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The outlook for bench mark bonds has changed. Regular readers will know that I have been bullish
on bonds for the past few months with a bias to buy into retracements. However, the technical
scenarios are pointing to a potential large retracement in the current trends, hence the current
strategy has to be adjusted accordingly.

The US long bond and bunds have been the first to show sell signals. This is unsurpising as, a)
any inflationary fears would affect the longer end of the market and b) on a spread basis bunds
have lagged in terms of price rises so are likely to lead any fall. The extent of any retracement still
remains to be seen. However, the broad market is due a corrective phase given the strong gains
we have seen of late, but for the moment the cautious bias remains.

Inflation ?

10 Year JGBs: A rebound in yields is worth monitoring. Whilst the signal is not enough to warrant a strategic rise in
yields, it has certainly reversed the Q4 momentum.

Market overview

Daily 10Y JGB 12/01/07 - 07/12/07 (UTC)

Line, 10Y JGB, Yield_1(Last)
07/12/07, 1.57
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Technical Strategy - US 6m yield, US yield spread, US/EU yield

US 2y/10y yield spread
The 1.00% objective has been
hit. This level did not provide
support on the way down, but
it should provide the catalyst
for a consolidation.
Support on retracements
comes in at 0.80% with
1.80% the target for next year.
A close below 0.72% negates
this view.

US 6 month yield
The 3.20% target has been
hit. This is a key support
level and is likely to induce
a short term rebound in
yields. Despite this, the
longer term scenario
implies 2.70% in 2008.
Only a close over 3.60%
would suggest a change in
momentum.

US/EU 10 year yield
The target at -0.20% has been
hit. The likelihood is for a
range here given the chart
support from late 2003/2004.

Daily 6M UST 16/06/03 - 07/12/07 (UTC)

Line, 6M UST, Yield_1(Last)
07/12/07, 3.2852
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Daily 10Y UST, 2Y UST 03/07/03 - 07/12/07 (GMT)

Spread, 10Y UST, Yield_1(Last), 2Y UST, Yield_1(Last),  1.0, 1.0
07/12/07, 0.9868
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Daily 10Y UST, 10Y EURO 03/07/03 - 07/12/07 (GMT)

Spread, 10Y UST, Yield_1(Last), 10Y EURO, Yield_1(Last),  1.0, 1.0
07/12/07, -0.1376
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Technical Strategy - US 2yr notes, US 10yr notes, Long bonds

US 10yr note futures
The scenario here is similar.
The trend is positive, but the
consolidation has the risk of
turning into a correction. The
strategy is to stay long bonds
for now, but with a stop and
reverse signal on a break of
112.14.

US 2yr note futures
We could be close to a top
here and hence any retrace-
ments will be used as a sell
signal from now rather
than a buying opportunity.
The main trigger to sell is
at 104.25. Whilst above
this level, I am cautiously
positive.

Top

3.6

US Long Bond futures
Long bonds have completed a
double top formation,
implying further downside for
114.00 over the coming
weeks. Sell retracements to
117.07 with a stop and
reverse at 118.09.



Technical Strategy - UK 1yr Gilt yield, long gilts, short sterling

UK gilts
Having broken the trend line
here, the bias for bonds is
turning to the dowside. Look
to sell gilts with a stop over
110.05 looking for a retrace-
ment back towards 108.00.

UK 1 year yield
I continue to expect yields
to trade in a range around
the 4.50% area. A break of
4.70% does suggest an
extended rebound as my
view for bonds becomes
more cautious.

March short sterling
This contract continues to
trade a range with the
resistance line at 94.40
capping any significant gains.
The question is, could the risk
be reverting to the downside?

Daily 1Y GILT 26/04/07 - 07/12/07 (UTC)

Line, 1Y GILT, Yield_1(Last)
07/12/07, 4.571
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Technical Strategy - euro bund, euro schatz
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Disclaimer

euro schatz
A double top formation
has been triggered at
103.80. This implies a
drop towards 103.20 with
interim support at 103.60.
A move back through
104.00 would suggest a
change in view.

Euro bund future
Stops were hit from last
week at 114.10. It will be
interesting to see the
extent of the retracement
here, but for now the bias
is to the downside. The
target is at 113.20 with a
stop over 115.10.


