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One size does not fit all

Exports drive German growth
The collapse in the German unemployment rate in recent years
has been due to a surge in German capacity as utilisation rates
rose to meet the strong external demand for goods from the
US, Europe and Asian economies. German consumer spending
has barely grown over the last five years.

Capex runs into the sand

But now, globally, corporates might delay investment projects.
Not because of lack of credit, but much more because of greater
uncertainty caused by the sharp decline in share prices over
the last quarter - following the 1987 crash, capex growth suffered
a sharp setback for two quarters, and the same could happen
this time. For the US, Stephen Gallagher expects business
investment to decline at an accelerating pace over the coming
six months, the first drop in business investment in this
economic downturn. In Japan also, Glenn Maguire is looking
for a decline in business investment over the coming months.
Even Chinese capex growth is likely to slow further.
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German unemployment to edge higher

German manufacturing firms are already seeing declining
overseas orders - most probably of consumer goods, because
of the US and European consumer slowdown over the summer
months. However, even if these consumer goods exports
recover, as US consumer spend lifts due to lower energy bills,
German exports may remain in the doldrums because capital
goods exports are likely to head lower. So, the pick-up in exports

that propelled German employment is now running out of
steam. And so the German unemployment rate may increase
by around 0.5% over 2009.

Modest rate cuts from the ECB

With inflation rates collapsing and unemployment rising in
the core European economies during 2009, the ECB is likely
to ease rates, albeit grudgingly and modestly over the coming
months. However, if the decline in capex proves to be
temporary and modest as SG economists anticipate, then
German exports may start to recover by the second half of
2009, probably putting a stop to any further easing. That
may suit Germany, but not all of its eurozone colleagues.

The Irish solution

The Irish banks’ share price index has now fallen by 70%
from its 2006 level, whereas the US banks’ share price index
has fallen by only 20% from its 2006 level. Worries that
declining share prices could spark a run on bank deposits
led the Irish Parliament to approve a bill guaranteeing all
customer deposits, including money market deposits.
Though this move may stem or even reverse the outflow of
deposits, and make it easier for the Irish banks to borrow in
the money markets, it does not solve the bigger problem of
collapsing house prices, and capital erosion at Irish banks.

The Irish problem

Housing starts in Ireland are now running at a quarter of the
pace of two years ago; consumer spending is falling;
unemployment is rising; and house prices are already down
13% from the peak reached in early 2007. Ireland needs
substantially lower rates to reverse these negative trends,
but the likelihood is of only modest rate cuts from the ECB.

The Hong Kong parallel

The collapse in Hong Kong property prices between 1998
and 2003 provides a classic example of tying monetary
policy to the fortunes of a larger economy. Hong Kong
property prices declined by 32% in 1998 as the shock from
the Asian tiger crisis reverberated through the region. In
1999 and 2000, the Fed raised rates forcing the Hong Kong
monetary Authority to raise rates; property prices fell another
20%!
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German unemployment
declined in recent years ...
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German manufacturing
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Now, corporates might delay investment projects. Not
because of lack of credit, but much more because of
greater uncertainty caused by the sharp decline in share
prices over the last quarter - following the 1987 crash,
capex growth suffered a sharp setback for two quarters,

and the same could happen this time.
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German manufacturing firms are
already seeing declining overseas
orders - most probably of
consumer goods, because of the
US and European consumer
slowdown over the summer
months.

However, even if these consumer
goods exports recover, as US
consumer spend lifts due to lower
energy bills, German exports may
remain in the doldrums because
capital goods exports are likely to
head lower.
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German employment growth to slow

dramatically
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Modest rate cuts from the ECB
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The Irish solution
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The Irish banks’ share price index has now
fallen by 70% from its 2006 level, whereas the
US banks’ share price index has fallen by only

20% from its 2006 level.

Worries that declining share prices could
spark a run on bank deposits led the Irish
Parliament to approve a bill guaranteeing all
customer deposits, including money market
deposits.

