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·  Financial concerns about Freddie & Fannie hit Treasuries, equities and dollar 

Treasuries sold off sharply and the curve flattened as financial concerns about the GSE’s open the prospect of a govern-
ment bail out and an associated sharp rise in Treasury supply. More losses overnight as US government measures bring 
bail out closer.  
 

·  European bonds cannot escape sell-off in US Treasuries 

European bonds fell lower too on Friday on the back of the sell-off on the US Treasury market, as government bonds 
couldn’t benefit from the problems in the US financial sector. This illustrates that sentiment on the European bond market 
is still very fragile, despite recent improvement in the technical picture of the Bund. 
 

·  Dollar feels the heat  

The raising tensions on the US credit markets due to the problems at Fannie Mae and Freddie Mac together with a spike 
higher in oil prices triggered a sharp wave of dollar selling on Friday. EUR/USD comes again with striking distance of the 
all-time highs. A break above this level could have devastating consequences for the US currency.  
 

·  Calendar & News: Trade deficit widens and import prices surge 

 

Sunrise Headlines 
 

·  On Friday, US stocks  got hammered on Freddie & Fannie concerns and higher oil 
prices, but close well off the lows (-1.1%) after some reassuring words of authori-
ties. Asian equities  trade mostly moderately down overnight awaiting reaction Wall 
Street on weekend measures.  

 
·  Fed boards grants on Sunday NY Fed the authority to  lend to Freddie Mac and 

Fannie Mae should this be necessary (discount window).  
 
·  US Treasury boosts direct credit line to Freddie an d Fannie and will if neces-

sary buy its shares. Nationalization becomes a possibility 
 
·  Federal regulators seize IndyMac , mortgage bank, in the third largest bank failure 

in history.   
 

·  Inbev  buys Anheuser-Busch for 49.9 Bn. $, according to WSJ. 
 

·  Crude oil spikes to new record high (147.27 $) on Friday on concerns about a pos-
sible attack of Israel on Iran. Currently, crude trades at 145.10 

 
·  Busy calendar this week with US data, Bernanke test imony and earnings re-

ports taking centre stage.  
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Markets: Fixed Income 
On Friday , US Treasuries had an ugly session, but so had globa l equities and 
the dollar. It doesn’t happen quite often that all three markets at the same time 
go the same direction.  Concerns about the financial stability of Fannie Mae and 
Freddie Mac was the dominating trading theme, but also soaring oil prices on fears 
that Israeli air forces were practising for an attack on Iran and Treasury-unfriendly 
eco data were playing a role in the Treasury market. The European bonds weren’t 
immune for the price action in the US market either, but limited their losses.  

Concerns about the financial stability of Freddie and Fannie might have been consid-
ered Treasury-friendly as it could have stimulated a flight-to-quality bid and pushed 
equities lower. However, in this particular case the remedy, a government bail out, 
means also a potential surge in the supply of Treasuries, an obvious negative for 
Treasuries (and for equities and dollar). As a consequence, swap did less bad and 
swap spreads narrowed quite sharply by 7 and 5 basis points for the 2- and 5-year 
maturities respectively. To a certain degree, the market might also have argued that a 
government bail-out would mean monetary policy was less burdened by the fears for 
systemic risks.  

Intra-day, the Bund opened lower on the reversal of safe haven inflows and slid 
somewhat further. The NY Times ran an article suggesting that government officials 
are considering a plan to take Freddie Mac and Fannie Mae over in case their prob-
lems worsen, but the article said the officials see no imminent need to do so. The 
market however recouped these losses further out in the European morning session 
and in early US session, as oil prices started to rise on the rumours about the prepa-
rations of an Israeli attack on Iran and equities plunged. However, Treasuries re-
versed course and started to dive. A smaller trade deficit and higher import prices 
were a negative, but concerns on Freddie and Fannie re-surfaced. Treasury Secre-
tary Paulson tried to calm markets, but his comments on the issue weren’t straight-
forward enough. So after a brief pause Treasuries and equities continued to tumble. 
Later on, Senate banking committee chairman Dodd said both companies were fun-
damentally strong and had options for accessing capital, while unnamed sources re-
ported that Bernanke would allow both companies to use the Fed’s discount window, 
something which was effectively decided on Sunday (see headline for latest devel-
opments). Equities jumped higher, before giving partially their gain back, while 
Treasuries didn’t react much and closed with steep losses.  We suspect that re-
positioning away from long positions ahead of the week-end played a role too.     

