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Plan

This month has seen modest weakness in equity markets

Yet sterling has appreciated against the EUR, though not the USD
» What explains this break from past behaviour?

The Greek crisis

UK data and the MPC reaction

» This month’s MPC decision is probably the most important since at least last August

% BARCLAYS
CAPITAL



GBP has become less closely correlated with “risky” assets — why?
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The Greek Crisis

The Greek government has a very large fiscal deficit adding to an already huge level of debt

There have been widespread concerns about the reliability of the Greek statistics and the
political will to cope with these problems

The problems are exacerbated by a huge current account deficit
» Which means that the Greek economy needs to attract very large inflows of capital if the
economy is not going to face a sharp contraction of domestic demand

= And membership of the euro zone which means that Greece has no independent monetary
policy or ability to devalue its exchange rate

It has led to wider concerns about the state of the euro zone
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Benchmarking European fiscal deficits

General government balances (% GDP, quarterly, seasonally adjusted)
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Sources: national, Haver, Thomson Datastream; all seasonal adjustment by Barclays Capital Note: Greek cen. Gov't inc. Dec 09 est.

# BARCLAYS
CAPITAL



Many countries with large external debts are within Europe

Net international investment position (% GDP, 2007)
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* 2006 data, ** Q2 2008, + Q3 2008, 11 Q4 2008; Poland has requested support from the IMF, and the decision to approve is pending
* Source: Datastream, IMF, Bundeskbank, Bank of Spain, National Sources, BarCap
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Where we stand: key statistics for euro periphery

Ratings Average 1992-2006 2007 2009 2007 2009 2010
(outlook)
S&P Structural Interest Debt  Current Current Deficit Deficit Deficit Deficit
Fitch balance payments % GDP account account (debt) (debt) (debt) (debt)
Moody’s (% GDP) (% GDP) (€bn) balance balance (interest (interest (interest (interest
(% GDP) (% GDP) payments) payments) payments) payments)
Creece BBB+ (watch -ve) -5.8 7.5 98.1 -14.1 -14.3 -3.6 -14.0 -10.1 -7.1
BBB+ (-ve) (€129) (95) (115) (122) (129)
A2 (-ve) (4.1) (5.4) (5.9) (6.2)
[taly A+ -4.4 7.7 121 -2.4 -3.3 -1.5 -5.4 -5.2 -4.8
AA- (€1380) (103) (115) (117) (122)
Aa2 (4.3) (4.8) (4.9) (5.1)
Ireland AA (-ve) +0.5 2.6 54.1 -5.4 -3.2 0.3 -11.7 -11.2 -9.8
AA- (€42) (25) (65) (75) (85)
Aal (-ve) (0.8) (3.0) (3.5) (4.0)
Spain AA+ (-ve) -2.0 3.2 55.1 -10.0 -5.2 2.2 -13.0 -12.1 -11.6
AAA (€330) (36) (56) (69) (81)
Aaa (1.6) (2.0) (2.6) (3.1)
Portugal A+ (-ve) -4.4 4.1 67.5 -9.4 -9.1 -2.6 -8.1 -8.3 -7.9
AA (-ve) (€83) (64) (76) (83) (91)
Aa2 (-ve) (2.4) (2.9) (3.2) (3.5)
Euro n/a -3.0 3.8 69.4 0.2 -0.7 -0.6 -6.1 -6.6 -5.9
(€4949) (66) (78) (83) (87)
(2.9) (3.0) (3.2) (3.4)

Source: Barclays Capital
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Adjustment: the Greek Plan

Stability Programme scenario

2012 2013 2014 2015
Government projections 2 2.5 2.9 2.9 2.9
Deficit (% GDP) -5.31 -4.28 -3.04 -1.81 -0.61
Debt (% GDP) 131.81 135.93 138.25 138.81 138.17

2012 2013 2014 2015 2016
Government projections 0 0 0 0 0
Deficit (% GDP) -6.31 -6.53 -6.74 -6.96 -7.21
Debt (% GDP) 135.33 145.07 155.21 165.27 175.79

Source: Barclays Capital; Update 11th January. Note: interest rate is 2% for all countries in real terms, even when inflation is 4% in which
case nominal rates are 6%
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Leaving the euro: a practical guide?

