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Yield Spread/Volatility Watch

Financial Conditions Relative to Pre-Crisis Averages

Financial Conditions Relative to Crisis-Period Averages

--- Jan. 2000-June 2007 --- ---- 52-Week ----

Latest Avg.

Std.Dev. Z-Score

U.S. Money-Market Spreads

Latest Avg.

Std.Dev. Z-Score

U.S. Money-Market Spreads

TED Spread 16 32.1 16.7 -0.99 TED Spread 16 21.1 9.8 -0.57
Libor/OIS Spread 14 11.0 35 0.98 Libor/OIS Spread 14 15.8 8.9 -0.16
CP/T-Bill Spread 21 23 17 -0.15 CP/T-Bill Spread 21 243 11.0 -0.35
U.S. Yield Curve Spreads U.S. Yield Curve Spreads

2-Yr./Fed Funds Spread 36 35.0 68.1 0.01 2-Yr./Fed Funds Spread 36 40.9 20.7 -0.26
10-Yr./3-Mo. Spread 329 151.2 140.4 1.26 10-Yr./3-Mo. Spread 329 302.6 43.4 0.60
10-Yr./2-Yr. Spread 284 101.7 101.4 1.79 10-Yr./2-Yr. Spread 284 250.6 25.7 1.29
U.S. Agency Bond Spreads U.S. Agency Bond Spreads

2-Yr. Fannie Mae Spread 17 23.4 12.7 -0.52 2-Yr. Fannie Mae Spread 17 14.4 5.4 0.44
10-Yr. Agency Spread -14 55.7 22.2 -3.15 10-Yr. Agency Spread -14 9.9 13.2 -1.81
U.S. Municipal Bond Spreads U.S. Municipal Bond Spreads

AAA Muni/10-Yr. Spread 46 -74.8 25.7 4.70 AAA Muni/10-Yr. Spread 46 -22.5 45.7 1.50
AA Muni/10-Yr. Spread 73 -65.9 26.4 5.26 AA Muni/10-Yr. Spread 73 0.4 51.2 1.42
A Muni/10-Yr. Spread 240 22.9 445 4.88 A Muni/10-Yr. Spread 240 160.1 60.7 1.32
Baa Bond/10-Yr. Spread 298 57.9 53.9 4.45 Baa Bond/10-Yr. Spread 298 250.6 43.8 1.08
U.S. Investment-Grade Corporate Spreads U.S. Investment-Grade Corporate Spreads

AAA/10-Yr. Gov't Spread 168 143.2 51.2 0.48 AAA/10-Yr. Gov't Spread 168 175.9 20.8 -0.38
AA/10-Yr. Gov't Spread 187 171.3 56.0 0.28 AA/10-Yr. Gov't Spread 187 199.8 17.1 -0.75
A/10-Yr. Gov't Spread 213 197.1 59.3 0.27 A/10-Yr. Gov't Spread 213 225.6 18.3 -0.70
Baa/10-Yr. Gov't Spread 266 236.1 60.5 0.49 Baa/10-Yr. Gov't Spread 266 286.5 24.9 -0.83
U.S. Swap Spreads U.S. Swap Spreads

U.S. 2-Yr. Swap Spread 22 44.3 13.8 -1.58 U.S. 2-Yr. Swap Spread 22 24.1 8.0 -0.22
U.S. 10-Yr. Swap Spread 10 61.8 25.0 -2.06 U.S. 10-Yr. Swap Spread 10 5.7 5.1 0.90
U.S. 1-Yr. Fwd. Swap YId.(%) 3.9 55 0.9 -1.87 U.S. 1-Yr. Fwd. Swap YId.(%) 3.9 3.6 0.5 0.79
North American Credit Default Swap Spreads North American Credit Default Swap Spreads

IBOX 5-Yr. Invest. Grade 83 47.2 9.9 3.63 IBOX 5-Yr. Invest. Grade 83 98.5 12.5 -1.24
High-Yield Spreads High-Yield Spreads

High-Yield Corp. Spread 547 578.2 214.0 -0.15 High-Yield Corp. Spread 547 648.9 54.4 -1.88
EMBI+ Spread 271 528.0 255.0 -1.01 EMBI+ Spread 271 274.4 31.7 -0.10
U.S. Inflation Protected Bond Yields U.S. Inflation Protected Bond Yields

TIPS Bond Yield(%) 1.08 2.6 0.8 -1.87 TIPS Bond Yield(%) 1.08 11 0.3 0.00
Breakeven Inflation Rate (%) 2.36 2.1 0.4 0.62 Breakeven Inflation Rate (%) 2.36 2.1 0.2 1.18
U.S. Equity Market U.S. Equity Market

S&P 500 1308 1194.1 176.8 0.64 S&P 500 1308 1157.0 70.8 2.13
S&P Financials 221 396.4 59.7 -2.94 S&P Financials 221 202.9 11.5 1.54
MBIA 10.85 535 9.6 -4.43 MBIA 10.85 8.9 2.4 0.80
VIX Index 17.6 19.2 6.9 -0.23 VIX Index 17.6 22.2 5.9 -0.78
Fixed Income/FX Market Volatility Fixed Income/FX Market Volatility

Move Index 96 95.8 235 0.02 Move Index 96 93.4 11.3 0.24
Swaption Volatility Index 100 90.8 12.8 0.69 Swaption Volatility Index 100 95.5 5.2 0.81
Euro-Dollar Volatility 12.3 10.0 21 11 Euro-Dollar Volatility 12.3 12.8 13 -0.34
Dollar-Yen Volatility Index ~ 10.6 9.5 1.6 0.66 Dollar-Yen Volatility Index ~ 10.6 11.8 1.0 -1.27

Notes:
Unless noted otherwise, all indicators are basis-point yield spreads.

Indicators highlighted in orange are significantly above or below their January 7, 2000-June 29, 2007 aver-

age levels.

Notes:
Unless noted otherwise, all indicators are basis-point yield spreads.

Indicators highlighted in orange are significantly above or below their 52-week average levels.
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Overview

Is the Federal Reserve’s Extended, Low Interest-Rate Policy Fueling an EM Carry-Trade Bubble?

It has been argued by a number of prominent economists
and market observers that the Federal Reserve’s pursuit
of a persistently low interest-rate policy in the early 2000s
might have played a significant role in fueling the U.S.
housing bubble, the surge in U.S. household and business
credit demands, and the dramatic rise in highly leveraged
transactions undertaken by financial firms in the period
leading up to the 2007-09 global financial crisis. Since it is
widely felt that the bursting of those bubble-like conditions
was one of the principal causes of the 2007-09 global eco-
nomic downturn, there has been a growing chorus among
analysts and policymakers that, going forward, central-bank
policy mandates should be expanded from the traditional
objectives of price stability and maximum sustainable
employment to include a financial stability objective. Such
an objective would compel central banks to lean against
asset-price bubbles that might pose significant risks to the
economy and financial markets in the future.

