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Organisation of the presentation

« How did we get there
* An unprecedented global financial crisis ..led to:
* An unprecedented debt increase...which led to:
* An unprecedented adjustment and risks for growth

e The short term: adjusting without killing growth seeds
« Benign macro policy mix
« Competitiveness imbalances have started to decrease
* Not so tough adjustment overall
» Coordinating macro policies across the euro area, a necessity (the euro integration has worked)

 The short to medium term: the “future” of the euro area
 The “mega” package: quantum leap towards more integration?
» Peer pressure is not enough
* Budget is a too narrow framework
* More policy integration, but how?
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Spreads and debt to GDP ratios on the rise

Evolution of spreads in selected euro countries
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With little appetite for fiscal adjustment

Budget deficit as a share of GDP across SGP
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Widespread indebtedness

Gross interest rate liabilities (% GDP Q4 09)
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Adjusting: a long term strategy
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Monetary policy: unusually low rates

Benchmark 10Y government bond yields (%)
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Competitiveness: has started to improve

Real effective exchange rates (Jan 99=100, deflated by CPIs)

Euro area countries International comparisons
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Adjustment is remains moderate on the whole

Fiscal effort (pp of GDP)
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A 1 % of GDP fiscal reduction is largely offset by the 10% euro depreciation

Year 1 Year 2 Year 3 Year 4 Year 5
Public expenditures reductio(l% of GDP)
GDP level -0.8 -0.8 -0.5 -0.3 -0.1
Inflation -0.2 -0.3 -04 -0.1 0
Government net leding (% GDP) 0.6 0.4 0.4 0.4 0.3
Current account (% GDP) 0.4 0.3 0 -0.2 0
10% depreciation in the euro
GDP level 0.7 1.3 1.7 1.8 1.6
Inflation 0.3 0.7 1 0.9 0.9
Government net leding (% GDP)* 0 0 0 0 0
Current account (% GDP) 0.3 0.2 0.5 0.8 1

Note: * the effect on fiscal balance is offset by the monetary rule triggering higher interest rates and therefore higher
interest rate payments. Please note that this relies on the symmetry of fiscal multipliers.

Source: the OECD's new global model, Economic Department Working Paper N° 768 .
http://www.olis.oecd.org/olis/2010doc.nsf/LinkTo/NTO0002AAE/$FILE/JT03282998.PDF * B ARC'_AYS
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Euro GDP growth projected on a moderate trend, but no deflation

Average GDP growth before and after the
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A common burden: euro integration has worked

France

Holdings of Greek assets

UsS

Amount ($bn) 78.8 45.0 16.6

Share in the total external claims of the banking sector

(%) 2.1 1.4 0.7

Share in total banking sector assets (%) 0.8 0.5 0.1

Banking sector capital and reserves ($bn) 354.0 413.0 1,410.0
Holdings of Greek, Portuguese and Spanish assets

Amount ($bn) 334.9 330.4 79.3

Share in the total external claims of the banking sector

(%) 9.1 10.1 3.2

Share in total banking sector assets (%) 3.6 3.7 0.6
12 % BARCLAYS
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The implications of failure would be large vs previous events

$bn for euro are states: r 723
actual outstanding

public debt (end-09)

Total defaulted debt
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The EU/euro/IMF/ECB plan

» 5 pillars plan: EC €60bn (already approved), €440bn (guarantees), IMF €220bn +
participation, ECB QE, better fiscal surveillance.

« The €440bn SPV:
 Germany, France: up to close to 5 pp of their GDP for total participation
* But guarantee is only 120% of each country’s quote share
 Temporary, with IMF/EU conditions

« ECB QE:
* No upper limit on sovereign debt purchase on the secondary market
* Purchase sterilised
» Return to the crisis liquidity provision

A missing element:

 What if countries fail to adjust?

« What medium term budgetary, better, macro surveillance? % BARCLAYS
CAPITAL
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Medium term : (1) Strengthening enforcement

Fees and peer pressure have shown their limitations, need to redefine sticks and possibly
carrots:

Tighter sanctions
« Targeting more directly EU support (CAP, structural funds)
« Swifter implementation of sanctions

More incentives
« Easier channeling of CAP or structural and cohesion funds for investment

« Common eurozone bonds (or guaranteed bonds) beyond a certain threshold of debt
(Delpla and von Weisencker 2010)

e Structural reforms and low interest rates needed

Fiscal variables are not everything: widen the scope of surveillance
« Competitiveness and current account
 Employment

. » Credit growth rates and internal imbalances % BARCLAYS
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Medium term : (2) deeper and larger coordination ?

» Budgetary integration does not seem to be on the agenda but:

« A federal currency calls at least for a more coordinated fiscal process and countries
aware of the “common welfare”

« Financial backing system in case of crisis or difficult times could be made permanent

» A coordinated architecture resting on national implementation, and with a larger
scope

* In each country, an (independent) Committee would review the short-term (cyclical)
adequacy of the budget, the long term sustainability of the public finances, the
employment and growth developments as well as monitor the clarity of and research
basis for government policy proposals (cf. Swedish committee, UK...etc)

« Each national Committee would in turn report to the national parliaments and to a
European Fiscal Committee that would evaluate and communicate on the aggregate
result (cf. competition and financial policy)

16 * Official and publicized assessment of national fiscal stances and m@peBARENAYEtheir
economic policy, at the national level, and with implications for the eurg/&BjgAuhole
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Disclaimer

For disclosures on issuers in this report see:
https://ecommerce.barcap.com/research/cgi-bin/public/disclosuresSearch.pl

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 (ii) 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.

Investors should assume that Barclays Capital intends to seek investment banking or other business relationships for which it will receive compensation from the companies that are the subject of this
report.

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.

This publication has been prepared by Barclays Capital (‘Barclays Capital’) - the investment banking division of Barclays Bank PLC. 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. The information
contained in this publication has been obtained from sources that Barclays Capital believes are reliable but we do 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.

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.

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 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 - the investment banking division of Barclays Bank PLC, authorised and regulated by the Financial
Services Authority (‘FSA’) and member of the London Stock Exchange.

BARCLAYS CAPITAL INC. 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., 200 Park Avenue, New York, New York 10166.

ABSA CAPITAL IS DISTRIBUTING THIS MATERIAL IN SOUTH AFRICA AND, IN CONNECTION THEREWITH, ACCEPTS RESPONSIBILITY FOR ITS CONTENTS. 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, ABSA TOWERS NORTH, 180 COMMISSIONER STREET, JOHANNESBURG, 2001. 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.
Barclays Bank PLC Frankfurt Branch is distributing this material in Germany under the supervision of Bundesanstalt fuer Finanzdienstleistungsaufsicht.

© Copyright Barclays Bank PLC (2008). All rights reserved. No part of this publication may be reproduced in any manner without the prior written permission of Barclays Capital. 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.

17 % BARCLAYS
CAPITAL

EARN SUCCESS EVERY DAY