 

 
US T-Note future (solid line) and S&P 500 (dotted line) intra-day: Sad story for both. 

Treasuries don’t react much on equities 
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Financial concerns about Freddie & Fannie hit Treasuries, 
equities and dollar 
The market calendar is very busy and interesting this week. It contains key eco re-
leases on the manufacturing, retail and housing sector, besides the newest inflation 
data (for June). Besides these, the Q2 earnings season gets into full swing and Fed 
chairman Bernanke holds his semi-annual testimony to Congress. The NY Fed will 
hold its 28 day TAF auction today and given recent developments at Freddie & Fan-
nie, we keep a close eye of Freddie’s bill auction that takes place today. All other re-
leases and events will take place in the Tuesday to Thursday time frame.  
Regarding the eco data, we will preview them in more detail during the week. Sum-
marizing, the market will get new info about the manufacturing sector  via the July 
NY and Philly Fed surveys (Tuesday/Thursday) and the June industrial production 
data (Wednesday). The market expects the surveys to show a contraction in activity, 
but at a slightly slower pace than in June. Friday’s release of the trade balance 
showed that at least until May, exports were doing well and this is maybe the reason 
why the surveys are, while without any doubt weak, not showing the extreme low 
readings typically seen in recessions. From the housing sector , the July NAHB sur-
vey (homebuilders’ sentiment) (Wednesday) and the June housing starts (Thursday) 
are expected to show ongoing weakness in activity. However, the key release of the 
week will be the June retail sales . Sales already jumped in May on the spending of 
the tax rebate checks. As these were also distributed in June, consumers may have 
opened their wallets for the second consecutive month. The market consensus (0.3% 
M/M for headline and 0.9% M/M for sales excluding cars) hesitates a little bit on the 
extent to which households spend their money in June (very wide range of forecasts). 
So there may be an (upward?) surprise for the second month in a row. If it occurs, Q2 
GDP should show some unexpected stronger growth, as also net exports seem to 
have contributed strongly to growth.  Inflation  is an important item currently, espe-
cially because of the impact of high commodity, especially oil, prices and the weak 
dollar. June PPI (Tuesday) and CPI (Wednesday) will both reflect the further rise in 
energy prices. So both, the headline PPI (expected 8.7% Y/Y) and headline CPI (ex-
pected 4.4%) will set respectively multi-decade and multi-year highs, keeping inflation 
concerns high, despite the bleak growth outlook. The core measures behaved better 
recently, as slow eco growth exercises some downward pressures. However, core 
PPI will be higher too (expected 3.2% Y/Y), while core CPI should have stabilized 
(2.3% Y/Y). Interestingly, core CPI has shown no downtrend until now despite weak 
domestic growth. So, the June inflation data won’t bring much relief  for Fed and 
markets.    
Chairman Bernanke’s  semi-annual testimony for Congress (Wednesday) is always 
a key event and this won’t be different this time around. The markets expect some 
forward guidance from him on policy. At the June FOMC meeting, the Fed suggested 
that the easing cycle was over. “Although downside risks to growth remain, they 
appear to have diminished somewhat, and the upside risks to inflation and in-
flation expectations have increased.” Governor Fisher dissented in favour of an 
immediate tightening. The FOMC didn’t point to a predominant risk in its statement. 
We concluded after the FOMC meeting “that the Fed has a neutral  bias, but we 
admit that at the margin they seem to take the infl ation risk as being slightly 
more important than the growth risk.” It seems that the statement upping inflation 
risks was the compromise to get a number of hawkish regional governors on board. 
Since, a number of regional  governors  suggested that the next move would be 
higher rates, but the timing of that was still open to discussion and the board gover-
nors didn’t spoke out on it, keeping their options open. The written testimony of Ber-
nanke is in fact prepared inside the FOMC and thus a compromise text. We see little 
reasons why Bernanke would say many different things than in the June FOMC state-
ment. Activity data have been mixed, but unless retail sales disappoint, Q2 GDP 
growth will surprise on the upside. Of course, the Fed knows that downside risks still 
exist, but based on the current data it seems that these risks have indeed diminished. 
Also for inflation, it seems that the upward risks have been confirmed since. Oil prices 
rose further and this will push headline inflation up in at least June (release on 
Wednesday) and July. The Michigan (consumer) 1-year inflation expectation has 
risen to a new multi-decade high in early July. So also here, there are little reasons to 
change tack. If Bernanke would signal clearly that the next step  will be higher 
rates it would be big news . However, two developments will make the task of Ber-
nanke extremely difficult on Wednesday. Firstly, the dollar is on the verge of falling to 
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Technicals Sept T note future:  
 