The problem for policymakers is that the transmission of
interest-rate changes to economic activity, inflation, and
the broad financial markets operates through a myriad of
channels, which makes the identification of asset-price
bubbles difficult. As shown in Figure 1, the pursuit of an
ultra-low interest-rate policy—which could be justified on
the grounds that low rates were needed to jumpstart a
seriously depressed economy or reduce the chances that
the economy might slip into outright deflation—could fuel
the demand for risky assets and, in the process, set the
stage for a domestic real-estate and/or financial asset-price
bubble. At the same time, those same low interest rates
could encourage capital to flow overseas, where yields
might be considerably higher. If such capital flows were

pervasive and persistent, the pursuit of low interest-rate
policies by large-country central banks (such as Japan, and
now the U.S.) could plant the seeds of asset-price bubbles
in overseas markets.

This raises an important issue for policymakers. If financial
stability were to become an important objective for the major
central banks, whose financial stability should policymakers
be concerned with? For instance, take the case of low U.S.
interest rates supporting a U.S. economic recovery and with
no signs of a domestic asset-price bubble forming. How
concerned should Fed policymakers be if those same low
interest rates were encouraging internationally mobile capi-
tal to flow overseas, particularly to emerging markets (EM),
where yields were more likely to be considerably higher?

This appears to be the dilemma facing U.S. and global
policymakers at the present time. The expectation that U.S.
short-term interest rates are likely to remain low well into
the future makes long-EM/short-U.S. dollar carry trades
particularly attractive on an absolute as well as on a risk-
adjusted basis. An example would be a long-Brazil, India,
and Turkey/short-U.S. dollar carry trade shown in Figure
2, which would have generated average annual excess
returns of 14.2% with a Sharpe Ratio of 1.4 since 2003.

As we argue below, a confluence of factors could actually
push more investors into this trade, which, if unchecked,
could fuel a new global financial bubble centered on the
EM/dollar carry trade. If and when that bubble bursts, it
could have significant ramifications for global economic
growth in the future.

Figure 1
The Transmission of Ultra-Low U.S. Interest Rates
to Economic Activity, Inflation, Domestic Assets,
Increasein Foreign
U.S.Capital 3| Asset-Price
Outflows Bubble
Ultra-Low Increasein U.S. Inflation
U.S. Interest U.S. Economic ﬁ Trends
Rates Activity Higher
Increasein uU.S.
U.S.Asset [ Asset-Price
Prices Bubble

Source: Bloomberg
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Figure 3 illustrates how the Federal Reserve’s large-scale
asset purchase program and the Fed’s commitment to
maintain the Fed Funds rate at a low level for an extended
period are encouraging a wave of capital to flow overseas,
particularly to higher-yielding emerging markets.

As illustrated, the capital outflow from the U.S. has an
impact on asset prices in emerging markets in a variety of

Figure 2

Cumulative Excess Return of a Long-BRL/INR/TRY

and Short-US$ FX Carry Trade
(2003-2011)

for explanation.
Fdit values and hit <GD> to trigger calcs, 97<G0> to Download
-Trade Index

FX Car

Source: Bloomberg

ways. First, it acts to drive up the values of EM currencies.
Second, to the extent that EM monetary authorities inter-
vene to limit the appreciation of their currencies, the buildup
of dollar reserves acts to foster easier financial conditions in
EM financial markets. Third, many EM monetary authorities
have attempted to discourage carry-trade-induced capital
inflows by maintaining their domestic interest rates at levels
that are lower than would otherwise be warranted on the
grounds of price stability.

N151 Index FXCT

Figure 3
The Impact of Recent Changes in Federal Reserve Policy on Emerging-Market Currencies
Changes in Fed Policy
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Source: Bloomberg




Bloomberg

Financial Conditions Watch

February 3, 2011

Nevertheless, one would have to assume that, given the
overheating of EM economies and the rapid increase in EM
inflation, most astute carry-trade investors will recognize
that the pursuit of low interest rates in many of those emerg-
ing markets is not likely to last. Hence, if it is expected that
EM policy rates will eventually have to move higher, this
will only increase the attractiveness of the EM currencies,
thereby attracting even more carry-trade-related capital
flows into the emerging markets.

Furthermore, what might not be fully appreciated is that
EM central-bank intervention—designed to moderate the
rise in the value of their currencies and minimize overall
exchange-rate volatility—could also be adding to the wave
of carry-trade investor interest in EM investments.

This is because most carry-trade investors weigh the op-
portunities for yield pick-up against the underlying volatility
of the exchange rate before undertaking a carry-trade posi-
tion. The greater the positive carry relative to the expected
volatility of the exchange rate, i.e., the higher the carry/risk
ratio, the more favorable the carry-trade opportunity looks.

Now, if market expectations of carry/risk ratios are a prin-
cipal driver of carry-trade activity, and if EM central-bank
intervention is effective in reducing EM exchange-rate
volatility, such intervention could inadvertently enhance
the attractiveness of EM carry trades by boosting market
expectations of EM carry/risk ratios.

A recent IMF Working Paper (Hiroko Oura, “Indian Rupee
Market Intervention: Managing FX Volatility or Inducing
Additional Capital Inflows?”, October 2008) sheds some
interesting light on this dilemma. The Indian monetary

authorities have intervened regularly to moderate move-
ments in the Indian rupee/U.S. dollar exchange rate. This
has led to considerably lower volatility in the INR/USD carry
trade than in INR/JPY and INR/CHF carry-trade positions.

As shown in Figure 4, this lower volatility results in an im-
pressive Sharpe ratio of 1.5 for the long-rupee/short-dollar
carry trade (as compared to 0.9 for the long-rupee/short-yen
carry-trade and 0.2 for the long-rupee/short-Swiss franc
position). Therefore, even though an investor could have
enjoyed a larger, absolute yield pick-up on a short-yen or
short-Swiss franc position than on a short-dollar position,
the greater volatility associated with the yen and Swiss
franc versus the rupee makes them less appealing on a
risk-adjusted basis.

What the Indian rupee example demonstrates is that
intervention to moderate movements in EM currencies
versus the U.S. dollar could actually make dollar-based
carry-trade investments more, not less attractive on a
risk-adjusted basis.

The dilemma faced by EM policymakers would not be as
problematic if U.S. short-term interest rates were ready to
move higher on a sustained basis, which would help stem
the inflow of capital into the emerging-market currencies.
But does the U.S. economic situation warrant a rate hike
by the Fed?

To get a reading on where U.S. interest rates are likely to
head over the next two years, we turned to two widely used
models of the Federal Reserve’s policy reaction function
to estimate when we could expect the Fed Funds rate to
move above its current zero setting.

Figure 4
Risk/Return Profile of Long-Indian Rupee/Short-U.S. Dollar, Japanese Yen,
and Swiss Franc Positions
(2000-08)
Interest
Rate Currency
Spread Change Total Sharpe
(i*-1) Return Std. Dev. Ratio
Long INR/ Short USD 51 3.4
Long INR/ Short JPY 8.2 10.0
Long INR/ Short CHF 2.0 10.6

Source: Hiroko Oura, “Indian Rupee Market Intervention: Managing FX Volatility or Inducing Additional Capital Inflows”,

IMF Working Paper. 2008.




