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Figuring out the extent of the Fed's next shopping spree of US
Treasuries may be the single most important dynamic in bond and
currency markets today.

Out of the $300 billion in planned Treasury purchases, the Fed has
bought $156.528 billion so far, and is likely to use the June FOMC
meeting to signal the schedule of buying the remaining balance.

With soaring bond yields shrugging the treasury purchases, there
has been mixed reports as to whether the central bank will step up
Its purchases to a new target (dollar negative) or slow down the
pace (less dollar positive).

A year ago this year, Bernanke's dilemma was inflation vs. saving
the financial system. He eventually realized he needed to opt for
the latter. Today, the dilemma is between soaring yields in a
recession vs. further liquidity flooding and a dollar crisis.
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Rising appetite prevails during improved investor confidence, which
IS reflected in rallying equities.

Rising appetite drives investors to seek CARRY TRADES by selling
short lower yielding currencies --aka low-risk or funding currencies--
(JPY, USD, CHF) i.e. borrowing and converting them into higher
yielding currencies (AUD, NZD, GBP, EUR, CAD and NOK) to
capture the yield differential. The resulting upward impact on high
yielding FX Is another advantage of these carry trades.

Currency pairs most likely to strength during improved appetite are
AUDUSD, EURUSD, GBPUSD, AUDJPY, AUDNZD, CADCHF and
CADJPY. As risk appetite starts to ease off or drops sharply (RISK
AVERSION)), FX carry trades are unwound and higher yielding
currencies lose ground to the benefit of the likes of JPY, USD and
CHF. FX carry trades are most prevalent in pairs of wide yield
differentials i.e. AUDUSD, AUDJPY, AUDCHF, NZDUSD, NZDJPY,
NZDCHF and so on

A CMC Market:
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01/01/2009 6/ 12/ 2009 Jaily Calculation  |(MaNMEEREY Local CCY
Correlation Matrx (19 Rows x T Columns)
SeCUrty sPE 17 INDU AL SGEL0 CLA MHEF
11) 5P 1,000 0,980
12) GT10 0,430 00,286 0,609 0,176 0,173
13) GEPUSD 0,216 0,194 0,160 0,356 0,445
) INDL 0,506 0,579
1] LK 0,539 0,719
1) MEF 0,535 1,000
1) ALUDUSD 0,505 0,590
18) USGE10 0,344 0,370
9] CLA 1,000 0,535
A NZDUSD 0,436 0,516
) CADIPY 0,615 0,576
2] ALDIPY 0,542 0,593
B MZDIPY 0,516 0,567
4] ®AL
&5 ELURLISD 00,2810 0,302
£ EURIPY 0,480 0,434
I LSOMOK -0,481 0,526
2 USDCAD -0,574 -0, 544
) Dy -0, 866 0,828 -0, 162

Color bands based on Statistical Significance: Most Significant significant
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Security SFH 1 INDU

1] 5P 1.000 (0,993
1) GT10 (0,883 0,891
13 CLA 0,251 0,258

¥ MZDUSD
15 MZDJPY
18] EURUSD
) GRPUSD
18] AUDUSD
1) EURIPY
2] AUDIPY
21) THDU

Z) U5GGE10
) KAl

M) CADIRY
25) MxEF

3] UK

J) USDCAD
) USDNOK

M) Dy -0.827 -0,842

Colar bands based on Statistical Significance:

Calculation
Correlation Matrix (19 Rows x 7 Calumns)
KA L5GEGE10 CLA MAEF

0,690 0,251
0,794

1,000

0,584

0,620

0,536

0,518

0.675

0,624

0,656

0.661

0,333

0,715

0,603

{1, 649

-0.681

-0.670
-0,919

Mozt Siagnificant significant
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05/01/2000 06/ 12/2009 aily Calculation Lacal CCY
i Correlation Matrix (19 Rows x 7 Columns)
SeCurtty SR 7 INDLU HAL U5GEG10 CLA MHEF MEY

1] 5P 1. 000 0,987 0,539

1) GT10 0712 0,730 0,70

13] IO 0,363 0,326

W) CLA

15 AUDIRY

1) Uk

1] ALDUSD

18) NZDIPY

18] ELRIPY

A MZDUSD

21) CADIRY

2] GEPUSD

A EURLISD

M| MHEF

2] USDCAD

%) USEGE10

) USDMNOK

2B KAL)

A Dy -0,569 -0.572 0,963

Color bands bazed on Statizfical Significance: Most Significant aignificant
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Is the 4-year low interval a coincidence? \
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For more information,
please contact me at:
ashraf@ashraflaidi.com
Or visit

www.AshrafLaidi.com
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