Banks battered by declining

house prices
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Irish housing starts
have collapsed ...
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Ireland needs substantial
rate cuts ...
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Hong Kong property price collapse
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Higher rates in 1999 and 2000
worsened property crisis
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Newsflow of economic stories

Our proprietary newsflow indicator shows the number of newspaper and newswire articles which report economic
strength. This is expressed as a percentage of all economic news stories. Trends in newsflow reflect sentiment
towards trends in the underlying economy. For example, in the UK, the percentage of strong economic news stories
is now at 28%. At the peak of the cycle in March 2006, 66% of all news stories related to economic strength.
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Consensus GDP growth forecasts
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SG GDP growth and inflation forecasts

fal\. WOT\A Real GDP Inflation
W\)

2006 2007 2008 2009 2006 2007 2008 2009
World (current $ weights) 4.1 3.9 2.9 2.6 3.0 3.1 5.1 3.7
World (PPP weights) 5.5 5.4 3.8 3.5 3.4 3.8 5.9 4.3
Industrialised countries (PPP) 2.8 2.4 1.4 1.3 2.4 2.1 3.7 2.6
Emerging countries (PPP) 8.3 8.4 6.7 6.1 4.5 5.5 8.5 6.3
USA @oﬂam' : 2.8 2.0 1.8 1.8 3.2 2.9 4.7 3.3
Japan ‘SES WOAA 2.4 2.0 1.0 15 0.1 0.0 0.9 15
Canada 3.1 2.7 1.2 2.2 2.0 2.1 2.8 2.4
Australia 2.9 4.2 2.5 2.5 3.5 2.3 4.5 4.0
New Zealand 1.7 3.1 0.6 1.3 34 24 4.3 3.9
EU 27 3.4 3.1 1.6 1.0 2.3 2.4 3.8 2.4
Euro zone 2.9 2.6 11 0.5 2.2 2.1 3.5 2.0
France 2.0 2.0 0.9 0.6 1.9 1.6 3.4 2.1
Germany 3.2 2.6 14 0.4 1.8 2.3 3.0 1.8
Italy 1.9 1.4 0.0 0.2 2.2 2.0 3.8 2.4
Netherlands 3.4 3.5 2.2 1.0 15 1.7 1.6 1.1
Spain 3.9 3.8 1.4 0.5 3.6 2.8 4.5 2.5
Denmark 3.9 1.7 1.3 1.1 1.9 1.7 3.1 2.4
Norway 2.5 3.7 3.1 2.1 2.3 0.7 3.5 2.7
Sweden 4.0 3.0 2.1 2.0 1.4 2.2 3.7 2.7
Switzerland 3.2 3.1 2.0 1.5 1.1 0.7 2.5 1.5
UK 2.9 3.1 1.1 0.4 2.3 2.3 3.8 2.8
East. Europe 7.1 7.3 6.4 5.5 8.5 8.4 10.6 7.5
Russia 7.3 8.1 7.4 6.2 9.8 9.1 140 9.5
Total Asia ex Japan 9.7 9.8 7.7 7.0 3.4 4.8 7.8 5.2
China 116 119 9.5 8.5 15 4.8 7.0 4.0
HK 7.0 6.1 5.5 5.0 2.0 2.0 5.0 35
India 9.8 9.3 7.5 7.0 5.8 6.4 11.0 8.5
Indonesia 5.5 6.2 6.0 55 13.1 6.4 11.0 8.0
S. Korea 51 5.0 4.3 4.0 2.2 2.5 5.0 3.0
Malaysia 6.0 6.0 5.5 5.0 3.6 2.0 5.0 4.0
Philippines 5.0 6.9 6.0 5.0 6.3 2.8 7.0 5.0
Singapore 8.2 7.7 5.5 4.5 1.0 2.1 5.0 3.0
Taiwan 5.0 4.3 4.0 3.5 0.6 1.8 4.0 2.0
Thailand 5.0 4.0 5.0 4.5 4.6 2.2 5.0 4.0
Vietnam 8.0 8.0 5.5 7.0 7.5 8.3 230 18.0
Latam 54 5.6 4.5 4.5 4.8 5.3 7.0 7.0
Brazil 3.7 5.4 4.6 4.4 3.3 4.1 4.4 4.2
Mexico 5.0 3.0 2.7 3.5 3.6 4.0 3.8 35