The MT technical picture of the 
September Note future is neutral 
again, as Friday’s plunge put con-
tract again below neckline double 
bottom.  
 
Support stands at 113-25 (S1, 
reaction low), at 113-22+ (S2, 
Bollinger mid-line), at 113-17/15 
(S3, July 2 low/MT break-up 
hourly), at 113-09+ (S4, LTMA flat) 
and at 113-04+ (S5, Starc bottom).  
  
Resistance  stands at 114-10 (R1, 
gap hourly), at 114-19 (R2, Break-
down hourly), at 114-30+/115-00+ 
(R3, STMA/daily envelop) and at 
115-10 (R4, breakdown daily).  
 
The contract is in neutral territory. 



 

 

KBC Bank N.V. - Treasury and Capital Markets Front Office, Market Research 4 

Sunrise Market Commentary

Monday,  14 July  2008 
 

new lows against the euro, a development the Fed wants to prevent at any price, as it 
risks pushing oil prices still higher, an adverse factor for both inflation and growth. 
The chairman very unusual said early June that a fall of the dollar was highly unwel-
come. If Bernanke is too dovish, the dollar may tumble. Suggesting that the next step 
in rates will be up might give the dollar support. However, on the other hand, the 
credit crisis has entered a new phase with heighten ed concerns about the fi-
nancial stability of Freddie Mac and Fannie Mae . It is almost inconceivable that 
these institutions would become insolvent as it would have disastrous effects on the 
housing market and the economy.  The government might need to bail them out and 
the decisions taken on Sunday point in that direction, but it remains obvious that this 
situation involves a systemic risk and the possibility of uncontrollable markets. There-
fore, Bernanke should not sound too hawkish either,  but he might supplement 
moderately hawkish talk on monetary policy with the  promise that the Fed will 
be very generous with its liquidity policy towards the financial sector.  Allowing 
Freddie and Fannie over the weekend to use its discount window is already such a 
step. It is obvious that the chairman will have to be very cautious in his remarks. 
Please note that after his testimony, there is a Q&A session in which he might speak 
more for himself than for the FOMC. Expect the Congressmen to grill him about 
Freddie and Fannie.  
During last trading week , Treasuries continued to rally on financial market turmoil, 
at least until Friday when a severe correction took place, as markets feared that the 
government might need to bail out Freddie Mac and Fannie Mae. Extra supply of 
Treasuries and a monetary policy that was freed to take this situation into account 
were the drivers behind this steep correction. As a result of Friday’s correction, in a 
weekly perspective 2-year yields were up 7 basis points, 5-year yields were un-
changed, while 10-year yields fell 2 basis points. Whereas the technical pictures had 
improved in the previous days, the correction puts that again into question. Swap 
spreads narrowed across the curve, especially on Friday, while corporate spreads 
widened. Regarding FF expectations, for the August meeting, only a marginal chance 
on a rate hike is discounted, while for the September meeting less than 40% is ex-
pected; one 25 basis point increase is discounted towards the end of the year and 
two more 25 basis points are priced in for H1 of 2009.  
Friday’s market reaction on the financial concerns about Freddie and Fannie 
makes it clear that the situation is very serious a nd tricky. The safe haven mo-
tive didn’t play in favour of Treasuries. Firstly, there is the prospect of an ex-
pensive taxpayer funded rescue package that raises the supply of Treasuries. 
Secondly, the Agency market is to a large extent dr iven by foreign (official) 
creditors and a loss of fate in the dollar might un nerve these investors and 
trigger a confidence crisis in the dollar. That may  push US yields up across the 
board. Overnight, US authorities took measures to c alm markets. Later today, 
Freddie will hold its regular 3 Bn. $ bill auction.  We don’t expect problems as it 
seems the Treasury has looked for support from Wall  Street to make the debt 
sale a success. The dollar strengthens modestly ove rnight, a signal that indeed 
the measures might calm the markets, just like the Bear Stearns rescue in mid-
March did. So, it might be greeted by some kind of a relief rally later on Wall 
Street. However, we wouldn’t front-run a happy end of this latest episode of the 
credit crisis that now reached the centre of the sy stem. Indeed, even if the dol-
lar doesn’t crash and equities stage a relief rally , that wouldn’t necessarily be 
good news for Treasuries.  

