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Summary

B The near-term outlook is unambiguously bleak...

B The UK and Eurozone economies have fallen sharply into
recession. We expect a full-year contraction next year of 0.4%
in the UK and 0.3% in the Eurozone.

B Monetary policy requires a sharp adjustment. We expect the
MPC to cut rates to 1.5% and the ECB to cut rates to 2%.

B Yet, amidst the gloom, there are some silver linings...

B Monetary policy is responding and the trends in energy, food
and mortgage costs are being reversed.
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UK: Private sector contracted by 0.8% in Q3
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Euro zone growth fell in Q2 & Q3.
A Further Decline is likely in Q4.
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The Credit Crunch- Tighter lending standards to

20 companies across Europe
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UK: Divergence between official and
“effective” interest rates
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UK: Spreads on mortgages will continue to rise
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Eurozone: High costs have hurt consumption
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UK: Inflation will fall sharply from here
6.0

% yoy

5.0 1

30 + - - - - - -

2.0 \ _.
A/ ' N a4’ y
1.0 f

— — — — A LB —-— s s e s e e s - - -

) ‘\, - | ,
w CPl ex food and energy

0-0 |} |} |} |} |} |} |} |} |} |} |} |} |}
1997 1998 1999 20002001 2002 2003 2004 2005 2006 2007 2008 2009 201
Source: ONS




oldman
achs

UK: No growth in average household income over the

.s past five years
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Some silver linings amidst the gloom

1. Monetary policy is endogenous — interest rates can and are
falling in response to the weakness.

2. A UK-specific positive: Financial conditions have already eased
sharply on the back of a 25% fall in Sterling’s trade-weighted
exchange rate.

3. The reversal of the trends in energy, food and mortgage costs,
together with a lower tax burden will add more than 3% to real
household incomes in 2009.

4. The rate of European (even UK) mortgage write-offs is likely to
rise by much less than the market is discounting.
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Official rates are adjusting sharply
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Sterling has fallen much more than in 1992/1993

Adding circa 5% to growth over 2 years
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Sharply different policy stimuli in UK and Eurozone
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Better (i.e. some) household income growth next year
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Extra income will boost savings, not spending
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Still some way from the early 1990s
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UK write-offs much lower than the US
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Repossessions likely to peak below 1990s level

0.9

% of mortgages, annualised rate
0.8 -

% of

0.7 1
loans

0.6 -

0.5 -

0.4 +

0.3 -

0.2 -+

0.1 ¥Model-based fcast assuming 8% unemploym

and interest costs fall from 7% to 5% of disp. inc.

0.0

82 84 86 83 90 92 94 96 98 00 02 04 06 08 10

Source: CML and GS calculations 18



oldman
achs

Copyright 2008 The Goldman Sachs Group, Inc. All rights reserved.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of clients of The Goldman Sachs Group, Inc. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation
in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the
investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is
not a guide to future performance. Future returns are not guaranteed, and a loss of original capital may occur. The Goldman Sachs Group, Inc. does not provide tax advice
to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment. Certain transactions - including those involving
futures, options, and other derivatives as well as non-investment-grade securities - give rise to substantial risk and are not suitable for all investors. The material is based
on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such. Opinions expressed are our current
opinions as of the date appearing on this material only.

We endeavor to update on a reasonable basis the information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so. We
and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short”
positions in, act as principal in, and buy or sell the securities or derivatives (including options) thereof of companies mentioned herein. For purposes of calculating whether
The Goldman Sachs Group, Inc. beneficially owns or controls, including having the right to vote for directors, 1% of more of a class of the common equity security of the
subject issuer of a research report, The Goldman Sachs Group, Inc. includes all derivatives that, by their terms, give a right to acquire the common equity security within 60
days through the conversion or exercise of a warrant, option, or other right but does not aggregate accounts managed by Goldman Sachs Asset Management. No part of
this material may be (i) copied, photocopied, or duplicated in any form by any means or (ii) redistributed without The Goldman Sachs Group, Inc.’s prior written consent.
The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant to certain contractual
arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on
macroeconomics, currencies, commodities and portfolio strategy.

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by Goldman Sachs Canada
Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. oHG; in Hong Kong by Goldman Sachs (Asia)
L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., Ltd, in the Republic of Korea by Goldman Sachs (Asia) L.L.C.,
Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company
Number: 198602165W); and in the United States of America by Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its
distribution in the United Kingdom and European Union.This material has been issued by The Goldman Sachs Group, Inc. and/or one of its affiliates and has been
approved for the purposes of section 21 of the Financial Services and Markets Act 2000 by Goldman Sachs International, which is regulated by the Financial Services
Authority, in connection with its distribution in the United Kingdom, and by Goldman Sachs Canada, in connection with its distribution in Canada. Goldman Sachs
International and its non-US affiliates may, to the extent permitted under applicable law, have acted on or used this research, to the extent that it relates to non-US issuers,
prior to or immediately following its publication. Foreign-currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on
the value or price of, or income derived from, the investment. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies,
effectively assume currency risk. In addition, options involve risk and are not suitable for all investors. Please ensure that you have read and understood the current options
disclosure document before entering into any options transactions.

Further information on any of the securities mentioned in this material may be obtained on request, and for this purpose, persons in Italy should contact Goldman Sachs
S.I.M. S.p.A. in Milan or its London branch office at 133 Fleet Street; persons in Hong Kong should contact Goldman Sachs (Asia) L.L.C. at 2 Queen’s Road Central;
persons in Australia should contact Goldman Sachs JBWere Pty Ltd. (ABN 21 006 797 897), and persons in New Zealand should contact Goldman Sachs JBWere( NZ) Ltd
. Persons who would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this material
in conjunction with the last published reports on the companies mentioned herein and should refer to the risk warnings that have been sent to them by Goldman Sachs
International. A copy of these risk warnings is available from the offices of Goldman Sachs International on request. A glossary of certain of the financial terms used in this
material is also available on request. Derivatives research is not suitable for retail clients. Unless governing law permits otherwise, you must contact a Goldman Sachs
entity in your home jurisdiction if you want to use our services in effecting a transaction in the securities mentioned in this material.

19



