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The Main Cause of Our
Problem
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The big picture ...
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U.S. GDP vs Non-Federal U.S. Debt Growth
cumulative change in percent

Since 1999

SUM OF residential mortgage,
consumer, business and state
& local debt

-up 11 fold past 30 yrs

U.S. GDP
-up 6 fold past 30 yrs
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Too much borrowed, not enough growth ...

U.S. GDP

Home Mortgages

Ratio

to

1988 GDP
117% n/a
190% 1.62

10 years ending

Ratio

fo

1998 GDP
70% n/a
98% 1.39

Growth in U.S. GDP & Residential Mortgages

to
Dec-08 GDP

59% n/a

158% 2.69

Based on 1978 - 1988 comparison, outstanding mortgage
debt would be $2.5 Tn less than it is now.
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The Economic Impact
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Gave back 5 yrs of accumulated wealth ...

U.S. Household Net Worth
in Trillions of $'s

%4 1 sep 500

A. Fell 46%
0
53 B Fell 41%

flat for '09 so far
Home Prices A.

Declined $12.8 Tn

42 - A. Increased 19% From Q3 '07 peak
flat for '09 so far Declined $4.2 Tn
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GDP decelerates ...

1 U.S. Real GDP

— year average
(*) Bloomberg

4.8% consensus forecasts
3.204 (survey May 4 - 11)
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Gov't spending increases ...

Q1 2009 U.S. GDP

Net Exports Breakout
minus 2.7% Government
(minus 4% year ago) Spending 18.3% (was 17.5% a year ago)

(minus 5.9% in Q4 '04) (was 23% in Q3 '86)

N

-

Private Investment 11.7% /

(was 15% a year ago) .
(peaked at 18% in Q2 '00) Personal Consumption 72.4%
(was 71% a year ago)

(was 11% in Q4 '82) _
(was 64% in Q3 '81)

imagination at work




Consumer retreats ...
72.4% of U.S. GDP - Personal Consumption

annual trend, yoy change Since
6% - o
past 10 years financial
5% - crisis
4% - bege?'n In
Q3 "07
3%
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Investment plummets ...

11.7% of U.S. GDP - Gross Private Investment

annual trend, yoy change Since
15% - past 10 years financial
10% - crisis
cop - beganin
0 Q3'07
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U.S. trade becomes less of a drag on growth ...

-2.7% of U.S. GDP - Net Exports

annual trend, yoy change
34% - past 10 years
17% -
0% \ \
Since
17% - financial
crisis
-34% - beganin
Q3 '07
-51% -
-68% -
< < < < < < < < < < <
2 2 2 2 2 2 2 2 2 2 2
8 & & & & & & & S| 8 s

imagination at work



But global trade shrinks ...

[1U.S. Trade deficit (exports minus imports) - in $bn's
— U.S. Imports - in $bn's

Trade past year Since July, U.S. imports
Deficit have fallen 34% Imports
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Need stable markets for confidence to return ...

We are watching ...

Cost of debt Markets

e Credit spreads e \/olatility
e Libor e Trends
e Treasury yields e Yield curve

e Yen & yuan
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Economy

Home sales
Unemployment
Retail sales
Inventories

Trade deficit



@ imagination at work



Tight credit is main concern ...

BB Composite Bond Spread

10-Y Maturity in b 200
-Year Maturity in bps
1000 so far
795 -
590 -
385 June 17
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Extremely tight lending standards remain ...

1% of banks tightening standards for C&l loans

100 — — % of banks increasing loan spreads
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Foreclosures up, but pace is erratic ...

U.S. Home Foreclosure Filings
from RealtyTrac

350,000
year-over-year
290,000
Dec '07, +97%
230,000
Jun '08, +53%
170,000 - ,
Apr'09, +32%
110,000 -
50,000 ‘ ‘ ‘ ‘ ‘
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Unemployment, rate of change is key ...

Civilian Unemployment Rate: 16 yr +
Year-to-Year Change
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Anxiety in the markets is an ongoing setback ...