 
June 10-yr Note Future: Improvement of last week reversed on 

Freddie Mac and Fannie Mae concerns 

S&P: remain very volatile, but bearish sentiment still in com-
mand. Will government measures on F&F bring calm?  
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European bonds cannot escape sell-off in US Treasuries 

Today, the euro zone data calendar is rather thin a nd only contains the indus-
trial production data. Based on the national data released last week, a sharp 
monthly decline can be expected, which would underscore the rapid deterioration of 
the growth outlook in the industrial sector. But while it is clear that the euro zone 
economy is slowing down quite sharply, the ECB is still concerned about the inflation 
outlook. The ECB still fears that the current elevated infla tion levels will push up 
longer-term inflation expectations above levels con sistent with price stability.  
Friday’s new high in the oil price isn’t a good signal in this context given the close re-
lationship between oil prices and euro zone financial inflation expectations. In the 
euro zone, the surge in the euro however prevented the oil price from setting new 
highs in euro terms. As such, financial break even inflation rates rebounded from 
2.60% to 2.70%, but are still away from the highs at 2.80%.  

On the supply front, Italy  will tap its 5- and 15-year BTPs for a total amount of EUR 
4.5 B. This week, the net cash flow will be highly positive, but whether this will be suf-
ficient to improve demand remains to be seen. Over the past weeks, demand for 
government bonds has remained rather weak, especially for German bonds, despite 
the rise in yields. 

Regarding trading, European bonds fell lower too on  Friday on the back of the 
sell-off on the US Treasury market , as government bonds couldn’t benefit from the 
problems in the US financial sector. Hence, the European bond market failed to build 
out the gains following last week’s technical break higher above the necklines of the 
double bottom formations in the Bund, Bobl and Schatz. In the latter two, we are back 
below these necklines, in the Bund the neckline comes in at 111.54. This illustrates 
that sentiment on the European bond market is still very fragile. The problems in the 
US may also push the euro new all-time highs against the dollar, but whether this will 
support the European bond market much is very uncertain, as the weakness in the 
dollar will also drive the oil price to new record highs and increase the inflation risks in 
the short-term. 

In the UK, the PPI are expected to rise at their fa stest pace since the 70s, as the 
weakening of sterling intensifies the rise in imported commodity prices. Over the 
weekend, BoE’s Barker however warned that keeping monetary policy too tight could 
weaken the economy more than is necessary to get inflation back to target. Her 
comments suggest that the Bank isn’t eager to hike rates in response to higher infla-
tion data at a time the economy is slowing sharply. 

 

 

 
Bund fails to build out gains following technical break higher. 

