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Swings in equity investors’ sentiment sent government bonds up and down

Government bond markets continue to trade quite volatile, but still lack any clear direction. For now, sideways trading re-
mains the name of the game. In the S&P, 877 is still the level to watch out for.

Stock market rebound blocks the slide in EUR/USD and USD/JPY

The major cross rates continue to mirror the swings in global investor sentiment. A rebound on the US stock markets
gave the EUR/USD and USD/JPY cross rates downside protection. Today, sterling traders will take a close look at the UK
labour market data and the budget statement.

News & Calendar: Rikshank cuts rates to 0.50%, German ZEW jumps back in positive territory

Sunrise Headlines

Financial stocks rallied after Geithner said the “vast majority” of US banks are well-
capitalized. Dow/S&P ended Tuesday’s session 2.13%/1.63% higher. Asian shares
trade mixed.

US Treasury secretary Geithner said on Tuesday that the “vast majority” of the
nation’s banks are well-capitalized and damped investor fears that the govern-
ment will wipe out their financial holdings.

China’s economy hit the bottom in the final three m  onths of 2008 and there
were positive signs of recovery in the first quarter of this year, the vice governor of
! the People’s Bank of China said.

Global write-downs by banks and other financial ins titutions could reach $4.1
trillion as institutions seek to cleanse their balance sheets, the IMF said. In its
Global Financial Stability Report, the IMF stated US institutions were about halfway
through their needed write-downs, while euro area counterparts are still lagging.

Japanese exports almost halved in March from a year earlier, but the finance minis-
try said seasonally adjusted shipments where higher compared to one month ago,
which might suggest that the global slump in trade may be easing.

Crude oil ($48.72) remained under pressure on weak demand data, but recouped
losses as soon as equities started to rebound.

Today, the calendar contains the UK minutes, jobless claims and public sector net
borrowing. The UK Chancellor of the Exchequer and Greek finance minister make
their budget statement. Mc Donald’s, Boeing, eBay, Morgan Stanley will announce
first quarter results.
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Markets: Fixed Income
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On Tuesday, swings in equity investors’ sentiments  ent government bonds first

higher just to fall sharply lower later in the sess  ion. During the morning session,
European equities traded rather weak and declined gradually, even in spite of the
better than expected German ZEW index. Equity markets however reversed course
during the US trading session, following comments of US Treasury Secretary Geith-
ner who indicated that the ‘vast majority’ of US banks have more capital than needed.

On the bond markets, bonds reversed (part of) Monda y’s gains, but remain
broadly sideways oriented. In the US, yields were 2.4 to 7.3 basis points higher,
despite the purchase by the Fed of $7B Treasury issues maturing between 29/2/2016
and 15/2/2019. In Germany, short-term yields were higher too (2.4 to 0.6 basis
points), but the long end lagged (-0.9 basis points). The more limited increase in
yields was partly due to the earlier closing hour. Overall, German bonds slightly out-
performed the other European bond markets, where Greece underperformed ahead
of today’s budget.
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US T-Note future (black) and S&P future (orange): Swings in equi-
ties sent Treasuries first up and then down.
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ECB’s Weber remains sceptical about asset purchases

Today, the euro zone calendar is empty and also in the US, the calendar is thin with
only the February house price index and weekly mortgage applications. The house
price index is forecasted to show a decline by 0.6% M/M after rising by 1.7% M/M in
February.

On the supply front, Italy will detail which BTPs a  nd CCTs it plans to tap at the
next auction scheduled for the 29 ™ of April. Yesterday, Ireland sold €0.3B of its
4% 2014 bond and 0.7B of its 4.5% 2018 bond at a bid/cover ratio of respectively 1.6
and 1.1. The very low bid/cover ratios signal that demand for longer-term bonds re-
mains fragile. Overall, the intra-EMU sovereign spreads widened slightly for the sec-
ond consecutive day. Greece underperformed quite sharply ahead of today’s budget,
as the spread over Germany widened by 10 basis points.