February 3, 2011

Financial Conditions Watch

Bloomberg

The first model is the Taylor Rule, which is named after
Professor John Taylor of Stanford University who designed
a simple mathematical formulation that describes funda-
mental criteria that the Federal Reserve considers when
setting its policy rate. As shown in Equation 1 in Figure
5, the (modified) Taylor Rule breaks down the Federal
Reserve’s decision making into two parts: (1) a “neutral”
setting for the real Fed Funds rate, estimated to be around
2%, and (2) the recommended deviation from that neutral
rate setting.

The recommended deviation from the neutral rate setting
is dictated by how far inflation is rising or falling relative
to the Fed'’s implicit inflation target (the inflation gap) and
how far the unemployment rate stands relative to the
Fed's estimate of the maximum sustainable level of U.S.
unemployment (the unemployment gap, which is a proxy
for the output gap).

A second model that has attracted recent market atten-
tion is the Rudebusch Model (see Equation 2 in Figure 5),
named after Glenn Rudebusch, an economist at the Federal
Reserve Bank of San Francisco. The Rudebusch model is
similar in spirit to the Taylor Rule, except that it assumes
that the Fed decision-making process places a greater
weight on the unemployment gap than does the Taylor Rule.

Figures 6 and 7 compare the estimates of the recommended
setting of the Fed Funds rate for each model over the 2001-
2010 period. As shown, both models are in agreement that,
for now, the Fed Funds rate should not rise above zero,
which is in line with the ultra-low interest-rate policy that
the Federal Reserve is pursuing. Note that the Rudebusch
Model, given the greater weight it attaches to the unemploy-
ment gap, is currently recommending a far lower policy rate
(-5.8%) than the Taylor Rule (-2.1%).

Figure 5
The Taylor Rule and Rudebusch Model of Federal Reserve Policy Rate Settings
itaylor = (2.0% + Inflation)+ [ (0.5 (Inflation —Inflation Target)) + (0.5) (2.0) (NAIRU — Unemployment))] (1)
Taylor Rule Neutral | Inflation Gap | | OutputGap |
Prescribed Fed Setting ofthe
Funds Rate Fed Funds Rate | Deviation from Neutral Setting |
iRudebusch = 2.1% + [1.3 (Inflation) + (2.0 (NAIRU - Unemployment))] (2)
Rudebusch Neutral | Output Gap |
Mc_ydel Setting ofthe Fed
Prgjﬁgg?;:d Funds Rate | Deviation from Neutral Setting |
Figure 6 Figure 7
Taylor Rule Estimates of the Fed Funds Rate Rudebusch Estimates of the Fed Funds Rate
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When could we expect the Fed to abandon its ultra-low
interest-rate policy and begin hiking the Fed Funds rate?
To get an idea of the timing for the first Fed rate hike, we
simulated Fed policy in 2011 and 2012 by inputting the
FOMC's central-tendency estimates for the core-PCE infla-
tion rate and the unemployment rate into both models. We
then considered the Fed'’s reaction to possible changes in
NAIRU, the so-called natural rate of unemployment.

The FOMC's central tendency estimates are shown in Fig-
ure 8. The core PCE inflation rate is expected to average
around 1.30% in both 2011 and 2012. The unemployment
rate is expected to decline to 9% by year-end 2011 and to
8% by year-end 2012.

We then took into account the possibility of a structural
shiftin unemployment in the wake of the Great Recession.
Based on the work of two San Francisco Fed economists,
Justin Weidner and John C. Williams (see Figure 9), we
assumed three different scenarios for NAIRU, the natural
rate of U.S. unemployment. In the first scenario, we as-
sume that NAIRU remains at 5%, which is in line with
the long-standing Congressional Budget Office estimate.
In the second scenario, we assume that the crisis might
have pushed the sustainable long-run unemployment rate
up to 5.5%, which is the mid-point of the FOMC'’s long-run
unemployment projection shown in Figure 8. Finally, in the
third scenario, we assume that NAIRU has risen to as high
as 6.8%, which is the mid-point of the Weidner/Williams
2010 estimates shown in Figure 9.

Figure 8
FOMC Central Tendency Projections
of GDP Growth, Unemployment, and Inflation

2011 2012 2013 Longer-Run
3.0 to 3.6 3.6 to 4.5 3.5 to 4.6 2.5 to 2.8

Real GDP 3.30 2.05 2.05 2.65
8.9 to 9.1 6.9 to 7.4 5.0 to_ 6.0

Unemployment Rate 5.00 Z o5 715 =50
) 1.1 to 1.7 1.1 to 1.8 1.2 to 2.0 1.6 to 2.0

PCE Inflation 1.40 1.45 1.60 1.80

. 0.9 to 1.6 1.0 to 1.6 1.1 to 2.0 n/a

Core PCE Inflation 125 T30 To5

Source: FOMC, “Summary of Economic Projections”

Figure 9
San Francisco Fed Estimates of NAIRU Over Time
Implied Natural Rate of Unemployment (%)

Model Estimates 2007Q4 2008Q4 200901 2009Q2 2009Q3 200904 201001 2010Q2
CBO 4.6 3.7 4.0 4.8 5.1 5.9 5.8 6.0
Laubach-Williams 5.8 6.0 6.7 7.5 7.9 8.5 8.4 8.6
Capacity Utilization 5.1 4.6 4.7 5.3 6.3 7.1 7.1 7.5
CBO Unemployment-Based 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Job Market Perceptions 4.5 4.9 5.6 6.7 7.0 7.1 7.0 7.2
Business Survey 4.5 5.0 5.5 6.1 6.4 6.6 6.5 6.5
Job Vacancies 5.2 4.5 4.6 5.3 5.7 6.0 6.4 6.9
Average 5.0 4.8 5.2 5.8 6.2 6.6 6.6

Source:Justin Weidner and John C. Williams, “How Big Is the Output Gap?”, Federal reserve Bank of San Francisco, August 18, 2010
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We then plug the FOMC'’s 2011 and 2012 projections (from
Figure 8) and the NAIRU estimates (from Figure 9) into the
Taylor Rule and Rudebusch Model equations to determine
the direction of Fed policy over the next two years. As
shown in Figure 10, if both unemployment and core-PCE
inflation progress along the path projected by the FOMC,
and assuming that the Fed believes that NAIRU remains
at 5%, both the Taylor Rule and the Rudebusch Model call
for the Fed to keep policy on hold in both 2011 and 2012.

In the FOMC'’s latest long-term projections, FOMC partici-
pants estimated that NAIRU might have risen to somewhere
between 5.0% and 6.0%. That estimate has been revised
gradually higher during the past few years because it is
expected that the crisis will likely have a negative, per-
manent effect on the U.S. unemployment outlook. If we
take the mid-point of that range (5.5%) as the Fed’s best
guess for NAIRU, the Taylor Rule would argue for the Fed
Funds rate to remain at zero in 2011 before rising to 0.75%
by year-end 2012. The Rudebusch Model—which posits
that the Fed is more concerned about unemployment than
inflation—recommends that the Fed Funds rate stay at 0%
throughout both 2011 and 2012.

