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Some fiscal iIssues

US fiscal performance and prospects

International comparison
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Emerging markets get it on fiscal policy, but
not monetary policy.
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Unprecedented US peacetime deficit
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Unprecedented US peacetime public debt of Fed
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Federal Budget Projections
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Absent reform, debt is headed up
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Wide gulf between current policy and what needs to
be done

% of GDP % of GDP
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* The Alternative Fiscal Scenario incorporates several changes to current law considered likely to happen, including the
renewal of the 2001/2003 tax cuts on income below $250,000 per year, continued AMT patches, the continuation of the
estate tax at 2009 lewels, and continued “Doc Fixes”. The Alternative Fiscal Scenario also assumes discretionary spending
grows with GDP (as opposed to inflation) owver the next decade, that revenue does not increase as a percent of GDP after
2020, and that certain cost-reducing measures in the health reform legislation are unsuccessful in slowing cost growth after

Source: CBO, Fiscal Commission, DB Global Markets Research
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Fiscal commission compromise
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Federal spending
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Federal, State, and Local Spending

Govt spending as a % of GDP
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Federal spending
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Health care inflation premium at core of debt problem

CBO projections under current policies
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Substantial fiscal drag in store
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Private discretionary spending gap has room to
offset fiscal drag

Ratio Ratio
— Discretionary spending as share of GDP
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Source: usgovernmentspending.com, CBO, DB Global Markets Research
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Near-term prospects for fiscal policy

2011 budget, Still in limbo. Expect deal w/$30-40bn cuts to
keep the government operating through Sept 30. But chances
of shut-down growing.

Expect a debt limit increase to be enacted by end June. Likely
to involve some cuts/reforms.

But cuts involve chipping away at 14% of the budget in non-
security discretionary spending. Congress and President
unlikely to agree on anything with much longer-term budget
effect.

Rep Ryan proposing 5.8bn cuts over 10 years, incl 2.2bn in
Medicaid and Medicare (Rivlin voucher system).

President unlikely to let fiscal drag increase much further in
election year.
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Slightly longer-term prospects for fiscal policy

The longer-term budget outlook depends crucially upon health care
costs. CBOs scoring of last year's Patient Protection and Affordable
Care Act (PPACA) sees cost savings and modestly budget positive, but
cost savings per patient largely offset by addition of 31 million
Americans onto health insurance policies.

Optimistic scenario for budget: Republicans likely to take the Senate in
2012 and with economy recovering, President Obama likely to be
reelected. 2" term opportunity; also parallels to 1993, when President
Clinton faced a GOP Congress after failed health reform cost him the
House in the 1992 election. The 1993 budget deal put US on path to a
balanced budget FY98-FYO01.

But if Republicans unwilling to put revenue increases on the table, it
will be very hard to reach fiscal balance. Difficult to achieve via
spending cuts alone. Revenues 15%-18% of GDP. Plus, Obama may
have to make commitments on spending side to be reelected.

Bond market vigilantes may have to bring pressure to bear to force
action.

Source: usgovernmentspending.com, CBO, DB Global Markets Research
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International comparisons of public debt/GDP
(OECD)
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1.Belgium: Includes the debt of the Belgium National Railways Company (SNCB) from 2005 onwards.
2.Germany: Includes the debt of the Inherited Debt Fund from 1995 onwards.
3.Japan: includes the debt of the Japan Railway Settlement Corporation and the National Forest Special Account from 1998 onwards.

Source: OECD, DB Global Markets Research
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Gross federal debt to GDP projections (IMF, WEO)
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US public debt stress ranking projected to rise

2009 2011
1 Greece 6 Greece 8
2 ltaly 15 | Ireland 14 Public debt stress ranking
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8 UK 22 UK 21
9 US 3 Belgium | 22 payments as a % of GDP
10 Germany 29 Germany 31
11 Spain 30 Netherlands | 32 Into a single measure by
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15 Denmark 48 Denmark 44
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17 Finland 51 Finland 49
18 Sweden 53 Australia 51
19 Switzerland 55 Switzerland | 55
20 Korea 58 Korea 59
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Emerging Markets have Learned their Fiscal Lessons

Public debt: GDP weighted (baseline)
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Real interest rates in Asia running negative
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EM output advancing above potential

% Output gap as % of potential real GDP
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Global inflation risk rising
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APPENDIA 1

IMPORTANT DISCLOSURES

Additional information available upon request

FOR DISCLOSURES PERTAINING TO RECOMMENDATIONS OR ESTIMATES MADE 0N A SECURITY MENTIONED IN THIS REPORT, PLEASE SEE
THE MOST RECENTLY PUBLISHED COMPANY REPORT OR VISIT OUR GLOBAL DISCLOSURE LOOK-UP PAGE 0N OUR WEBSITE AT

http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s). In addition, the undersigned lead analyst(s)
has not and will not receive any compensation for providing a specific recommendation or view in this report. Peter Hooper
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the “Disclosures Lookup” and “Legal” tabs.
Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent or inconsistent with Deutsche
Bank’s existing longer term ratings. These trade ideas can be found at the SOLAR link at http://gm.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for “wholesale clients” within the meaning of the Australian Corporations Act.
EU countries: Disclosures relating to our obligations under MiFiD can be found at http:/globalmarkets.db.com/riskdisclosures.

Japan: Disclosures under the Financial Instruments and Exchange Law: Company name — Deutsche Securities Inc. Registration number — Registered as a
financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, The Financial Futures Association
of Japan. Commissions and risks involved in stock transactions — for stock transactions, we charge stock commissions and consumption tax by multiplying the
transaction amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price fluctuations and other
factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange fluctuations.

New Zealand: This research is not intended for, and should not be given to, “members of the public” within the meaning of the New Zealand Securities Market
Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any appraisal or evaluation activity
requiring a license in the Russian Federation.

Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For
an investor that is long fixed rate instruments (thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected
cash flows and thus cause a loss. The longer the maturity of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside
surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to receivers. But counterparty
exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for different types of investors), changes in tax
policies, currency convertibility (which may constrain currency conversion, repatriation of profits and/or the liquidation of positions), and settlement issues related
to local clearing houses are also important risk factors to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be mitigated
by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates — these are common in emerging markets. It is important to note
that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of the proper
fixing (or metric) is particularly important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference
index) are exchanged for fixed coupons. It is also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be
received are denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates
movements.
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