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OWhoever cannot seek the unforeseen sees nothing for the known way is an impasse.O
I Heraclitus, Fragments

Which path will we take? If we could only grow omay out of our sovereign debt
problems. But growing debt creates even more problems if not dealt with, making it even more
difficult to deal with; yet getting the debt and deficit under control brings its own form of pain.
As | keep pointing out, there an® easy choices left. Some countries must choose between
difficult and very bad, and others are faced with either disaster or calamity. Greece simply gets to
choose what it wants to be the cause of a depression. Long and slow or fast and deep? Choose
wisdy.

ItOs that time of year when we start thinking about what the next may hold for us. | am
reading and thinking a great deal about my annual forecast issue next week, taking some time off
from my usual Friday missive; so this week we look at what | tisirghae of the best pieces of
analysis | have read in the past few months. It is from a private letter for the Boston Consulting
Group, and Dan Stelter graciously allowed me to let my friends read it.

Follow this thinking carefully and then think throuditeir outline of what a country
would have to do to leave the euro, which starts at the subhead entitled OWhat ifE ?0. Then ask
yourself what do you need to do. The short answer from me is that you need to consider more
what you already own rather than wiyau should buy.

At the end of the letter is a link to andepth review of what scenarios businesses should
be considering, but it will also work for individual investors. Now, let me turn it over to Dan and
David.
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EXHIBIT 1 | Net Expected Tax Revenues Are Not Adequate to Continue
Funding Current Social Policies

Unfunded liabilities and official government debt
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Sources: Jagadeesh Gokhal, “Measuring the Unfunded Obligations of European Countries,” 2009; OECD.
Note: Unfunded liabilities are the difference between the projected cost of continuing current government
programs and net expected tax revenues. Government debt based on 2011 forecasts from the OECD.
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EXHIBIT 2 | Debt Levels with Negative Impact on Economic Growth
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Government debt 97 213 77 - 96 -
corporations
Household debt 95 82 64 106 106 53 124 65 91

Bl 0%-70% debt/GDP [_] 70%-100% debt/GDP [l >100% debt/GDP

Sources: BIS; Eurostat.
Note: Government debt and household debt = gross liabilities; debt of nonfinancial corporations = total
liabilities less shares and other equity.
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EXHIBIT 3 | The Introduction of the Euro Led to Higher Debt and Diverging Competitiveness

Debt Competitiveness
Total debt (% of GDP) Unit labor costs (Q1 2000 = 100)
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200
110
252| |252 258 2000
100 | 225 243 188 |195 —
0 ==
= EanE= o o

Sources: OECD; BCG analysis.
Note: Total debt = debt of households (gross liabilities), nonfinancial corporations (total liabilities less shares and other equity), and government
debt (gross liabilities).
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Auld Lang Syne

Music plays an important part most ofour lives. | grew up listening to gospel quartets
and Irish tenors (my fatherOs favorite). Believe it orimoty youthl sang as high tenor with
the Fort Worth Opera Chorugs 1968. | had the privilege of beibgnfeet from Beverly Sills,
the reigning operatic diva of th@0s andJ0s as she sang the Mad Scenketicia di
Lammermoorthe rolefor whichshe was best known. The next month we had some new Spanish
tenor from the New York Opera guynamed Placido DomingdoingLa Traviata.The most
beautiful sound | have ever heard from a human voice was Domingo singing the death scene in
soft, lilting head tones during the dress reheatsaave his voice. It was magical, and those of
us who were privileged to be closavenever forgatenthat momat. Of course, he soon
rocketed to fame.

| sang with folk groups, did some musicals, sang the tenor sold®iMessiahtried to
do a little rock and roll (I played guitar very badlghdjoinedvarious chorales. | could have had
a voice scholarshigut wisely realized | would never be anything other than mediocre. | still
feela special thrill when | hear solid harmony and a beautiful tenor, but my repertoire of what |
like has expanded. OGive me the beays, and free my soul. | wangat lost inyour rock and
roll, and drift away.O

| leave you with three links. The first is a short retrospective on the music of those who
left us this last yeahttp://www.nytimes.com/interactive/2011/12/22/magazinefttusicthey
made.html?ref=magazine

And as we close out another y¢anight this barbershop version Ghuld Lang Syn®
will conveymy sentiments for a truly Happy New Year for you and yours.
http://www.youtube.com/watch?v=LdIN6Mc2iYA&feature=related

And | leave you with a verpright note. Turn the sound usmd letl4-yearold Liam
McNally of Britain simply takeyour breath away. That humatesn make such wondrous
soundsE If your soul does not soar with thisasterto your soul doctor for a checkup.
http://www.youtube.com/watch?v=utfkGocni&feature=related

Let me express mgieep and heartfelt appreciation for you, my friends, as you give me
the privilege of coming into your world each and every week. Because of you, | live a dream life
that | could never have imaginasuld bepossiblel am truly grateful.

Your wishing | could still hit that high note analyst,
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