Our Guides - the Technical Trader’s Guide and the Macro Trader’s Guide both deal with these and many other
markets in much more detail over multiple time- frames. Key Trades Bulletins subscribers receive a detailed
report on every trade we enter for our Key Trades Portfolio. More details about all these products: CLICK HERE

Market Update 18" June 2009

The UK Gilt Market looks vulnerable at
these better levels

The Technical Trader’s view:
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Long Gilt Continu,

DAILY Cont. CHART

[Daily continuation charts
are needed in the absence
of substantial price action
in the front month
contract.]

Note the interesting
completion of a large
I ’) -5 Double Top (surely?) and
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And a new failure and
descent back down
through the 116.52 low
would set the seat on a
renewed and confirmed
bear market.

Now look closely at the
Sep 09 chart.
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The Gilt has rallied hard over recent days as traders have begun to doubt the strength of early
signs of recovery in the UK economy. Only last week, traders were confident that several
weeks of improving data was evidence the UK recession was coming to an end and an early
return to growth was imminent.

With a substantial fiscal and monetary stimulus in place, traders we had been concerned the
authorities wouldn’t act fast enough to neutralize this in order to prevent a fresh outbreak of
inflation, which together with the worst peace time public finances on record, could have led to
a vicious bear market in the Gilt.

The evidence for the growth optimism was clear:

- Two months of better than expected PMI Services surveys which now predict a return to growth
in the service sector,

- Both the Nationwide and HBOS released house price surveys showing prices had increased
month on month,

- The RICS housing market survey has improved significantly over recent months, and
- The NIESR GDP estimate looks set to predict either flat or a small positive for Q2 GDP.

Other data has supported the recovery scenario too, especially the improvement in mortgage
approvals.
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But recently, sentiment in the US has turned mildly negative due to doubts that business
spending will be sufficient to support recovery. Also, several key Euro zone data releases have
shown the Euro zone economy is further away from recovery than previously thought. And with
today’s UK retail sales report showing greater weakness than expected, traders are
temporarily ignoring the stronger domestic UK data and reacting to international
indicators and the Gilt is enjoying a recovery.

Yet the bear market in the Gilt can hardly be over. UK Government debt ratios are set to hit
levels not seen since the First World war and if traders now doubt the strength of recovery,
which we do not, those debt levels will only worsen.

Moreover, forecasts of CPI inflation falling to below 1.0% and close to zero have so far proved

incorrect; CPI released on Tuesday, was worse than expected and rose from 2.0% to 2.2%
year on year.

This makes it more likely than not that the current price action in the Gilt is only a correction.
Traders hate out-of-control government borrowing and they also hate rising inflation. WWhen the
two are mixed it is usually a lethal cocktail.

If it were only the UK that was set to issue unprecedented levels of debt over the next several
years, one could almost accept that the market could absorb it, albeit at slightly higher yields.
But with all the major economies, especially the US with a $1.8T deficit in the same
predicament, markets are only going to absorb the mountain of new debt at increasingly
higher bond yields, and we judge the Bear market in the Gilt is only in its early stages.
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