Note: Average over calendar year
Source: Datastream, SG Economic Research, Consensus Economics
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SG Central Bank rate, yield and FX forecasts

Central Bank Rate Forecasts

current 3 mths 6 mths 9 mths 1yr
us Fed Funds rate 2.00 1.50 1.50 1.50 1.50
Canada Overnight rate 3.00 3.00 3.00 3.00 3.00
Euro zone 4.25 4.00 3.75 3.50 3.50
UK Bank rate 5.00 4.50 4.00 3.75 3.50
Japan Overnight call rate 0.50 0.50 0.50 0.50 0.75
Australia Cash rate 7.00 6.75 6.50 6.00 5.75
New Zealand  Cash rate 7.50 7.25 7.00 6.75 6.50
10 year bond yields

current 6 mths 1yr
us 3.62 3.90 4.30
Canada 3.64 3.95 4.55
Euro zone 3.85 3.95 4.05
UK 4.29 4.15 4.05
Japan 1.46 1.50 1.90
Australia 5.27 5.65 5.80
New Zealand 5.67 5.95 6.05
FX rates

current 6 mths 1yr
USD per EUR 1.38 1.40 1.30
CAD per USD 1.08 1.05 1.15
GBP per EUR 0.78 0.82 0.83
USD per GBP 1.76 1.71 1.57
JPY per USD 105.2 110 115
USD per AUD 0.79 0.82 0.78
USD per NZD 0.66 0.64 0.61

Pagei2

Source: Bloomberg, SG Economic Research
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Commodity prices
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Economic releases for week of Oct 6 - Oct 10

WEEK Period Previous SG Forecast Consensus
UK HBOS House Price 3Mths/Year SEP -10.9% na -12.5%
HBOS PIc house prices sa (MoM) SEP -1.8% na 1.7%
Monday 6-Oct-2008 Period Previous SG Forecast Consensus
04:00 Japan BoJ Monetary Policy Meeting
08:30 UK Industrial Production (MoM) AUG -0.4% -0.3% -0.1%
08:30 Industrial Production (YoY) AUG -1.9% -21% -1.9%
08:30 Manufacturing Production (MoM) AUG -0.2% -0.4% -0.2%
08:30 Manufacturing Production (YoY) AUG -1.4% -1.8% -1.6%
12:30 Canada Building Permits (MoM) AUG 1.8% na -1.0%
13:00 US Volcker Ferguson speaks in New York on Financial Supervision
15:30 Treasury's Ryan speaks In New York at Industry Conference
16:00 Fed's Evans Speaks on Economic Outlook in Texas
23:50 Japan Official Reserve Assets (USD bin) SEP 996.7 na na
Tuesday 7-Oct-2008 Period Previous SG Forecast Consensus
Japan BOJ Target Rate 0.50% 0.50% 0.50%
03:30 Australia Reserve Bank's Interest Rate Decision OCT 7.00% 6.75% 6.50%
05:00 Japan Coincident Index ClI AUG P 103.5 na 100.7
05:00 Leading Index CI AUG P 91.4 na 89.2
07:30 Sweden Budget Balance (SEK bin) SEP 0 na na
08:00 Norway Ind Prod Manufacturing SA (MoM) AUG 0.1% na na
08:00 Ind Prod Manufacturing NSA (YoY) AUG 3.7% na na
08:00 Industrial Production SA (MoM) AUG 1.2% na na
08:00 Industrial Production NSA (YoY) AUG 1.9% na na
10:00 Germany Factory Orders (MoM) (sa) AUG -1.7% -1.0% 0.5%
10:00 Factory Orders (YoY) (sa) AUG na -6.1% na
13:30 Eurozone ECB's Trichet Speaks in Evian, France
15:00 US Fed's Stern Speaks in Chicago on Financial Shock
16:30 Bernanke Speaks to Economics Conference in Washington
18:00 Minutes of FOMC Meeting Sept-16
19:00 Consumer Credit (USD bin) AUG 4.6 na 6
Wednesday 8-Oct-2008 Period Previous SG Forecast Consensus
00:30 Australia Investment Lending AUG 2.3% na na
05:00 Japan BOJ Monthly Report Oct-07
05:00 Eco Watchers Survey: Current SEP 28.3 na na
05:00 Eco Watchers Survey: Outlook SEP 32 na na
06:45 France Central Govt. Balance (EUR bln) AUG -51.4 na na
06:45 Trade Balance (EUR bln) AUG -4.8 na -4.5
07:30 Sweden Industrial Orders s.a. (MoM) AUG 1.0% na na
07:30 Industrial Orders n.s.a. (YoY) AUG 1.6% na na
07:30 Industrial Prod. s.a. (MoM) AUG 1.2% na na
07:30 Industrial Prod. n.s.a. (YoY) AUG 0.9% na na
09:00 Eurozone Euro-Zone GDP s.a. (QoQ) 2QF 0.7% -0.2% -0.2%
09:00 Euro-Zone GDP s.a. (YoY) 2QF 21% 1.4% 1.4%
09:00 Euro-Zone Gross Fix Cap (QoQ) 2QF 1.5% -1.2% na
09:00 Euro-Zone Household Cons (QoQ) 2QF 0.0% -0.2% na
09:30 UK BRC September Shop Price Index
10:00 Germany Industrial Production (MoM) (sa) AUG -1.8% 0.8% -0.5%
10:00 Industrial Prod. (YoY) (sa) AUG -0.6% -1.5% na
11:00 Switzerland Swiss Government Announces Bond Auction Results
11:00 US MBA Mortgage Applications Oct-03 -23.0% na na
11:45 Philadelphia Fed's Plosser speaks on Fed Policies in New York
14:00 Pending Home Sales (MoM) AUG -3.2% na -1.1%
23:50 Japan Machine Orders (MoM) AUG -3.9% na -2.7%
23:50 Machine Orders (YoY) AUG -4.7% na -2.3%

