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chart

The market is poised on very powerful
support from the prior Highs in 2012 and
2013.

Note well that the market has bounced
powerfully from this level before- earlier this
year.

There is no compelling long or medium-
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The short-term bears would be further
emboldened by a break beneath the
diagonal (neatly coinciding with a
Fibonacci support) and they would begin
to sell again.
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— The UK Gilt —is it vulnerable?

FUNDAMENTALS:

As 2015 began and the UK General election began to loom large, as opinion polls
consistently pointed to a hung Parliament or a Labour government propped up by the
SNP, the Gilt entered a wide trading range.

Although political risk was a factor weighing on the Gilt, the UK economic fundamentals
were still to good to warrant a bear market in UK government Bonds:

UPDATE + Inflation was low and set to fall further on the then collapsing oil price,

Technical + Growth was holding up well,

Fundamental * The coalition government remained committed to fixing the public finances
* Interest rates were still at historic lows and looked set to remain there.

Fast-forward 5 months to the present and what has changed?

The UK General election delivered a surprise overall majority for the Conservative party.
So the job of reducing the budget deficit and debt to GDP ratio continues.

Inflation has for the first time in decades turned negative: deflation.

The Government is achieving its goal of reducing the budget deficit as evidenced by
today’s PSNCR and PSNB data.

And interest rates look set to remain at current low levels until at least the middle of next
year and longer if the Bank of England’s latest forecast turns out to be wrong and
deflation lasts longer than predicted
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The UK Gilt —is it vulnerable?

FUNDAMENTALS: conTinuED

So where are the negatives that could see the Bears take control of this market and send it on a
relentless journey lower?

Over recent months the oil price has rebounded from the lows. What initially looked like a
correction could develop into something more durable. The ISIS group that has conquered vast
swathes of Syria and Iraq are in control of roughly half of Irag. If they gain control of Irag’s oil
resources causing a net loss to the oil market, that would support the Oil price.

Since last years sell-off in oil was a major factor in crushing UK and global inflation, a sustained
rally would reverse what is a clear economic benefit to consumers and send inflation higher.

Additionally, if the US economy finally emerges from its winter torpor and leads the Fed to begin
hiking rates in the near future, global Bond markets would react negatively, including the Gilt.

So, although the conditions are not yet right to call a bear market in the Gilt, those conditions
could quickly and easily fall into place.

On the other hand, there is one offset on the near horizon that could further support the low
inflation environment. That is if Iran and the major powers reach an accord over Iran’s nuclear
program. This would lift sanctions and allow Iran’s vast oil reserves back into the market.

There are many factors at work in the government bond markets. The net effect is of them is far
from clear. The least predictable of these, as ever, is the price of oil and the politics of the Middle
East. They could yet be the decisive factor once again.
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The material and information set out in this research is not intended to be a quote of an offer
to buy or sell any financial products. Any expression of opinion is based on sources believed
to be reasonably reliable but is not guaranteed as to accuracy or completeness.

The material and information herein is general and for informational purposes only. Although
Seven Days Ahead endeavours to provide useful information they make no guarantee as to
the accuracy or reliability of the research.

The derivative market comprises volatility and considerable risks. To the maximum extent
permitted by law no responsibility or liability can be accepted by Seven Days Ahead, any
company or employee within its group for any action taken as a result of the information
contained in this presentation. You are requested not to rely on any representation in this
research and to seek specific advice from your accountant, legal adviser or financial services
adviser when dealing with specific circumstances.

Seven Days Ahead is regulated by the UK Financial Conduct Authority.
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