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Having seen the expected bullish trends in core and peripheral bonds unfold over the past few
weeks due to the technical set-ups in the commodity markets (and directly in the bond charts),
a consolidation phase from here is not unwarranted. Soft and hard commodities are due a
rebound and may even resume the long term upward trends. Whilst this may see bonds ease
from current levels, the longer term implications at this stage remain bullish. This is because
the market is likely to move focus over to the potential for a major correction in equities,
especially as we approach the cyclically sensitive September/October period.
Although the past few weeks have seen thin volume and exacerbated trends, the equity
markets have gradually edged lower. The potential for acceleration should keep the bond
correction shallow, although being the main factor underpinning the market, the reverse
situation would have a magnified correction despite this not being the preferred view.

Tension keeps bonds underpinned
Market overview

UK/Euro 2 year yield spread

A key descending
triangle formation
implies a move to
parity over the
coming months.
This suggests the
next break-out in
euro sterling could
be to the upside,
ejecting the
currency pair from
the range which
has dominated for
the past few
months. A break of
-0.45% is the
trigger.

Daily 2Y GILT, 2Y EURO 04/10/02 - 21/08/08 (GMT)

Spread, 2Y GILT, Yield_1(Last), 2Y EURO, Yield_1(Last),  1.0, 1.0
21/08/08, 0.523
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Technical Strategy - US 6m yield, US yield spread, US 2 yr notes

US 2y/10y yield spread
Resistance at 1.50% is finally
giving way. Targets remain at
1.80% on stops at 1.39%

US 6 month yield

US 2 year note futures
106.15 targets have been hit
and momentum is starting to
increase as expected.  Move
stops up to 109.08 with
objectives at 107.00.

Targets remain at 1.60%.
Despite the recent consolida-
tion phase, the trend should
resume shortly. Stops are over
2.00%.

Daily 6M UST 16/06/03 - 21/08/08 (UTC)

Line, 6M UST, Yield_1(Last)
21/08/08, 1.8984
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Daily 10Y UST, 2Y UST 06/10/04 - 21/08/08 (GMT)

2.03330.0%

1.507623.6%
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-0.1942100.0%

Spread, 10Y UST, Yield_1(Last), 2Y UST, Yield_1(Last),  1.0, 1.0
21/08/08, 1.5505
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Technical Strategy - US 10yr notes, gilts, Short sterling

UK gilt futures
110.00 objectives are close.
Given the trend a consolida-
tion phase is not unwar-
ranted. Move stops up to
108.88.

US 10yr note futures
Targets at 116.02 have been
hit. Move stops up to 115.30
support looking  for 118.00 as
the next objective.

December short sterling
Having hit the 94.50 target,
this was expected to range
trade and for the moment this
remains the bias. Break-out
parameters are at 94.19 and
94.32



Technical Strategy - euro bund, euro schatz
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Disclaimer

Euro schatz
Targets at 103.50 have
been hit. Key support at
103.26 looks set to be
retested. Move stops up to
103.19.

Euro bund future
Targets at 115.00 have
come close. Look for a
retest of 114.00 before a
recovery through 115.00
Move stops to 113.85