If instead the Fed believes that there has been a larger
structural shift in unemployment and that NAIRU has shifted
up to 6.8%, the Taylor Rule would call for the Fed to begin
tightening this year, raising the Fed Funds rate to just shy
of 1% by the end of 2011 and then climb to around 2.0% by
the end of 2012. The Rudebusch Model would recommend
that the Fed Funds rate stay at 0% through 2011 and then
rise to around 1.4% in 2012.

Figure 9

The major inference that we draw from all these simula-
tions is that the Fed is unlikely to lift the Fed Funds rate
from its zero bound in 2011. The Taylor Rule would argue
for rate hikes beginning this year only if NAIRU increased
substantially, and otherwise would not argue for any Fed
Funds rate hikes until mid-2012. The Rudebusch Rule
would not call for any rate hike in either 2011 or 2012 un-
less you could make the case that the Fed’s estimate for
NAIRU has been revised substantially upward.

This has important implications for global capital flows in
general, and the EM carry trade in particular. It appears
that, based on the Taylor Rule and the Rudebusch Model
simulations, the Fed Funds rate is likely to remain at or
near zero through 2011 and possibly into 2012 as well. With
persistently low U.S. short-term interest rates, EM central
banks are likely to have their hands full coping with carry-
trade related capital flows emanating from the U.S. (and
possibly Japan as well). This implies that EM carry trades
should do relatively well in this environment. Nevertheless,
investors should also be mindful that this has all the looks
of another asset-price bubble being fed by ultra-low interest
rate policies of the major central banks.

Michael R. Rosenberg
mrosenberglO0@bloomberg.net

(212) 617-3984

Taylor Rule and Rudebusch Model Recommended Settings of the Fed Funds Rate
Using FOMC Economic Projections and Selected Estimates of NAIRU

Fed Funds Rate
(%)

2012

2011
Taylor Rule Estimates

NAIRU= 5.0 -0.88
55 -0.38
6.8 0.93

Rudebusch Model Estimates
NAIRU= 5.0 -4.38
55 -3.38
6.8 -0.78

Note: Negatiive numbers indicate a recommmended Fed Funds rate settting of 0%.

0.25

0.75
2.05 Recommended

Fed Funds Rate
Hikes

-2.21
-1.21
1.39

Source: Bloomberg
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Bloomberg Financial Conditions Index

Bloomberg’s composite Financial Conditions Index {BF-
CIUS Index} tracks the overall stress in the U.S. money,
bond, and equity markets and provides a useful gauge to
assess the availability and cost of credit.

The table below lists the components and weights used to
calculate the Financial Conditions Index. The spreads and
indices are normalized and combined, and then presented

Bloomberg’s U.S. Financial Conditions Index
Components and Weights

Index Weight

Money Market
Ted Spread 11.1%
Commerical Paper/T-Bill Spread 11.1%
Libor-OIS Spread 11.1%
33.3%

Bond Market

Investment-Grade Corporate/Treasury Spread 6.7%
Muni/Treasury Spread 6.7%
Swaps/Treasury Spread 6.7%
High Yield/Treasury Spread 6.7%
Agency/Treasury Spread 6.7%
33.3%

Equity Market
S&P 500 Share Prices 16.7%
VIX Index 16.7%
33.3%
Total 100%

in BFCIUS Index as a Z-score (defined as the number of
standard deviations that financial conditions lie above or
below the average level of financial conditions observed
during the January 1994-June 2008 period).

According to the index, U.S. financial conditions are now
roughly 0.25 standard deviations above their neutral level.

Bloomberg’s Financial Conditions Index
(BFCIUS Index, Daily Z-Score Values, 2007-2011)

GP Index GP
BFCIUS NY 31JAN11 16:17 .253

BFCIUS THDEX [EEIZRu NS Hide GP - Line Chart Page 1/25
Range  |ENVEIVEGM - ICVERVENN Upper  [EENSAENEEEE ov. Avg

Period ERINENEEEE  Lower [EENENEEEEE vov. Avg

"F‘W""W

e N ‘
M’\W“"W \\w\ /W"“"' !

7

KW‘I 2% ! F-2.000
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|/

F-6.000 |
+-8.000
*-10.000

-12.000

Source: Bloomberg

Contributions of the Money, Bond, and Equity Markets to Financial Conditions

U.S. financial conditions appear to have stabilized over
the past two months, which has probably been healthy
for the economy. The Financial Conditions Index has now
been positive for two months, reaching as high as 0.5 in
mid-January before tapering off to .25 again by the end
of the month, most likely in response to uncertainty over
mid-East political stability.

Of the three FCI major components, U.S. money-market
conditions have been positive for the past six months and
are now 0.6 standard deviations above their long-term
average levels. U.S. bond market-market spreads have
been consistently positive for the last two months and
are now more than 0.2 standard deviations above normal
levels. The U.S. equity market still lies below its normal
levels, though not significantly so.

Financial Conditions Index Components

(Normalized Values, 2007-2011)
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Modified Taylor Rule Estimates of the Fed Funds Rate
(1987-2010)
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U.S. Economic Outlook

U.S. Economic Indicator Jan-10 Feb-10 Mar-10 |Apr-10 May-10 Jun-10 | Jul-10 Aug-10 Sep-10 |Oct-10 Nov-10 Dec-10 [Jan-11
Real GDP (goq % saar) - - 3.7 - - 1.7 - - 2.6 - - 3.2 -
Consumer Price Index (yoy %) 2.6 2.1 2.3 2.2 2.0 1.1 1.2 1.1 1.1 1.2 1.1 15

Core CPI (yoy %) 1.6 1.3 11 0.9 0.9 0.9 0.9 0.9 0.8 0.6 0.8 0.8
Producer Price Index (yoy %) 45 4.2 5.9 5.4 5.1 2.7 4.1 3.3 4.0 4.3 35 4.0
Unemployment Rate (%) 9.7 9.7 9.7 9.8 9.6 9.5 9.5 9.6 9.6 9.7 9.8 9.4
Industrial Production (yoy %) 1.0 0.0 0.6 0.5 1.2 0.1 0.9 0.2 0.3 -0.1 0.3 0.8
Leading Indicator (yoy %) 8.8 9.7 11.5 10.1 9.1 8.2 7.2 6.4 5.9 5.9 5.9 5.8
Purchasing Managers Index 583 571 604| 596 578 553| 551 552 553| 569 582 585| 60.8
Housing Starts (000) 612.0 605.0 634.0( 679.0 588.0 539.0| 550.0 614.0 601.0| 533.0 553.0 529.0

Retail Sales (yoy %) 0.7 0.6 2.1 0.3 -1.0 -0.3 0.5 0.9 0.9 1.6 0.8 0.6
Consumer Confidence 565 464 523| 577 627 543| 510 532 486| 499 543 533| 60.6
Personal Income (yoy %) 1.3 2.2 2.8 3.0 1.8 2.9 3.4 3.6 3.6 4.1 3.9 3.8

Trade Balance (US$ bn) -348 -399 -39.7| -408 -422 -50.1| -429 -469 -446| -384 -383

Gov't Surplus/Deficit (% of GDP) -10.2 -10.4 -9.5 -9.9 -9.5 -9.3 9.1 -9.0 -8.9 -8.6 -8.8 -8.7 -
M2 Money Supply (yoy %) 1.9 2.3 14 1.6 1.6 1.7 1.9 2.8 3.0 3.1 3.2 34

