
must regard this report as providing stand-alone analysis and should not expect continuing analysis or additional reports relating to such issuers and/or securities.
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Other Important Disclosures

BofA Merrill Lynch (BofAML) Research refers to the combined Global Research operations of Merrill Lynch and BAS.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch Research policies relating to conflicts of interest are described at http://iwww.ml.com/media/43347.pdf.

"Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated (*"MLPF&S") and its affiliates, including BofA (defined below). "BofA™
refers to Banc of America Securities LLC ("BAS"), Banc of America Securities Limited ("BASL") and their affiliates. Investors should contact their Merrill
Lynch or BofA representative if they have questions concerning this report.

Information relating to Non-US affiliates of Merrill Lynch and Distribution of Affiliate Research Reports:

MLPF&S, BAS, and BASL distribute, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): Merrill
Lynch (France): Merrill Lynch Capital Markets (France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South
Africa): Merrill Lynch South Africa (Pty) Ltd; Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith
Limited; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore):
Merrill Lynch (Singapore) Pte Ltd; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill
Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International
Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch
(Indonesia): PT Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, Moscow; Merrill Lynch
(Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International, Dubai Branch; MLPF&S (ZUrich rep. office): MLPF&S Incorporated
Zlirich representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.A.S.V.; Merrill Lynch (Brazil): Banco Merrill Lynch de Investimentos S.A.

This note has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited and BASL, which are authorized and
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd and Banc of America
Securities — Japan, Inc., registered securities dealers under the Financial Instruments and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia
Pacific) Limited and Banc of America Securities Asia Limited, which are regulated by the Hong Kong SFC and the Hong Kong Monetary Authority; is issued and
distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd.; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in
Singapore by Merrill Lynch International Bank Limited (Merchant Bank), Merrill Lynch (Singapore) Pte Ltd (Company Registration No.'s F 06872E and 198602883D
respectively) and Bank of America Singapore Limited (Merchant Bank). Merrill Lynch International Bank Limited (Merchant Bank), Merrill Lynch (Singapore) Pte Ltd
and Bank of America Singapore Limited (Merchant Bank) are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited (ABN 65
006 276 795), AFS License 235132 provides this note in Australia in accordance with section 911B of the Corporations Act 2001 and neither it nor any of its affiliates
involved in preparing this note is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regulation
Authority. No approval is required for publication or distribution of this note in Brazil.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in
the US and accepts full responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person (other than BAS and its
respective clients) receiving this research report and wishing to effect any transaction in any security discussed in the report should do so through MLPF&S and not
such foreign affiliates.

BAS distributes this research report to its clients and accepts responsibility for the distribution of this report in the US to BAS clients. Transactions by US
persons that are BAS clients in any security discussed herein must be carried out through BAS.

General Investment Related Disclosures:

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer,
to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for
differences). This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation
and the particular needs of any specific person. Investors should seek financial advice regarding the appropriateness of investing in financial instruments and
implementing investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized.
Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the
prospectus or other offering document issued in connection with such offering, and not on this report.

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit
Insurance Corporation and are not deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and,
derivatives, in particular, involve numerous risks, including, among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or
derivative is suitable for all investors. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the
value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial
instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their entire
principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the company or the
market that is anticipated to have a short-term price impact on the equity securities of the company. Short-term trading ideas and recommendations are different
from and do not affect a stock's fundamental equity rating, which reflects both a longer term total return expectation and attractiveness for investment relative to
other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may be more or less positive than a stock's fundamental equity rating.

BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other
financial instruments and that such action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek
advice regarding the applicability of such regulations prior to executing any short idea contained in this report.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in
such securities and instruments, including ADRS, effectively assume currency risk.

UK Readers: The protections provided by the U.K. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated
by Merrill Lynch entities located outside of the United Kingdom. These disclosures should be read in conjunction with the BASL general policy statement on the
handling of research conflicts, which is available upon request.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related
investments.

Merrill Lynch is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. Merrill Lynch may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.

Merrill Lynch, through business units other than BofAML Research, may have issued and may in the future issue trading ideas or recommendations that are
inconsistent with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames,
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assumptions, views and analytical methods of the persons who prepared them, and Merrill Lynch is under no obligation to ensure that such other trading ideas or
recommendations are brought to the attention of any recipient of this report.

In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate
fee, and in connection therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom
MLPF&S has contracted directly and does not extend beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and
continues to act solely as a broker-dealer in connection with the execution of any transactions, including transactions in any securities mentioned in this report.

Copyright and General Information regarding Research Reports:

Copyright 2010 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. iQmethod, iQmethod 2.0, iQprofile, iQtoolkit, iQworks are service marks
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available materials. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report constitutes your agreement not to redistribute,
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Materials prepared by Merrill Lynch research personnel are based on public information. Facts and views presented in this material have not been reviewed by,
and may not reflect information known to, professionals in other business areas of Merrill Lynch, including investment banking personnel. Merrill Lynch has
established information barriers between BofAML Research and certain business groups. As a result, Merrill Lynch does not disclose certain client relationships with,
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