On the ECB front, ECB’s Quaden will speak at a pres s conference on the revi-
sion of the Belgian business confidence indicator. Until tomorrow’s non-monetary
policy meeting, we don't expect to hear more details on which unconventional meas-
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Technicals June Bund future

The short-term technical picture of
the Bund is neutral as long as we
remain  between 121.61 and
123.14. A sustained break higher
would put the Bund under the posi-
tive influence of a double top for-
mation (targets at 124.64/67),
while a sustained break lower
would bring the contract low at
120.37 into the picture.

On the downside, support comes
in at 122.74 (S1, daily envelope),
at 122.66 (S2, previous reaction
low), at 122.59/49 (S3, break up/
MTMA), at 122.37 (S4, break up)
and at 121.95/61 (S5, reaction
lows).

On the topside, resistance stands
at 123.18 (R1, break down), at
123.33 (R2, LTMA), at 123.47 (R3,
week high), at 123.59/62 (R4, daily
envelope/ 50% retracement).

The contract is in neutral territory.
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ures the ECB will announce at their next policy meeting in May. Interestingly, yester-
day both the Swedish Riksbank and the Bank of Canada cut interest rates close to
zero and indicated that they will keep rates low for a prolonged period of time, but re-
frained from announcing a quantitative easing policy in the form of purchases of gov-
ernment and/or corporate bonds. The Bank of Canada did however extend its Pur-
chase and Resale Agreements into six- and twelve-month terms. The decisions
from the Riksbank and the Bank of Canada indicate t  hat a quantitative easing
policy shouldn't be seen as a given and raise furth  er doubts as to whether the
ECB will announce a private asset purchase programm e in May. In an interview
with the FT, ECB’s Weber indicated that recent policy action from the ECB has been
quite effective and urged not to underestimate the power of an extension of its refi-
nancing operations combined with a clear signal that rates are going to remain as
they are for some time. The purchasing of government bonds, he called ‘a not desir-
able option’.

Regarding trading, government bonds continue to tra  de quite volatile, but in
the end, little has changed and bonds are still wit ~ hin recent trading ranges. In
the Bund, this short-term trading range is seen between 121.61 and 123.14. We were
looking to install new long positions in case of a test of the contract lows at 120.37,
but the correction didn't go that far. As such, we have a more neutral view on the out-
look now. Besides the eco data, sentiment on the equity markets may prove again
decisive for today’s trading. The 877 level in the S&P remains the key level to watch
out for. A sustained break higher may still lead to a test of the downside.

In the UK, Gilts underperformed the German bond mar ket following comments of
BoE’s Fisher, who said that the £75B quantitative easing plan is ‘about the right size’.
This suggests that the Bank of England may make no use of the other £75B available
to the programme.

Today, the calendar is well-filled with the BoE Min  utes, jobless claims (March)
and public sector borrowing data. Most attention wi Il however go out to the
Budget. The budget will show a sharp downward revision of the growth forecasts as
well as a sharp upward revision of the deficit. This was seen at £118B in 2009-2010
and at 105B in 2010-2011, but may be revised up to around 160B for this fiscal year
and to 167B next year. Following the presentation of the budget, the DMO will an-
nounce its revised funding plans, which may amount to 180B of Gilt issuance, 30B
higher than this record fiscal year. The funding plans may rely mainly on shorter-term
Gilt auctions and Linkers, as long-term Gilt auctions didn’t go well recently.

Regarding the Minutes , the voting result is likely to be unanimous, but attention will
be focused on the BoE's asset purchase programme. At the April meeting, the MPC
decided to maintain its target of £75B of asset purchases. It's probably too early to
gauge the effectiveness of the quantitative easing policy, as most hard data still date
from for the start of the operations.

Bund moves up and down, but in the end little has changed.