 
Inflation expectations (black line) rebound, as oil (red line) sets 

new record highs. 
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Technicals Sept  Bund future  
 
The ST technical picture is still in 
overbought territory. The break 
above 111.54 has put the Bund 
under the upward influence of a 
double bottom formation with the 
targets at 113.22 and 113.43. 
 
Intra-day, support  comes in at 
111.54 (S1, neckline double bot-
tom), at 111.45/41 (S2, 38% re-
tracement recent rise/ MTMA), at 
111.20/17 (S3, break up/weekly 
envelope), at 111.11 (S4, 50% 
retracement recent rise) and at 
110.76 (S5, 62% retracement re-
cent rise). 
 
On the topside, resistance  stands 
at 112.02/07 (R1, break down/ 
STMA), at 112.57 (R2, last week’s 
high), at 112.60/61 (R3, first target 
ST double bottom/daily Bollinger 
bottom), at 112.78 (R4, second 
target ST double bottom) and at 
112.91 (R5, Irregular C-wave pro-
jection). 
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Currencies: Dollar feels the heat 
On Friday, markets were again in crisis and this time the currency markets didn’t es-
cape. The ongoing flow of negative credit headlines (Freddie Mac and Fannie Mae 
and IndyMac) also hit the US currency. EUR/USD that already cleared a series of 
important resistance levels on Thursday held stable in the 1.58 area during the morn-
ing session in Europe, but as soon as US traders got involved and as the negative 
news headlines/rumours multiplied, the dollar was sold aggressively. The steep rise 
in oil prices only aggravated the situation. This factor subsided somewhat later in the 
session, but as credit woes persisted, there was no respite for the dollar and the US 
currency closed the week at 1.5937, compared to 1.5788 on Thursday. The meas-
ures taken by the Fed and the Treasury in the weekend to address the problems at 
Freddie Mac and Fanny Mae take some of the heat from the dollar. However, with 
EUR/USD trading in the 1.59 area, the all-time highs are still within striking distance.  
Today , the US eco calendar is empty while in Europe only the May production data 
are on the agenda. However, all eyes in the market for sure will be on the develop-
ments in the US credit markets and, to a lesser extent, on the oil price.  
Already for some time, we have a neutral bias on EU R/USD and assume the 
pair to extend its sideways trading in the wide 1.6 020 to 1.5285 range . We as-
sumed that the eco picture in both regions was more or less similar as high inflation 
prevents both the Fed and the ECB to support their ailing economies and this joined 
inability to act was also mirrored in the EUR/USD price action. However, the latest 
episode in the credit crisis clearly puts the dollar under heavy pressure again. The 
problems at Freddie and Fannie pose a direct threat to the dollar as their debt is 
widespread owned amongst all kinds of major (foreign) investors (also central bank-
ers) and a loss of confidence in the solvency of those institutions would lead to a 
major sell-off of their bonds and thus also of US dollars. In this respect, it will be in-
teresting to see to whether the new measures will be able to ease the pressure in a 
sustainable way. The most recent developments are of course not really a strong ar-
gument for major surplus investors/countries to maintain a high/excessive USD 
weight in their long-term investment portfolios. The sharp rise in the interest rate 
rates of US Treasuries (market fears that the Treasury will need more funding to fi-
nance ‘the bail-out’/support of the US financial system) in this respect is not really 
comforting. So, in this context, we don’t see this rise in the US risk premium as a big 
help for the US currency, on the contrary.  
Looking at the technical charts, the 1.6020 all-tim e high now is the key point of 
reference. A break above this level would suggest a  further loss of confidence 
in the US currency and contain the risk of a (massi ve?) reposition of invest-
ments away from the US currency. Until now, this wa s not our preferred sce-
nario, but with the new episode of the credit crisi s such risks have clearly 
grown. For now, we hold on to our view that the mac ro fundamentals don’t call 
for break above 1.6020. On top of that, also for US  authorities, the incentive to 
contain the (USD) damage, is rising. A global loss of confidence in the dollar 
only would make the situation more complicated. How ever, we wait for a cool-
ing in the current tensions before buying/adding to  USD long positions and 
would firmly advise to put stop-loss protection on the dollar in case of a break 
above the 1.6020 barrier.  