continued on following page ...
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Economic releases for week of Oct 6 - Oct 10

Thursday 8-Oct-2008
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Friday 10-Oct-2008
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Period
Business Climate Index 3Q
ICSC Chain Store Sales (YoY) SEP
Employment Change, K SEP
Participation Rate SEP
Unemployment Rate SEP
Wholesale Price Index (MoM) SEP
Wholesale price Index (YoY) SEP
Current Account (EUR bin) AUG
Exports SA (MoM) AUG
Imports SA (MoM) AUG
Trade Balance, (EUR bin) AUG
Activity Index Level AUG
CPI - Headline Rate (MoM) SEP
CPI - Headline Rate (YoY) SEP
CPI - Underlying Infl. (MoM) SEP
CPI - Underlying Infl. (YoY) SEP
CPI Level SEP
ECB Publishes Monthly Report OCT
Trade Balance Non EU (GBP min) AUG
Visible Trade Balance (GBP min) AUG
SNB Publishes Quarterly Bulletin 3Q
Bank of England Interest Rate Decision
Initial Jobless Claims, K Oct-04
Wholesale Price Index (YoY) Sep-27
Wholesale Inventories AUG
Fed's Stern Speaks in Minneapolis on Financial Shock
Boston Fed's Rosengren Speaks at University of Wisconsin
BoJ Monetary Policy Meeting Minutes SEP

Period
Entrepreneur Confidence Index 3Q
Industrial Production (YoY) AUG
Industrial Production (MoM) AUG
Industrial Production (YoY) AUG
Manufacturing Production (MoM) AUG
Manufacturing Production (YoY) AUG
Industrial Production sa (MoM) AUG
Industrial Production nsa(YoY) AUG
Industrial Production wda(YoY) AUG
CPI (MoM) SEP
CPI (YoY) SEP
CPI Underlying (MoM) SEP
CPI Underlying (YoY) SEP
Producer Prices incl.Oil (MoM) SEP
Producer Prices incl.Qil (YoY) SEP
AMV Unemployment Rate 3Q
Net Change in Employment, K SEP
Unemployment Rate SEP
Int'l Merchandise Trade (CAD bin) AUG
Import Price Index (MoM) SEP
Import Price Index (YoY) SEP
Trade Balance (USD bin) AUG
Business Outlook Future Sales 3Q