US T-Note future also shows little directional trading.
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Currencies: Stock market rebound blocks the slide in
EUR/USD and USD/JPY
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Technicals EUR/USD

Support comes in at 1.2888/83 (Reac-
tion lows/Boll Bottom), at 1.2835 (1™
target multiple top), at 1.2816 (Daily
envelope), at 1.2764/59 (Weekly en-
velope/76% retracement) and at
12695/45 (Starc bottom/2™ target
multiple top).

Resistance is seen at 1.2964 (Daily
envelope), at 1.2993/98 (Reaction
high/STMA), at 1.3048/62 (Reaction
high/MTMA), at 1.3118 (Reaction
high), at 1.3162/92 (MTMA/LTMA).

The pair is moving into oversold terri-
tory.
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On Tuesday, the EUR/USD pair entered calmer waters after the sell-off that resumed
early last week. Stock markets continued to trade in a nervous and volatile way but
after all, the decline was less sharp and this also slowed the decline of the euro
against the dollar. Intraday, the euro even tried to gain some ground after the better
than expected ZEW economic sentiment indicator. It hadn’t happened for quite some
time that euro reacted to eco data from the EU. Nevertheless, trading in this cross
rate failed to find a clear directional trend, even as stocks recouped their losses later
in the session. This move came after US Treasury secretary Geithner said that most
US banks have enough capital. The pair moved up and down in the 1.29/1.30 range
and closed the session at 1.2948, slightly higher from the 1.2921 close on Monday.

EUR/USD: consolidation

Today, the eco calendar in European and the US is again very thin. So, global sen-
timent will continue to set the tone for trading. On top of that, the market debate on
the ECB policy might flair up in the run-up to tomorrow’s non-monetary policy meet-
ing.

Global context. Over the previous months the currency markets were driven by
very different factors. The swings in risk appetite/risk aversion played an important
role on almost all markets and the currency market was no exception to this rule.
Bad news was most often dollar supportive. The euro (more or less in step with
other non-safe haven currencies) received a better bid when investors turned more
courageous. However, this underlying pattern was a few times interrupted by the
central bankers. Mid March, the dollar faced a sharp temporary setback after the
Fed’'s announcement to extend its policy of quantitative easing. However, those dol-
lar fears dissipated rather soon. After the early April ECB press conference, the euro
came again under pressure. Investors scaled back euro long position as there was
growing uncertainty on the non-conventional measures the ECB intends to an-
nounce at the May meeting. Markets suspect some internal disagreement within the
ECB board on this item. We don't join the analysis that the ECB is behind the curve.
We believe the Bank’s more balanced approach might avoid a lot of side-affects and
problems of unwinding later. Nevertheless, in a short-term perspective, this ECB un-
certainty apparently is enough a reason for investors to maintain a euro cautious atti-
tude. The gyrations in stock markets remain a wildcard also for EUR/USD trading.
However, we don't expect a major euro rebound before the May 07 ECB interest
rate decision.

From a technical point of view , EUR/USD set a reaction high at 1.3738 mid March
after the Fed meeting. However, the rebound failed to take out the 1.3798 previous
high and profit taking kicked in. A first test of the 1.31 support area was rejected two
weeks ago but at the end of last week, the bottom of the 1.3090-1.3113/1.3738 trad-
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Technicals USD/JPY

Support stands at 97.90/66 (Weekly
envelope/reaction low), at 97.26/17
(Boll  bottom/second target double
bottom) and at 95.93 (MT reaction
low).

Resistance comes in at 0.9812/21
(Daily  envelope/Boll  Midline), at
99.40/47 (Week high/MTMA), at
99.85 (Breakdown daily), at 100.10/42
(50 week Moving average/Reaction
high) at 100.72/86 (Reaction highs).

The pair is moving into oversold terri-
tory.
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ing range has been broken. This was a short-term negative sign for the pair and
forced us to change our short-term bias from neutral to negative. On Monday, the
1.2991 previous high was also broken, reinforcing the ST negative picture in this
pair. Over the past days, we advocated a sell-on upticks approach. We maintain this
bias. The targets of the multiple top formation are at 1.2835, 1.2645 and 1.2487.