 

 

 

 

 

 

 

 

 
 

EUR/USD: all-time highs within striking distance 
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Technicals EUR/USD 
 
Support stands at 1.5875 (reaction 
low), at 1.5822 (Weekly envelope), at 
1.5808/00 (STMA/Break-up), at 
1.5779 (MTMA), at 1.5701 (Boll Mid-
line). 
  
Resistance is seen at 1.5858/70 (Boll 
Top/Reaction high), at 1.6020 (All-
time high + Daily envelope), at 1.6182 
(Weekly envelope  

The pair is in overbought territory. 
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At the end of last week, the tension on the credit markets and the spike higher in the 
oil price also hammered USD/JPY. The pair dropped from levels above 107.00 to 
test bids below 106.00 at the open of the US stock markets. However, later in the 
session, the pressure already eased (partially due the fact that the rise in oil prices 
was blocked, at least for now). USD/JPY closed the day at 106.27, compared to 
107.08 on Thursday.   

The dollar opened rather weak this morning in Asia, but at least for now, the meas-
ures from the Treasury seem to be able the limited the damage on global markets. 
The losses on the Asian stock markets are not that excessive and USD/JPY quite 
easily holds above the Friday lows.  

Recently, we turned neutral on USD/JPY . The rejected test of the 108.58/62 area 
triggered a correction, but also this move found a bottom soon (correction in low the 
104.99 area on June 30). The resurfacing of credit woes due the developments at 
Freddie Mac and Fannie Mae also left their traces on USD/JPY, but after all, given 
the gravity of the problems, the damage for USD/JPY should be still be considered 
as not excessive. Of course, the technical picture for USD/JPY shows some cracks, 
but as long as the pair holds above the 104.99 reaction low, the range trading hy-
pothesis survives. Dollar optimists might see the fact that even the current turmoil 
isn’t able to push USD/JPY below a first technical important support level as a 
slightly ‘positive’ for the US currency. We look out whether the dollar can indeed hold 
up after the Fed measures. Courageous short-term players can try to play the estab-
lished trading range in a buy-on-dips approach. However, stop-loss protection to de-
fend a break of the 105 support area is highly warranted.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

On Friday, there were no important UK eco data on the calendar, but the return of 
the credit crisis obviously is also no good news for the sterling. For most of the ses-
sion the focus was on the dollar cross rates and EUR/GBP held a rather tight range 
in the high 0.79 area. However, another spike higher in the euro late in US trading 
also pushed EUR/GBP above the 0.8000 mark. The pair closed the session at 
0.8013, compared to 0.7981 on Thursday. The pair still trades in that area this morn-
ing.  

Since mid April, EUR/GBP developed a very uninspiring consolidation pattern  
(0.7766/0.8098). We turned neutral on EUR/GBP as the pair shows no trading mo-
mentum at all. An attempt to move higher early this month again ran into resistance 
soon. However, currently the pair comes again closer to the key 0.8033/34 area. The 
combination of rising tensions on the credit markets and an ongoing flow of negative 
news headlines for the UK economy and the UK housing market again seriously 
cloud the picture for the UK currency. The risk for a rest of the all-time highs in the 
0.81 area are again rising and we would not be surprised on a break in case the 
global credit concerns persist.  

 
USD/JPY: lower in the range, but damage not really excessive 

�� ��&$�' "��
�� ��($&'
	
���� ����� "�$%���
�� ��($�&

� ���$(%

�� �$'�%# "��
�� �$'���
�	��!
� ������ �$��(�
�� �$&*&'
�� �$&*��

Technicals USD/JPY 
  
Support stands at 106.07 (Reaction 
low hourly), at 105.63/59 (Reaction 
low/Boll Bottom), at 104.99 (30 June 
low), at 104.43 (09 June low). 
 
Resistance comes in at 106.70/78 
(ST high/daily envelope), at 106.91/08 
(Break-dwon/weekly envelope), at 
107.37 (200 MA), 107.75 (Last week 
high) at 108.28 (Weekly envelope) 
and at 108.58/62 (Reaction high/14 
Febr. high). 
 