Previous
137.4
1.7%

14.6
65.2%
41%
-1.8%
7.4%
11.8
-1.7%
7.4%
13.9
123.6
0.2%
4.3%
0.1%
3.2%
301.98

-4726
-7667

5.00%
497
12.2%
1.4%

Previous

134.8
71%
1.2%
-2.0%
1.5%
-2.3%
-1.1%
-0.6%
-3.2%
0.1%
4.5%
-0.1%
2.8%
-1.3%
33.8%
3.0%
15.2
6.1%
4.9
-3.7%
16.0%
-62.2
4.0%

SG Forecast
na
na
na
na
na
na
na
na
na
na
na
na
na
na
na
na
na

-4600
-7700

4.75%
na
na
na

SG Forecast
na
na
na
na

-0.8%
-3.0%
na

na

na

na

na

na

na

na

na

na

na

na

na

na

na
-58
na

Source: Datastream, SG Economic Research,

na
na

65.2%
4.3%
na

na

0.5%
-2.0%
12

na

na

na

na

na

na

-4600
-7600

4.75%
na
na

0.4%

na

na
-0.7%
-2.5%
-0.9%
na
1.3%
-6.8%
-4.0%
na

na

na

na

na

na

na
12.5
6.2%

-2.5%
na

-59.3
na
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misleading. SG, and their affiliated companies in the SG Group, may from time to time deal in, profit from the trading of, hold or act
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reportis not permitted to trade in or hold any of the investments or related investments which are the subject of this document. SG
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extent possible at law, SG does not accept any liability whatsoever arising from the use of the material or information contained
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copy of this report they should not base their investment decisions solely on the basis of this document but must seek independent
financial advice.

Important notice: The circumstances in which materials provided by SG Fixed & Forex Research, SG Commodity Research, SG
Convertible Research, SG Technical Research and SG Equity Derivatives Research have been produced are such (for example
because of reporting or remuneration structures or the physical location of the author of the material) that it is not appropriate to
characterise it as independent investment research as referred to in European MIF directive and that it should be treated as a
marketing material even if it contains a research recommendation (« recommandation dinvestissement a caractére promotionnel
»). However, it must be made clear that all publications issued by SG will be clear, fair, and not misleading.

Analyst Certification: Each author of this research report hereby certifies that (i) the views expressed in the research report
accurately reflect his or her personal views about any and all of the subject securities or issuers and (ii) no part of his or her
compensation was, is, or will be related, directly or indirectly, to the specific recommendations or views expressed in this report.
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which is authorised and regulated by the Financial Services Authority (“FSA”) for the conduct of its UK business.

Notice to US Investors: This reportisissued solely to major US institutional investors pursuant to SEC Rule 15a-6. Any US person
wishing to discuss this report or effect transactions in any security discussed herein should do so with or through SG Americas
Securities, LLC to conform with the requirements of US securities law. SG Americas Securities, LLC, 1221 Avenue of the Americas, New
York, NY, 10020. (212) 278-6000. Some of the securities mentioned herein may not be qualified for sale under the securities laws of
certain states, except for unsolicited orders. Customer purchase orders made on the basis of this report cannot be considered to be
unsolicited by SG Americas Securities, LLC and therefore may not be accepted by SG Americas Securities, LLC investment executives
unless the security is qualified for sale in the state.

Notice to Japanese Investors: This reportis distributed in Japan by Société Générale Securities (North Pacific) Ltd., Tokyo Branch,
which is regulated by the Financial Services Agency of Japan. The products mentioned in this report may not be eligible for sale in
Japan and they may not be suitable for all types of investors.

Notice to Australian Investors: Société Générale Australia Branch (ABN 71 092 516 286) (SG) takes responsibility for publishing this
document. SG holds an AFSL no. 236651 issued under the Corporations Act 2001 (Cth) (“Act”). The information contained in this
newsletter is only directed to recipients who are wholesale clients as defined under the Act.
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