VIX Index
S&P 500 Volatility Index
90 - Anxiety Measure Oct / Nov
60 - 2009
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Central banks cut short-term rates ...

Comparing Central Bank Base Rates
since before the credit crisis - in percent
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And Libor mostly benefits ...

1 and 3-month U.S. Libor
past 2 years - in percent

6 _

- Oct 10

4

3 _

5 2009

1 - —1-month U.S. Libor (0.30875% on May 21) x""\

. == 3-month U.S. Libor (0.66125% on May 21) N ——
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Will gasoline prices behave?

U.S. Retail Gasoline Prices
national average of all grades -in $'s

ast year
4.2 pasty

3.6 -

3.1 -

2.6 - - Increased 41%

so far this year

- Fell 60% between
July and Dec '08
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Will the recent drop in mortgage rates last?

6.4 -

6.1 -

5.7

5.4

5.1

4.8 -

30-Year Fixed U.S. Mortgage Rates
In percent - past year, composite rate

Since Nov 1
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Fiscal stimulus has arrived ...

U.S. Budget Surplus/Deficit as % of GDP

per fiscal year
3% -

o m [l -
\ \ \ \ \ \ \
-3% -

-5%

-1%

-9% 1 Per OMB estimate (May '09) —»
-11% - - largest since WWII
-13% -
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Significant cash is on the sidelines ...

Money Market Mutual Fund Balances

in trillions of dollars Record high
Jan 14
3.93
Balances fell
342 | $117 bn since
' / the stock market
After Lehman bottomed in
Brothers failed early March
291 -
2.40 | | | |
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Is ‘08's winning asset class the next bubble?
10-Year U.S. Treasury Yield

In percent
16 1 (D) 1981
13 -
10 -
7 a
4
Record low yield, December 18
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Focus on Federal debt issuance intensifies ...

Marketable Treasury Debt Outstanding
In trillions of dollars

6.4 -

5.7 -

Outstandings are up $1.72 tn

50 7 (37%) over the past year

4.2 -

3.5 -
w—12-month trend
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Avg Treasury debt maturities have shortened ...

Average Maturity of Total Outstanding Marketable
U.S. Treasury Debt - in months

79 past 10 years

64 -

56 -
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Dependence on foreign capital rises ...

Foreign Holdings of U.S. Treasurys
in trillions of dollars

Up 30% over
the past year

3.3 -
2.8 -
2.3 -
1.9 -
Top 2 Foreign Holders as of March '09
14 1. China @ $768 bn, + 57% yoy
2. Japan @ $687 bn, + 14% yoy
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When is enough, enough?

1yoy growth in China's currency reserves
60% - ——Yyoy growth in China's holdings of US Treasurys
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But, the Fed buys Treasurys ...

Federal Reserve Credit

in trillions of dollars Peaked at $2.25 tn
23 - Dec 17
$2.12 tn
1.9 -
Since March '09
1.5 - Treasury holdings up
- MBS holdings up
1o - PDCF down
: Up $1.37 tn between Lehman - CPFF down
failure in mid-Sept & Dec 17 peag - TAF down
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Futures see things improving in '10 ...

Expectation for 3-month U.S. Libor
Implied yield per futures market

3.70%
7 19-May-09
0 1
2.90% & 31 Dec-08
2.10% o
1.30%
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U.S. Treasury yield curve is indecisive ...

10-yr U.S. Treasury Yield minus 2-yr Yield

iIn bps
252 - FOMC decides to
buy Treasurys
186 - 0
Fannie & Freddie go
iInto conservatorship
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Chinese yuan gains stalled when crisis hit ...

Chinese Yuan per Dollar

8.3 U.S. $ Weakens

8.0 -
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7.3 -

7.0 -
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Yen strengthened on asset liquidation ...

Japanese Yen per U.S. Dollar
Yen strength in late '08 symbolic of:

111 - - declining confidence in financial assets
) - unwind of financial assets funded in yen
Yen weakens Feb to early Apr:
105 - - some risk taking resumed
- @
93 - U «
December 17 lowinUS $ AN
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Gold’s rise is not convincing ...
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Gold and Broader Commodity Index Decouple

After Lehman
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Long-term inflation expectations creep up ...