The pair is in neutral territory  
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News 
US: Smaller trade deficit & surging import prices 
The May trade balance  showed an unexpected improvement. The smaller deficit of 
59.8 billion $ (60.5 billion $ in April and 62.5 billion $ expected) was due to a surprise 
decline in the quantity of oil imported that overcompensated for the higher oil prices. 
The quantity of oil imported was the lowest since October 2002. Taking a step back-
ward, the improvement in the real trade deficit was impressive: 43.6 billion $ versus 
46.7 billion $ previously. Looking at the April/May combined deficit versus Q1 trade 
deficit, it is obvious that net trade will make a substantia l positive contribution 
to Q2 GDP. The lower dollar and the still quite robust growth in the trade with other 
countries keep exports well underpinned (17.8% Y/Y), while weak domestic growth is 
having a negative effect on import that grew by 12.5% Y/Y.  

The June import price  report brought no relief. Import prices rose by a steeper-
than-expected 2.6% M/M and 20.5% Y/Y, the highest on record and up from an up-
wardly revised 2.6% M/M and 18.8% Y/Y in May. Petroleum, up 7.4% M/M and 
78.6% Y/Y were the main culprit, but also prices excluding petroleum rose by 0.9% 
M/M and 7.3% Y/Y and show a clear upward trend. Prices for iron and steel products 
were mentioned as showing important increases. The report suggests that while 
domestic wages behave well, material costs and impo rted goods prices are ris-
ing .  

The Michigan consumer sentiment  index for July was marginally up from 56.4 in 
June to 56.6 in early July and defying expectations for a decline to 55. The index has 
relentlessly fallen in the first six months to levels only seen in the 80-82 recessions. 
So while the small improvement might be a surprise, it is premature to draw the con-
clusion that consumer sentiment has bottomed or still less that an improvement is 
around the corner. The tax rebate checks might have played a role, even if they have 
been distributed since May or some other factor may have been in play. The im-
provement is in line however with the last few weekly ABC consumer comfort read-
ings that suggested some improvement. The current situation index improvement 
marginally while the expectation sub-index fell slightly further. The inflation indica-
tors brought disconcerting news . The 1-year inflation expectation increased to 
5.3% from 5.1% previously, the highest level since December 1981 and the 5-to-10-
year inflation expectations stabilized at 3.4%, the highest level since 1995. The Fed 
will certainly look at these figures with great concern.  

 
 

 

EUR/GBP: sterling feels the heat again  

Technicals EUR/GBP 
 
Support comes in at 0.7993 (Daily 
envelope), at 0.7978 (STMA), at 
0.7962 (Weekly envelope), at 0.7946 
(MTMA), at 0.7931/00 (Reaction 
lows).  
 
Resistance stands at 0.8022 (ST 
high), at 0.8033/34 (Reaction highs), 
at 0.8041 (Daily envelope); at 0.8051 
(Reaction high) and at 0.8098 (All-
time high). 
 
The pair is in overbought territory.  
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Sunrise Market Commentary

Monday,  14 July  2008 
 

Calendar 
Monday, 14 July Consensus Previous 
UK   

10:30 Input PPI (Jun) M/M Y/Y 2.6%/29% 3.8% / 27.9% 
10:30 Output PPI (Jun) M/M Y/Y 1.2%/9.9% 1.6% / 8.9% 

EMU   
11:00 Industrial Production (May) M/M Y/Y -2.3%/0.3% 0.9% / 3.9% 

Events   
06:00 Bank of Japan Monetary Policy Meeting   
15.45 Freddie Mac to hold 3 & 6 month bill auction   
16.00 Fed to hold its 28 day TAF auction   
16.00 Fed to vote on fin. Amendments to consumer protection rules for borrowers (sub-prime/hybrid)    
Italy BTP Auctions (3 Bn. EUR 4.25% 04/13 & 1.5 B EUR 4.7 5% 08/23   
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