U.S. Real GDP Growth U.S. Consumer Price Inflation Rate
(Quarter-over-Quarter Seasonally Adjusted Annualized Rate) (Year-over-Year % Change)
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U.S. Dollar at a Glance

U.S. Dollar Index
(DXY Index)

77.108 -+ _082 CurncyG
ooy Index Ll I G

(- e

\v

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
1 44 n

DXY Index GP <go>

U.S. Dollar PPP % Over/Undervaluation
(Based on Bloomberg’s Long-Term Averaging Methodology)

—23 .61
[Frruso mio ol

(8 T PP

Index G

GTA =P

1990-1994 2000-2004
a4

.PPPUSD G Index GP <go>

Euro-Dollar Implied Volatility
(One-Month Implied Volatility)

EURUSDV1M 11.5000
At 18:13 Op 11.56 Hi 11

(8 - P

-.0750 BGN 11.
1

2005 2006 2007 2008
m a4

EURUSDV1M BGN Index GP <go>

U.S. Short-Term Interest Rate
(Three-Month Deposit Rate)

USDRC

. 2950Y as of close 2/ 2 BDSR CurncyG

USDRC BOSR Curncy  |a i Actions - Bookmarks Show ) - Three-Month Rates

13D DEP! 0] z 11

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
1 44 .

USDRC BDSR Curncy GP <go>

U.S. Cumulative Carry Return
(Long-Dollar/Short-Euro Carry Return)

USDEURCR 88.0140 +.0383 BBLC 88.0140/88.0140 BBLC CurncyG
At 17:47 Op 87.9917 Hi 88.0300 Lo 87.9853 Prev 87.9757
[USDEURCR Index (e T Cary

ED ST (PR 11

|

Wy

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
Erozil a4 Ty

USDEURCR Index GP<go>

U.S. Credit Default Swap Spread
(Five-Year CDS)

ZCTO CDS EUR SR 5Y 47.5Y as of close 2/ 2 MSG1 Corp G
Bid 45.0 Ask 50.0
JzCT0 CDS EUR SR SY Corp ]

ED T (PR 70

G122 - (DS

ZCTO CDS EUR SR 5Y MSG1 Curncy GP<go>

20



February 3, 2011 Financial Conditions Watch B|Oomberg

Euro-Area Economic Outlook

Economic Indicators Jan-10 Feb-10 Mar-10 |Apr-10 May-10 Jun-10 | Jul-10 Aug-10 Sep-10 |Oct-10 Nov-10 Dec-10 [Jan-11

Real GDP (yoy %) - - 0.8 - - 2.0 - - 1.9 - - 1.9 -

Consumer Price Index (yoy %) 1.0 0.9 1.4 15 1.6 1.4 1.7 1.6 1.8 1.9 1.9 2.2

Core CPI (yoy %) 0.9 0.9 1.0 0.8 0.8 0.9 1.0 1.0 1.0 1.1 1.1 1.1

Producer Price Index (yoy %) -1.0 -0.4 0.9 2.8 3.1 3.1 4.0 3.6 4.3 4.4 4.5 53

Unemployment Rate (%) 9.9 9.9 99| 100 100 100| 100 100 10.0f 10.1 10.0 10.0

Industrial Production (yoy %) 1.9 4.2 7.7 9.1 9.8 8.3 7.4 8.5 55 7.1 7.7

Leading Indicator (yoy %) 9.5 9.7 9.3 8.3 6.8 5.3 3.7 2.2 1.0 0.1 -0.6

Business Confidence Index -0.6 -0.4 0.0 0.4 0.5 0.5 0.7 0.8 0.8 1.0 1.0 1.4 1.6

Retail Sales (yoy %) -0.6 0.5 1.9 -0.4 0.9 14 14 1.6 14 0.9 0.8 -0.9

Consumer Confidence Index -158 -174 -17.3| -150 -17.7 -173| -140 -114 -11.0| -10.9 94 -110| -11.2

Consumer Credit (yoy %) 625.1 620.8 621.3| 622.6 622.0 6489 | 6459 6444 6425| 641.6 643.0 642.6

Trade Balance (EUR bn, sa) 1035 2631 317 204 -2965 -1812 | -433 -2257 1453 | 3532 -1854

M2 Money Supply (yoy %) 1.9 1.6 15 1.3 14 14 1.7 2.0 2.0 2.2 2.3 2.1
Euro-Area Real GDP Growth Euro-Area Consumer Price Inflation Rate

(Year-over-Year % Change) (Year-over-Year % Change)
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Japan Economic Indicators Jan-10 Feb-10 Mar-10 [Apr-10 May-10 Jun-10 |Jul-10 Aug-10 Sep-10 [Oct-10 Nov-10 Dec-10 |Jan-11

Real GDP (yoy %) - - 5.9 - - 35 - - 5.3 - - 5.5 -
Consumer Price Index (yoy %) -2.1 -1.8 -1.7 -1.5 -1.4 -1.0 -1.2 -1.0 -0.6 0.3 0.2 -0.1 -0.1
Core CPI (yoy %) 20 -18 -18| -19 -15 -13| -13 -11 -10| -05 -05 -04| -02
Producer Price Index (yoy %) -1.3 -1.3 -1.2 -1.0 -0.7 -1.0 -1.1 -1.1 -1.1 -1.2 -1.1 -1.3
Unemployment Rate (%) 4.9 4.9 5.0 5,0 5.2 5.3 5.2 5,0 5.0 5,0 5,0 4.9
Industrial Production (yoy %) 18.9 31.3 31.8 25.9 20.4 17.3 14.2 15.1 11.5 4.3 5.8 4.6
Leading Indicator (yoy %) 5.7 7.5 8.3 8.3 7.7 6.7 5.6 4.6 3.6 2.7 1.9

Business Confidence Index 41.3 42.3 45.8 46.8 46.7 47.4 48.1 48.4 47.3 46.4 45.8 45.9 45.8
Retail Sales (yoy %) 2.3 4.2 4.7 4.9 2.9 8.3 3.8 4.3 14 -0.2 15 -2.0

Consumer Confidence Index 394  40.0 41.0 42.1 42.7 43.6 434 425 414 41.1 40.6 40.2
Overall Household Spending (yoy %)1.7 -0.5 4.4 -0.7 -0.7 0.5 11 1.7 0.0 -0.4 -0.4 -3.3
Trade Balance (EUR bn, sa) 595.0 451.0 623.0| 491.7 293.2 4936 | 636.6 6439 681.8| 658.6 536.0 707.3
M2+CD Money Supply (yoy %) 3.0 2.7 2.7 2.9 3.1 2.9 2.7 2.8 2.8 2.8 2.6 2.3
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Japanese Yen at a Glance

Japanese Yen/U.S. Dollar Exchange Rate
(Spot Rate)

JPY 181.59
At 16:44 81

[0 (5 Py

CurncyG
lu 2/ 4/11

00 | 2001 | 2002

2003 | 2004 | 2005 | 2006 | 2007 | 2008
1 44

JPY Curncy GP <go>

Japanese Yen PPP % Over/Undervaluation
(Based on Bloomberg’s Long-Term Averaging Methodology)

13.03 + .05 Index G
[PPEIPY 6 i [ “Bokarka  Show ST TFPP

[inaeac i 2 PPP]

.PPPJPY G Index GP <go>

Yen Implied Volatility
(One-Month Implied Volatility)

USDIJIPYVI1M 10.0750 -.0250
At 18:15 10.05 10
JUSDIPYVIM BGN Curncy |l

R[5 PRy USBIPTUIN B

CurncyG

AV

2005

2006

2008

USDJPYV1M BGN Index GP <go>

Japan Short-Term Interest Rate
(Three-Month Deposit Rate)
JYDRC - 1600Y as of close 2/ 2 BDSR CurncyG

JYDRC BDSR Curncy  |a Edit - i

[0 (7 (57 (5% (PEY

Three-Month Rates

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008
1 44 .