On Tuesday, USD/JPY trading again more or less copied the intraday swings on
stock markets. The pair hovered around the 98 mark in Asia and early in European
trading, but rebounded later in the session after comforting comments from US fi-
nance minister Geithner caused US stock markets to reverse their earlier losses.
USD/JPY closed the session at 98.73, compared to 97.89 on Monday evening.

This morning, Asian stock markets failed to make advantage from the rebound in the
US yesterday evening. The Japanese trade balance came out marginally better than
expected. As such, this is no important news. However, the fact that both the decline
in exports and in imports has become slightly less negative compared to the previ-
ous month could be seen as a very cautious first signal that the downturn might slow
in the near future.

Global context . Over the previous months, the market gradually came to question
the safe haven status of the Japanese currency and grew more worried on the per-
formance of the Japanese economy. This hurt the yen’s safe haven status and trig-
gered a USD/JPY rebound. An improvement in global investor sentiment during the
month March supported a second up-leg and the pair tested the key 100.55/102.20
resistance area. Additional/sustained gains beyond 100.55 (04 Nov high) and 102.20
(2" target double bottom) proved to be far less easy. We turned more cautious on
USD/JPY short-term and advocated partial protection/profit taking on USD/JPY long
positions. The pair currently trades below the neckline of a short-term double top
(99.31) and below the MT uptrend line from the January low. This makes the ST
technical picture slightly negative. The 2" target of the ST double formation is seen
at97.17.

USD/JPY: stock market rebound blocks correction

On Tuesday, EUR/GBP trading initially developed in a tight sideways range between
0.8880 and 0.8915. The (core) UK CPI was slightly higher than expected, but hardly
had any impact on sterling trading. Later in the session sterling again recorded some
decent gains, both against the dollar and the euro. BoE's Fisher in an appearance
before the Parliament’'s Treasury committee said that the £75 bn BoE asset buying
program committed thus far ‘looks to me to be calibrated reasonably well’. This
pushed UK yields higher. The impact of no additional BoE asset buying (especially
Gilts) on sterling is less clear. However, and at least this time, sterling joined the up-
move in yields. EUR/GBP closed the session at 0.8825 compared to 0.8887.

Today could be an important day for UK markets. The eco calendar contains the la-
bour market data and the monthly public finance data. On top of that, the BOE will
publish the minutes of the previous April policy meeting. It will be interesting to see
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Technicals EUR/GBP

Support stands at 0.8810 (ST
low), at 0.8787 (Reaction lows),
at 0.8772/68 (Daily envelope/C-
wave projection), at 0.8725 (MT
reaction low) at 0.8393 (Boll
bottom) and at 0.8637 (Reaction
low).

Resistance is seen at 0.8874
(Daily envelope), at 0.8915/20
Week high/MTMA), at 0.8959
Breakdown daily), at 0.8981
MT reaction high) and at 0.9023
Boll Midline).
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The pair is in slightly oversold
territory.
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whether the MPC's first evaluation of the implementation of the March QE meas-
ures. Last but not least, UK's Finance minister Darling will present the 2009/2010
budget. Markets will take a very close look at the financing needs of the UK govern-
ment as the Budget deficit is expect to exceed 10% of GDP.

Global medium term context . The EUR/GBP pair extensively tested the key sup-
port area (0.8663/37 area previous high) early February, but the test was rejected.
However, the subsequent rebound also failed to take out the key 0.9519 resistance
area and over the previous weeks, EUR/GBP was again captured in an ongoing
downtrend. In a longer-term perspective, we hold on to our view that it is too early to
expect a sustained rebound of sterling. However, we couldn’t ignore the strong ster-
ling performance of late. On top of that, this sterling strength was supported by a
rather poor performance of the euro overall. Since the end of last week, EUR/GBP
entered a ST sideways consolidation pattern. However, for now, sterling easily man-
aged to preserve its recent gains, ahead of today’s budget announcement. The
0.8787 ST reaction low is the first ST support. A break below this level would open
the way for a retest of the key 0.8637 MT reaction low. A sustained break below that
level would force us to reconsider a long-standing positive bias in this pair. For now
this is still not our preferred scenario. Nevertheless, the jury is still out whether this
sterling rebound has already run its course. So, we are still not in a hurry to
(re)install EUR/GBP long exposure.

