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Bund-Bond Yield Differentials suggest strength in EUR-USD going forward

Take a look at the Bund-Bond Yield Differential v/s EUR-USD chart below. The blue line on the graph represents
the EUR-USD rates (tracked on the right hand scale) while the grey line charts the differential between 10-yr yields
on EUR Bunds and US T-Bonds, on the left hand axis. There is a positive correlation between the Yield Differential
and the EUR-USD exchange rate. Simply put, the Euro rises against the Dollar if the Bund yields rise in comparison
to the Bond yields. Emerging trends in the yield differential can, therefore, provide a good idea on where the EUR-
USD could be headed.
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There is a trendline coming up from the Jun-06 low of —1.18% on the Yield Differential chart, joining the Nov-08 low
of —0.2%, which now provides support just below the current differential level of 0.06%. Should this Support
remain intact, the differential may increase going forward. That would be a positive for the Euro vis-a-vis
the Dollar.

has the potential to rise some more

www.fxthoughts.com before it meets Resistance at 3.5%. If

USD T-Bond Yields since 2007 | 378 1 determine the chances of the
g-%g differential increasing going forward
475 we first look at the US Yield chart
452 alongside which shows yields on 10
4.00 and 30 yr T-Bonds. The 30-Yr Long
3-Z3  Bond yield (4.29%) has reached a
— 10 yr 3.25 Resistance level (see the Red
—30yr 392 trendline). The 10-Yr yield (3.32%)
2.50
225
2.00
1.75

the Resistances on the 30-Yr and 10-

1 g-May-Og ) T T T T T L] T T T T T T T T 1

N~ | il N~ I I O O © o o W W O O D D . .
0’5223502222082380322208 Yr hold going forward, the yields could
S 58 & 5983850858398 28 3888 s i -
2,<,t§%32&'§zo—,>u.§<§:.rg$qzou_§< ga_llclf,sentc_ththeBundBond

U o] Pl A D - 2 P N A R N R
S8y eglRgegsatbygses ifferential up.



s/ \

KSHITIJ.COM

The Colour of Money

08-May-2009 Page 2

T o

Euro Bund Yields since 2007 - 5.00
+ 4.75
N
+4.50
+4.25
+ 4.00
+3.75
—10 Yr | 350
—30Yr
+ 3.25
www.fxthoughts.com - 3.00
275
555555555333883883383332833
5 &£ >E 5 a2 9 9 5L >5HAaB 2995 £ >
288322328358 2883z238028¢8=2283
T PO S LA I N Py AT N S N
g gddsreargegdrgggese

EUR-USD 3 day Candles from Mar '08
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The Sensex vis-a-vis the World — A Corrigendum

The Sensex still beats the world

www.dollar-rupee.com

Further, Euro Yield chart alongside
shows that the yields have been
rising since the beginning of March
‘09 and have at least a 50% chance
of rising further. If so, this too could
boost  the Bund-Bond yield
differential.

All of this, put together, would be
bullish for the Euro. However, in
case the Bund-Bund Yield
Differential (currently +6 bp) goes
into negative territory going forward,
the Euro could take a big beating
against the Dollar.

The make-or-break situation on the
Bund-Bond Yield Differential chart is
reflected in the Euro chart as well.

As can be seen on the 3-day
Candlestick chart alongside, there is
a trendline coming down from the
Jul-08 high of 1.6038 that provides
Resistance near 1.3550.

If and while this holds, there may be
a chance of the Euro falling back
towards 1.25 in the weeks/ months
ahead. However, should this
Resistance at 1.3550 break, the
Euro could skyrocket to 1.40-42.

The chart alongside plots the
Log of the percentage move
in Sensex, Dow Jones
Industrial Average, Nikkei
and MSCI’s Emerging
Market Asia indices since
Jan-98. The Sensex is seen
to have outperformed all the
other indices, compared to
the Jan-98 levels. The
Sensex outperformed the
others in the bull run of
2003-08. Even during the fall
3.8 of 2008-09, it was beaten
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only by the Dow. It beat both
the EM index and the Nikkei
during the fall.
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w orld over the last 10 years. In other words, the
Indian equity market is driven more by global
developments, than by domestic factors.
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