= The Lisbon Treaty only includes a clause for countries wishing to leave the EU, allowing

neg otiations to be done over this issue (ECB legal paper: Withdrawal and expulsion from the EU and EMU: some
reflections)

= The Treaty has nothing for countries wishing to leave EMU; conversely all countries (except UK
and Denmark) should aim to join EMU when they join the EU

= Economic costs of leaving EMU: larger debt payments (devaluation), establishing a national

and credible currency, facing higher rates among others, building up reserves, etc (see Eichengreen
NBER N°13393, the Breakup of the euro area, 2007)

= The euro construction is a political construction and not an economic one;

» default in one periphery country would likely lead to similar issues in the other “fragile”
countries.
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The Greek Crisis — implications for the EUR and UK

= The EUR has underperformed other currencies in recent weeks as the crisis has raged

= This underperformance is greater than would have been suggested by moves in other
financial prices (eg relative interest rates)

= And appears to reflect a significant increase in the perceived riskiness of the euro zone

= The problems are severe, and speak to a wider issue facing the euro zone — monetary but not
political union

= But they are not likely to affect ECB policy very markedly

» And therefore the weakness of the EUR may be overdone, at least in the short run

= This is an unwelcome development for the UK — GBP has appreciated but not because external
demand has picked up

= The UK’s fiscal issues now look less serious in relative, but not in absolute, terms
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UK data — the plot thickens
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UK data — the plot thickens
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What to make of the UK data

= QOver the past few weeks:
» GDP was surprisingly weak ... again
» Inflation was surprisingly strong ... again
» Other indicators of activity were positive on the whole (eg unemployment)
» And this week the manufacturing PMI was very strong, but money growth very weak...
= Bottom line in the short run: continued uncertainty about exactly where the economy is
currently

» Plenty of ammunition which could be used to argue for further loosening or keeping policy
on hold

» The MPC seems likely to halt its asset purchases — but to make no promises

= Longer-run the slow increase in unemployment may mean that the UK economy is adjusting
relatively slowly

» But adjustment does need to happen
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GBP implications

The appreciation of GBP/EUR appears to be more due to EUR weakness than GBP strength

In the short run we would not advise chasing the move

But the Greek and wider euro zone issues, coupled with the strength of the euro and the
exceptional looseness of UK monetary policy all suggest that in the longer-term GBP is likely
to appreciate further

Though not close to pre-crisis levels
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Disclaimer

Analyst Certification: The persons named as the authors of this report hereby certify that: (i) all of the views expressed in the research report accurately reflect the personal views of the authors about the subject securities and issuers;
and (i) no part of their compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in the research report.

Important disclosures: On September 20, 2008, Barclays Capital Inc. acquired Lehman Brothers' North American investment banking, capital markets, and private investment management businesses.

Historical and current disclosure information is provided via the two sources listed below.

http://ecommerce.barcap.com/research/cgi-bin/all/disclosuresSearch.pl or call 1-212-526-1072;

http://www.lehman.com/USFldisclosures/

Clients can access Barclays Capital research produced after the acquisition date either through Barclays Capital's research website or through LehmanLive.

Barclays Capital does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that Barclays Capital may have a conflict of interest that could affect the objectivity of this report.
Any reference to Barclays Capital includes its affiliates.

Barclays Capital and/or an affiliate thereof (the "firm") regularly trades, generally deals as principal and generally provides liquidity (as market maker or otherwise) in the debt securities that are the subject of this research report (and
related derivatives thereof). The firm's proprietary trading accounts may have either a long and / or short position in such securities and / or derivative instruments, which may pose a conflict with the interests of investing customers.
Where permitted and subject to appropriate information barrier restrictions, the firm's fixed income research analysts regularly interact with its trading desk personnel to determine current prices of fixed income securities. The firm's
fixed income research analyst(s) receive compensation based on various factors including, but not limited to, the quality of their work, the overall performance of the firm (including the profitability of the investment banking
department), the profitability and revenues of the Fixed Income Division and the outstanding principal amount and trading value of, the profitability of, and the potential interest of the firms investing clients in research with respect to,
the asset class covered by the analyst. To the extent that any historical pricing information was obtained from Barclays Capital trading desks, the firm makes no representation that it is accurate or complete. All levels, prices and
spreads are historical and do not represent current market levels, prices or spreads, some or all of which may have changed since the publication of this document. Barclays Capital produces a variety of different types of fixed income
research, including fundamental credit analysis, quantitative credit analysis and trade ideas. Recommendations contained in one type of research may differ from recommendations contained in other types, whether as a result of
differing time horizons, methodologies, or otherwise.