EUR/GBP: looking out for the budget
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Calendar

EMU: German ZEW jumps back to positive territory

In April, the German ZEW index showed an improvement in economic sentiment
from -3.5 to 13.0, while a more modest rise (to 2.0) was expected. This is the first
positive outcome since July 2007 and the highest level since June 2007. The current
situation however deteriorated from -89.4 to -91.6. It will be interesting to see
whether also other confidence indictors will show an improvement in April as the
ZEW lost recently much of its correlation with other sentiment indicators.

Other: Riksbank cuts rates to 0.50%

In the UK, CPlI inflation rose by 0.2% M/M in March, exactly matching the consensus
estimate. Also the yearly figure came out in line with expectations dropping from
3.2% Y/Y to 2.9% Y/Y. Core CPI, excluding food and energy, rose from 1.6% Y/Y to
1.7% YIY, while a marginal decline was expected. Looking at the details, price de-
clines were concentrated in food, fuel, housing and leisure goods, while prices of
clothes, household goods and a number of other categories were still rising. In the
coming months, the yearly figure is forecasted to decline further.

The Executive Board of the Swedish Rikshank decided to cut rates by 50 basis
points to 0.50%. The Swedish central bank said the lower repo rate was needed to
dampen the fall in production and employment and to attain the inflation target of 2%.
There remains some probability of further cuts in the future, but the bank added that
such low levels could have negative effects on the functioning of the financial mar-
kets. Also remarkable is the fact that the Riskbank said the repo rate is expected to
remain at the low level until the beginning of 2011. In the Monetary Policy Update,
the Bank said that there is a possibility to supplement the regular monetary policy
with purchases of government bonds and possibly also mortgage bonds if economic
activity deteriorates further.
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13:00 MBA Mortgage Applications (Apr 17)

16:00
Canada
14:30
Japan
01:50
07:00
UK
10:30
10:30
10:30
10:30
10:30
10:30
10:30
10:30
10:30
Events

House Price Index (Feb) M/M
Leading Indicators (Mar) M/M

Adjusted Merchnds Trade Balance (Mar)
Supermarket Sales (Mar) Y/Y

Claimant Count Rate (Mar)

Jobless Claims Change (Mar)

Average Earnings inc Bonus 3M (Feb) Y/Y
Average Earnings ex Bonus 3M (Feb) Y/Y
ILO Unemployment Rate (Feb) 3Mths
Manufacturing Wage Cost 3M (Feb) Y/Y
Public Finances (PSNCR) (Mar)

Public Sector Net Borrowing (Mar)

M4 Money Supply (Mar P) MIM Y/Y

Consensus Previous
-11.0%
-0.7% 1.7%
-0.8% -1.1%
A-Y97.1B -Y43.3B
A -4.0% -5.4%
4.6% 4.3%
116.0K 138.4K
1.4% 1.8%
3.4% 3.5%
6.7% 6.5%
8.1%
18.0B 4.4B
15.5B 9.0B
1.2%/19.2% 1.4%/18.7%

US  Mc Donalds, Boeing, Wells Fargo, eBay, Morgan Stanley will announce first quarter results

10:30  Bank of England Minutes

11:15 BoE's Brierley speaks at the banking regulation conference in London

13:30 UK Chancellor of the Exchequer makes Budget Stateme  nt

14:00 ECB’s Quaden at a Conference in Belgium

15:00 US Treasury Secretary Geithner will address the Economic Club of Washington
Italy  Details of BTP & CCT auctions on Apr 29
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