JYDRC BDSR Curncy GP <go>

Japanese Yen Cumulative Carry Return
(Long-Yen/Short-U.S. Dollar Carry Return)

JPYUSDCR 98.1601 -.0445 BBLC 98.1601/98.1601 BBLC CurncyG
At 17:48 Op 98.1793 Hi 98.2046 Lo 98.1445 Prev 98.2046
T F - Actons ~ Bogkmarks- T = Cary

T (PEY 3 cl e ] - 11

v

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 200%
Erozil a4 Ty

JPYUSDCR Index GP<go>

Japan Credit Default Swap Spread
(Five-Year CDS)

JGB CDS USD SR 5Y 81.5 -1.3 CBGN 79.4/83.7 CBGN
At 17:15 Op 81.5 Hi 83.7 Lo 79.4 Prev 82.8
E

T[T (PEY 258

Corp G

G122 - (DS

EE

2003

2004

2005
Brozil

2006 2007
44

2008 2009

JGB CDS USD SR 5Y Corp GP<go>

24



February 3, 2011

Financial Conditions Watch

Bloomberg

U.K. Economic Outlook

U.K. Economic Indicators Jan-10 Feb-10 Mar-10 |[Apr-10 May-10 Jun-10 [Jul-10 Aug-10 Sep-10 [Oct-10 Nov-10 Dec-10 |Jan-11
Real GDP (goq % saar) - - -0.3 - - 1.6 - - 2.7 - - 1.7 -
Retail Price Index (yoy %) 3.7 3.7 4.4 5.3 5.1 5.0 4.8 4.7 4.6 45 4.7 4.8

Core RPI (yoy %) 4.6 4.2 4.8 5.4 5.1 5.0 4.8 4.7 4.6 4.6 4.7 4.7
Producer Price Index (yoy %) 7.4 7.7 10.3 12.6 11.6 10.7 10.7 8.3 8.8 8.5 9.2 125
Unemployment Rate (%) 7.8 7.9 8.0 7.9 7.8 7.8 7.8 7.7 7.7 7.9 7.9

Industrial Production (yoy %) -1.8 -0.2 2.6 1.0 2.4 11 1.7 4.2 3.8 35 3.3

Leading Indicator (yoy %) 7.7 7.7 7.2 6.1 4.6 2.9 1.2 -0.4 -1.8 -2.9 -3.6

Economic Sentiment Index 98.2 983 100.8| 101.6 1024 99.4 | 100.7 102.2 100.1| 100.5 100.9 101.7 | 100.5
Mortgage Approvals (000) 48.3 475 493 | 499 497 484 | 482 471 469 | 46.6 473 426

Retail Sales (yoy %) -0.9 31 2.2 15 2.3 2.6 21 2.2 15 1.7 1.6 11
Consumer Confidence -17.0 -140 -150( -16.0 -18.0 -19.0 | -22.0 -180 -20.0| -19.0 -21.0 -21.0| -29.0
Consumer Credit (GBP bn) 0.2 0.4 0.1 -0.1 0.4 -0.1 0.2 0.0 0.1 0.3 -0.1 0.2

Trade Balance (US$ bn) -8182 -6360 -7680 | -7529 -7923 -7242 | -8637 -8702 -8392 | -8591 -8736

Gov't Surplus/Deficit (% of GDP) -- - -11.9 -- -- -8.1 -- -- -6.2 -- -- -6.2 --
M4 Money Supply (yoy %) 6.1 4.3 83 3.2 2.2 2.9 2.2 1.9 11 -0.8 -1.2 -1.5

U.K. Real GDP Growth
(Year-over-Year % Change)
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British Pound at a Glance

U.S. Dollar/British Pound Exchange Rate
(Spot Rate)
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Canada Economic Indicators Jan-10 Feb-10 Mar-10|Apr-10 May-10 Jun-10 |Jul-10 Aug-10 Sep-10 |Oct-10 Nov-10 Dec-10 {Jan-11
Real GDP (goq % saar) - - 5.6 - - 2.3 - - 1.0 - - 1.0 -
Consumer Price Index (yoy %) 1.9 1.6 1.4 1.8 1.4 1.0 1.8 1.7 1.9 2.4 2.0 2.4

Core RPI (yoy %) 1.2 14 0.9 1.2 1.0 0.9 1.3 1.3 14 1.7 15 1.6
Producer Price Index (yoy %) 0.1 0.0 -0.7 0.2 1.6 0.2 0.8 0.7 1.4 2.3 2.1 2.9
Unemployment Rate (%) 8.3 8.2 8.2 8.1 8.1 7.9 8.0 8.1 8.0 7.8 7.6 7.6
Industrial Production (yoy %) 0.5 2.4 5.0 5.8 9.0 10.0 9.6 9.4 5.9 5.9

Leading Indicator (yoy %) 96 105 103 9.3 7.5 5.3 3.1 11 -0.5 -1.7 -2.5

Purchasing Managers Index 50.8 51.9 57.8 58.7 62.7 58.9 54.0 65.9 70.3 56.7 57.5 50.0
Housing Starts (saar, 000s) 192.6 201.7 198.2| 205.4 1975 192.3 | 198.9 190.3 1854 | 172.1 1959 168.3

Retail Sales (yoy %) 6.7 6.4 8.7 6.2 4.8 3.8 3.6 4.0 34 3.8 5.3

Consumer Confidence 994 911 95.0| 87.6 SLs) 86.4 | 823 81.6 80.3 820 86.0 834

Trade Balance (C$ bn) 1 1 0 0 -1 -2 -2 -2 -2 -1 0

Trade Balance with U.S. (US$ bn) 4.2 4.2 3.6 3.4 8.3 25 1.6 2.7 15 1.7 3.0

Canada Real GDP Growth Canada Consumer Price Inflation Rate
(Quarter-over-Quarter % Change, Seasonally Annualized Rate) (Year-over-Year % Change)
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Canadian Dollar at a Glance

Canadian Dollar/U.S. Dollar Exchange Rate
(Spot Rate)
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U.S. Dollar/Australian Dollar Exchange Rate
(Spot Rate)
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New Zealand Dollar at a Glance

U.S. Dollar/New Zealand Dollar Exchange Rate
(Spot Rate)
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Hungarian Forint/U.S. Dollar Exchange Rate
(Spot Rate)

CurncyG
le 2/ 4

At 16

3 11
HUF BGN Curncy

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007
1 =3

-
u

HUF Curncy GP <go>

Hungary Foreign Currency Reserves
(Official Reserve Assets, US$ bn.)