This publication has been prepared by Barclays Capital; the investment banking division of Barclays Bank PLC, and/or one or more of its affiliates as provided below. This publication is provided to you for information purposes only.
Prices shown in this publication are indicative and Barclays Capital is not offering to buy or sell or soliciting offers to buy or sell any financial instrument. Other than disclosures relating to Barclays Capital, the information contained in
this publication has been obtained from sources that Barclays Capital believes to be reliable, but Barclays Capital does not represent or warrant that it is accurate or complete. The views in this publication are those of Barclays Capital
and are subject to change, and Barclays Capital has no obligation to update its opinions or the information in this publication. Barclays Capital and its affiliates and their respective officers, directors, partners and employees, including
persons involved in the preparation or issuance of this document, may from time to time act as manager, co-manager or underwriter of a public offering or otherwise, in the capacity of principal or agent, deal in, hold or act as market-
makers or advisors, brokers or commercial and/or investment bankers in relation to the securities or related derivatives which are the subject of this publication.

The analyst recommendations in this report reflect solely and exclusively those of the author(s), and such opinions were prepared independently of any other interests, including those of Barclays Capital and/or its affiliates.

Neither Barclays Capital, nor any affiliate, nor any of their respective officers, directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss arising from any use of this publication or its contents.
The securities discussed in this publication may not be suitable for all investors. Barclays Capital recommends that investors independently evaluate each issuer, security or instrument discussed in this publication and consult any
independent advisors they believe necessary. The value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic markets (including changes in market liquidity). The information in
this publication is not intended to predict actual results, which may differ substantially from those reflected. Past performance is not necessarily indicative of future results.

This communication is being made available in the UK and Europe to persons who are investment professionals as that term is defined in Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion Order) 2005. It is
directed at, and therefore should only be relied upon by, persons who have professional experience in matters relating to investments. The investments to which it relates are available only to such persons and will be entered into only
with such persons. Barclays Capital is authorized and regulated by the Financial Services Authority (‘FSA’) and member of the London Stock Exchange.

Barclays Capital Inc., US registered broker/dealer and member of FINRA (www.finra.org), is distributing this material in the United States and, in connection therewith accepts responsibility for its contents. Any U.S. person wishing to
effect a transaction in any security discussed herein should do so only by contacting a representative of Barclays Capital Inc. in the U.S. at 745 Seventh Avenue, New York, New York 10019.

Subject to the conditions of this publication as set out above, ABSA CAPITAL, the Investment Banking Division of ABSA Bank Limited, an authorised financial services provider (Registration No.: 1986/004794/06), is distributing this
material in South Africa. Any South African person or entity wishing to effect a transaction in any security discussed herein should do so only by contacting a representative of ABSA Capital in South Africa, 15 ALICE LANE, SANDTON,
JOHANNESBURG, GAUTENG, 2196. ABSA CAPITAL IS AN AFFILIATE OF BARCLAYS CAPITAL.

Non-U.S. persons should contact and execute transactions through a Barclays Bank PLC branch or affiliate in their home jurisdiction unless local regulations permit otherwise.

In Japan, this report is being distributed by Barclays Capital Japan Limited to institutional investors only. Barclays Capital Japan Limited is a joint-stock company incorporated in Japan with registered office of 2-2-2, Otemachi, Chiyoda-
ku, Tokyo 100-0004, Japan. It is a subsidiary of Barclays Bank PLC and a registered financial instruments firm regulated by the Financial Services Agency of Japan. Registered Number: Kanto Zaimukyokucho (kinsho) No. 143.

Barclays Bank PLC Frankfurt Branch is distributing this material in Germany under the supervision of Bundesanstalt fiir Finanzdienstleistungsaufsicht (BaFin).

IRS Circular 230 Prepared Materials Disclaimer: Barclays Capital and its affiliates do not provide tax advice and nothing contained herein should be construed to be tax advice. Please be advised that any discussion of U.S. tax matters
contained herein (including any attachments) (i) is not intended or written to be used, and cannot be used, by you for the purpose of avoiding U.S. tax-related penalties; and (ii) was written to support the promotion or marketing of
the transactions or other matters addressed herein. Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.

© Copyright Barclays Bank PLC (2009). All rights reserved. No part of this publication may be reproduced in any manner without the prior written permission of Barclays Capital or any of its affiliates. Barclays Bank PLC is registered in
England No. 1026167. Registered office 1 Churchill Place, London, E14 5HP. Additional information regarding this publication will be furnished upon request. [030409EUD]
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