10-year Treasury yield minus 10-year TIPS

3 past year, in percent

27 2009 so far
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U.S. business inventories swelled since June. ...

U.S. Inventory-to-Sales Ratio

1.72 - “ number of months
r&
1.59 -
n
Since
4‘ June '08
1.46
W r
1.33 -
|
O: U.S. recession \
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Contraction in U.S. service industries slows ...

ISM Non-Manufacturing (Services) Index

past 2 years
> &/\’\
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Since
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Pace of decline in retail sales slows ...

U.S. Retail Sales - Monthly Change

[ Retail sales
— Retail sales less autos & gasoline

1.8% +

0.9% -

0.0% ——- - 1 1 1 1 1 1 | 1

1.8% Mar & Apr

2.7% -

-3.6% -
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Home prices have adjusted ...

U.S. Home Prices are Now 16% Below

Their 5 Year Moving Average
231 - Single Family Home Prices in $000's

- Past 30 years, prices have averaged
14% above their 5-year average

154 -
- In June 2005, prices exceeded the 5-

year average by 33%
77 -

— Median Home Prices
—5 year moving average
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Home sales are low but stabilizing ...

U.S. Existing Home Sales

In millions of annual units
Year-over year U.S. exisitng

home sales changes
6.9 -
Mar '09 -7.1% yoy
Jun'08 -14.9% yoy
6.1 - Mar '08 -18.9% yoy
' Dec '07 -22.2% yoy
Since Sept '07
5.2 -
4.4 -
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Overcapacity to force consolidation ...

US Capacity Utilization - Motor Vehicles & Parts
In percent

86 -

Reference points

Before crisis: July '07 = 73.2%
Oil peak: July '08 = 64.6%
46 - Most recent: Apr'09 = 42.0%
Low point: Jan'09 = 37.8%
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Watch capacity use, Fed policy reacts ...

— US Capacity Utilization % (right axis)

[ . . . - + 84
Since financial crisis
began Aug '07

l _l
0% - 0.25% fed funds
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In summary

Cost of debt

e Watch credit spreads

e Libor declines signal significant easing in interbank anxiety

e Treasury yields defy fundamentals but Washington has intervened

Markets

o Volatility relief benefits spread environment

e Cash balances reflect both investment potential and fear

e VYield curve shift reflects changing views on the 2010 economy
e Yen weakness would likely reflect more risk taking

Gov't action

e Huge stimulus set in motion

e Fed credit surge reflects Central Bank’s determination
o Federal deficit will still be huge when fear subsides
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Disclaimer

Disclaimer: This report is for information purposes only and is not intended as an offer, solicitation, or recommendation for the purchase or sale of a
financial instrument or to effect a transaction. The information contained within this report has been obtained from and is based upon sources believed
to be reliable. General Electric Capital Corporation and any of its affiliates (collectively “GECC”) do not guarantee the accuracy or completeness of the
information and make no express or implied representations, but reasonable steps have been taken to determine the accuracy and completeness of the
information. All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without
notice. Market rates, valuations and availability of financial instruments also are subject to change without notice. Nothing contained within the materials
constitutes financial, legal, tax, accounting or other advice, nor should any investment or any other decisions be made solely based on this report. You
should obtain advice from qualified experts before making any investment decision. The GECC Interest Rate Management Team (“IRM”) acts solely in the
role of an arranger for interest rate management transactions, and is not and makes no representations to being an agent for or advisor to any party
involved, nor does IRM have any reporting, fiduciary or financial obligations to the parties.

This research report is produced separately from any other activity of GECC and was completed without access to non-public information that may have
been received by other units of GECC. This report may not be reproduced or redistributed in any form without prior written permission from GECC. The
use of this report in connection with the writing, marketing or promotion of any financial instruments, services or products is prohibited.
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