HUCRESRV
HUCRESRY Index [} E
[ (55 PR

R

A\, <1 25000

J\J 20000
—_— A 15000
\“_-\,N‘A, 10000

2001 | 2002 2004 2006 | 2007 2009 | 2010 |z

2000 2003
A 1

2005 2008
44 I

HUCRESRYV Index GP <go>

Hungarian Forint Implied Volatility
(One-Month Implied Volatility)

USDHUFV1M 16 . 1350Y as of close 2/ 2 BGN CurncyG

USDHUFYLM BGN Curncy | i “Bookmarks  Show

% T S PRy USDHLFV M BGH Eurncy

USDHUFV1M BGN Index GP <go>

Hungarian Foring Short-Term Interest Rate
(Three-Month Deposit Rate)

HFDRC 5.450 CurncyG
At 15:55 5.5 5.190 5

Actions - Bookmarl 6120 - Three

i : HUF DEPOSIT 3 MO 1

HFDRC BDSR Curncy

2001 | 2002 | 2003 | 2004 | 20
0 EL

HFDRC BDSR Curncy GP <go>

Hungarian Forint Cumulative Carry Return
(Long-Forint/Short-US$ Carry Return)

HUFUSDCR 225.8387 -.2322 BBLC 225.8387/225.8387 BBLC CurncyG

sl

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 200 2009 | 2010 |20

Ny

HUFUSDCR Index GP<go>

Hungary Credit Default Swap Spread
(Five-Year CDS)

=600
=500

=400

=200

=100

REPHUN CDS USD SR 5Y MSG1 Curncy GP<go>

36



February 3, 2011

Financial Conditions Watch

Bloomberg

Icelandic Krona at a Glance

Icelandic Krona/U.S. Dollar Exchange Rate
(Spot Rate)
1115 _00 + _ 17 BGN 114.64/115.36 BG CurncyG

aved as \\bny011 \FXMINISK.gif
urncy |l G Spot R

M\

r60

2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 20

ISK Curncy GP <go>

Iceland Foreign Currency Reserves
(Official Reserve Assets, US$ bn.)
667.0B  DEC
I¢ nd fi
Show

02/11/11 11:00 Surv

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

ICIRRA Index GP <go>

Iceland Short-Term Interest Rate
(Three-Month Deposit Rate)

IKDRC 3 _.8750Y as of close 2/ 2 BDSR CurncyG

IKDRC BDSR Curncy 2] i

Actions - Bookmarks ow ~ Three-Month
v . ISKDEPOSIT  3Md z 11

h F8.0000

Lk F6.0000

F4.0000

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 20

IKDRC BDSR Curncy GP <go>

Icelandic Krona Cumulative Carry Return
(Long-Krona/Short-US$ Carry Return)

ISKUSDCR 139 ._.8430Y as of close CurncyG

ISKUSDCR CMPN Curncy G121 - Carry

[ (5 (55 (VY 1 y £ e = 11

ISKUSDCR Index GP<go>

Iceland Credit Default Swap Spread
(Five-Year CDS)

ICELND CDS SR 5Y  278.9 +1.5 CMAN 263.9/293.9 CMAN
At 16:30 Op 278.9 Hi 278.9 Lo 278.9 Prev 277.4

ICELMND CDS USD SR 5Y Corp (] Edit -~ Action
T (5T PRy ICELND Corp ICELND:

2005-2009 2010-2014

ICELND CDS USD SR 5Y MSG1 Curncy GP<go>

37



Bloomberg

Financial Conditions Watch

February 3, 2011

Poland Zloty at a Glance

Polish Zloty/U.S. Dollar Exchange Rate
(Spot Rate)

2_8274 + _0004 BGN
t 17:02 2 0

T [PEY

Edit - Actions -
PLH BGN Curncy ;P

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009
A a1 Soil u

PLN Curncy GP <go>

Poland Foreign Currency Reserves
(Official Reserve Assets, US$ bn.)

PORAFORX NY 31DEC10 C

81431.10 Total
PORAFORY Index |}

-

=70000

F60000

=50000

~40000

F30000

F20000

2000 | 2001 2007

2002
£}

2003 | 2004 | 2005 | 2006
11

U5 1

2008 | 2009
U %

PORAFORX Index GP <go>

Polish Zloty Implied Volatility
(One-Month Implied Volatility)

USDPLNV1M 15 .9200Y as of close 2/ 2 BGN

USDPLNVIM BGN Curncy =] Edit - Actions - Bookmarl

(2 S PRy USDPLH/IM BGN Curncy USD-PLN OPT oL 1

2010 | 21

CurncyG

USDPLNV1M BGN Index GP <go>

Poland Short-Term Interest Rate
(Three-Month Deposit Rate)

PZDRC 3 _.86Y as of close 2/ 2
Screen saved as \\bny050\users\rlawrie2\FXMI\PLN3mo.gif
el Edit - Actions - Bookmarks Show
[ (55 (VY IO ¢ = 0s

CurncyG

PZDRL EHPN

OIT  3MD

2008

2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 2009
= 4

PZDRC BDSR Curncy GP <go>

Polish Zloty Cumulative Carry Return
(Long-Zloty/Short-US$ Carry Return)

PLNUSDCR 224.4931 +.0714 BBLC 224.4931/224.4931 BBLC
At 17:55 Op 224.4836 Hi 224.4931 Lo 224.3154 Prev 224.4217
[FLNUSDCR CHEN Curncy e LA Y= e — Show &I = Cary

PLUU c 3 1

CurncyG

W

P/

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 & 2009 | 2010 |20

PLNUSDCR Index GP<go>

Poland Credit Default Swap Spread
(Five-Year CDS)
POLAND CDS SR 5Y  146.3 -1.4 CBGN 144.4/148.2 CBGN

At 1 Op 146.3 Hi 148 Lo 144.4 Prev 147.7
B Actons + Bodkmars Show

R 55 PEY E

POLAND CDS USD SR 5Y MSG1 Curncy GP<go>

38



February 3, 2011 Financial Conditions Watch B|Oomberg

Russian Ruble at a Glance

Russian Ruble/U.S. Dollar Exchange Rate Russia Short-Term Interest Rate
(Spot Rate) (Three-Month Deposit Rate)

RUB 29 _4570Y as of close 2/ 2 BGN CurncyG

RUB BGN Curncy  |a Edit - Actions - Bookmarks Show G119 -5 RRORC BOSR Curncy [ i io G Three-Month Rz

adesleaidu 4 FUB urncy UBLE SPO - [0 55 PEY . ¥ 15 D 3 0 011

4
i

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 20
il 44

RUB Curncy GP <go> RRDRC BDSR Curncy GP <go>

Russia Foreign Currency Reserves
(Official Reserve Assets, US$ bn.)

