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Market Summary: u.s. LIBOR has risen to its
highest levels in this rate cycle as concern over
more rate hikes intensifies due to changing inflation
expectations (Chart 1). Numerous Fed officials have
stressed a need to keep raising rates.

eFed leadership: This week's announcement that
Ben Bernanke was selected by President Bush to
replace Alan Greenspan was greeted with upward
pressure on interest rates (Chart 2). Rates rose due
to an appreciation that a Bernanke Fed will likely
maintain the Fed'’s current focus.

e Rate hikes: Next FOMC decision is scheduled for
Nov 1, a 4.00% Fed funds rate is priced in.

eYield curve: The spread between LIBOR and
medium-term interest rates remains very near
the narrowest seen in over 4 years (Chart 3).

Dominant Themes: In recent weeks, the
interest rate environment has shifted its attention
to concerns voiced by senior Fed officials.

eInflation risk from adjusting the current account
deficit: N.Y. Fed President Geithner said last week
that the US. Current Account deficit is
unsustainable and that the inevitable process of
adjustment will bring with it the risk of large
movements of relative prices.

eNeutral funds rate may be higher: San Francisco
Fed President Yellen said last
considered it reasonable to put the current neutral
(funds) rate in a range of 3.5% to 5.5%. The
current Fed funds rate is 3.75%.

Opportunity for Borrowers:

e The recent yield curve flattening trend that
ended in Oct. is signaling a change in the
market's view of medium to long- term
interest rates.

¢ Given that the market often underestimates
LIBOR’s outcome (Chart 4), and the relative
cost to hedge rate risk today (Chart 3),
customers may consider creating rate
certainty in this environment.

eContact: Please contact the IRM team for
further information at 617-973-4087.

1. Inflation focus intensifies
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2. Bernanke selection unleashes emotion
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Calendar Ahead:
10/27; Sept Durable Goods Orders

10/27; Greenspan speaks

10/28; 3Q advance report on GDP
10/31; Sept PCE Price Index

11/01; Oct ISM manufacturing index
11/01; FOMC Decision

11/03; Greenspan testifies

11/04; Oct Payroll and Unemployment

3. Relative hedging costs are Low
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4. Market often underestimates Libor
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IRM Perspective 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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