WIRARUSS
WIRARUSS Index  [a]
[ainslealcdi 4

2000-2004 2010-201

WIRARUSS Index GP <go>

Russian Ruble Implied Volatility Russia Credit Default Swap Spread
(One-Month Implied Volatility) (Five-Year CDS)

USDRUBV1M 8 _5575Y as of close 2/ 2 BGN CurncyG RUSSIA CDS SR 5Y 143.7 +1.5 CBGN 138.5/148.9 (BGN
At 17:15 Op 143.7 Hi 148.9 Lo 138.5 Prev 142.2
JUSDRUENVIM BGN Curncy [ | S Io s R Show § RUSSIA CDS USD SR 5V Corp P Edfit - Actions ~ Boo

T[T Py USDRUBH 1M B Curncy + UsD T[T PEY G ;

USDRUBV1M BGN Index GP <go> RUSSIA CDS USD SR 5Y MSG1 Curncy GP<go>

39



Bloomberg Financial Conditions Watch February 3, 2011

Turkish Lira at a Glance

Turkish Lira/U.S. Dollar Exchange Rate Turkey Short-Term Interest Rate

(Spot Rate) (Three-Month Deposit Rate)

TRY 1.5766Y as of close 2/ 2 BGN CurncyG

TRY BGM Curncy |

R[5 PRy

CurncyG

TYDRC BDSR Curncy ookmarks

[E [T 1555 [Py ¥ ¥ DEFOSIT 310D

Three-Month Rates

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 20

TRY Curncy GP <go>

Turkey Foreign Currency Reserves
(Official Reserve Assets, US$ bn.)

WIRATURK NY 21JAN11 O 81508.00 Million

00
WIRATURK Index [l = Y - R B Show
[T TS (PEY WIRATURK Index Il R luding  Monthly

70000
F60000
~50000

40000

30000

20000

WIRATURK Index GP <go>

Polish Zloty Implied Volatility
(One-Month Implied Volatility)

CurncyG
L 18:2 il
USDTRYYIM BGN Curncy

USDTRYY

2005 2006 2007 2008
1

USDTRYV1M BGN Index GP <go>

TYDRC BDSR Curncy GP <go>

Turkish Lira Cumulative Carry Return
(Long-Lira/Short-US$ Carry Return)

TRYUSDCR 608.9344 -.5061 BBLC 608.9344/608.9344 BBLC CurncyG
At 17:52 Op 609.4559 Hi 609 6644 rev 609.4405
rRvUsock ndes (o i “Sow GG

[0 (75 (55 (VY dex 1

TRYUSDCR Index GP<go>

Turkey Credit Default Swap Spread
(Five-Year CDS)

TURKEY CDS SR 5Y  157.2 +1.5 CBGN 153.6/160.9 CBGN
At 17:16 Op 157.2 Hi 160.9 Lo 153.6 Prev 155.7
[TURKEY CDS USD SRSV Corp | L

T (PEY TUR top - TUR

Corp G

§127-105

2001 | 2002 | 2003
Er

2004 | 2005 | 2006
44

2007 | 2008 | 2009 | 2010 |20

TURKEY CDS USD SR 5Y MSG1 Curncy GP<go>

40



February 3, 2011

Financial Conditions Watch

Bloomberg

South African Rand at a Glance

South African Rand/U.S. Dollar Exchange Rate
(Spot Rate)

[R5 (P

+9.0000

~8.0000

00 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

ZAR Curncy GP <go>

South Africa Foreign Currency Reserves
(Official Reserve Assets, US$ bn.)

SANOFERS NY 31DEC10 00:00 35.43 USD/Billion
SANOFERS Index  |a) Edit - Actions - Bookmarks Show
R (T (PEY 5ANDFERS Index South Africa Foreign Exchange Monthly

SANOFER$ Index GP <go>
South African Rand Implied Volatility

CurncyG
At 1 3 13.455 13.595
ARWLM BGN Curncy | i

[ (5 (P I

Ao/

2005 2006 2007 2008
T a4

USDZARV1M BGN Index GP <go>

South Africa Short-Term Interest Rate
(Three-Month Deposit Rate)

SADRC 5 . 5000 as of close 2/ 2 CurncyG

SADRC CMPH Curncy || Edit - Actions - Bookmarks G - Three-Manth Ra
[EF T TS [PEY SADRE CHPN Curncy  ZARDEPOSIT 3 MO y 11

=9,0000
+8.0000

+7.0000

~6.0000

F5.0000

SADRC BDSR Curncy GP <go>

South African Rand Cumulative Carry Return
(Long-Zloty/Short-US$ Carry Return)

ZARUSDCR 180.7577 +.0064 BBLC 180.7577/180.7577 BBLC CurncyG
At 17:55 Op 180.6076 Hi 180.7577 Lo 180.5320 Prev 180.7513
[esock ndes (ol “Bodkrarts  ow

[ (75 55 (PR}

ZARUSDCR Index GP<go>

South Africa Credit Default Swap Spread
(Five-Year CDS)

SOAF CDS USD SR 5Y  134.0 +.1 CBGN 132.4/135.6 CBGN
At 17:15 Op 134.0 Hi 6 Lo 132.4 Prev 133.
Edit - Actions - Bookmarks Show

[ (5 (55 (PEY

P | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 200%
Er ope dd

SOAF CDS USD SR 5Y MSG1 Curncy GP<go>

41



Bl()omberg Financial Conditions Watch February 3, 2011

China Economic Outlook

China Economic Indicators Jan-10 Feb-10 Mar-10|Apr-10 May-10 Jun-10 |Jul-10 Aug-10 Sep-10|Oct-10 Nov-10 Dec-10|Jan-11

Real GDP (yoy %) - - 11.9 - - 103 - - 9.6 - - 9.8 -
Consumer Price Index (yoy %) 15 2.7 2.4 2.8 3.1 2.9 3.3 35 3.6 4.4 51 4.6
Industrial Product Price Index (yoy %)4.3 5.4 5.9 6.8 7.1 6.4 4.8 4.3 4.3 5.0 6.1 5.9

Unemployment Rate (%) -- -- 4.2 -- -- 4.2 -- -- 4.1 -- -- 4.1
Industrial Production (yoy %) 128 181 17.8| 165 137 134 | 139 133 13.1| 133 135

Leading Indicator (yoy %) 255 237 217| 196 174 152 | 132 120 11.6 11.5 11.5

Manufacturing PMI 5568 520 551 557 539 521 512 51.7 538 547 552 539| 529
Retail Sales (yoy %) 140 221 180 185 187 183 | 179 184 18.8| 186 187 19.1
Consumer Confidence Index 104.7 104.2 107.9| 106.6 108.0 108.5 | 107.8 107.3 104.1| 103.8 102.9

Trade Balance (US$ bn, sa) 14.2 7.6 -7.2 1.7 195 200| 287 200 169 272 229 131

M2 Money Supply (yoy %) 261 255 225 215 210 185| 176 19.2 19.0f 193 195 19.7

Official Reserve Assets (US$ bn.) 2415 2425  2447| 2491 2440 2454 | 2539 2548 2648| 2761 2768 2847

China Real GDP Growth China Consumer Price Inflation Rate
(Year-over-Year % Change) (Year-over-Year % Change)
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