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Day ahead:

Overnight:

No data, Fed’s Lacker, Rosengren. The Fed’'s Lacker and Rosengren will speak regarding
liquidity and credit risk.

LIBOR sets higher, end of the major bank crisis? more rice panic. 3-month LIBOR set 9bp
higher to 2.91%, a high since before the Bear Stearns crisis. The 1-month LIBOR over OIS
spread jumped 6bp to 84.5bp, a high since mid-Dec when the Fed first introduced the TAF
program. During the Aug’07 CP crisis, the spread reached 95bp, and during the Dec’07
yearend credit crunch crisis, the spread reached 110bp. In the 3yrs prior to the Aug’07
meltdown, the spread median registered 6.5bp. Markets reacted to the worse-than-expected
earnings report of a major US bank quite positively; apparently, the sentiment is that the worst
of the credit crunch is over. Rice traded to a new record high of $24.26/100lb, with analysts
suggesting that governments have resorted to attempting to hoard the grain.

Asset Commentary/Assessment:

Eurodollars: Overnight, yields higher. Yields rose 3-10.5bp with the largest rises in Dec’08-Jun’09 range.

Treasuries:

MBS:

Swaps:

The odds of a 50bp cut on Apr30, fell further to 12%. However, to the extent rising LIBOR
negatively impacts financing costs and the real economy, as indicated by Donald Kohn, it might
actually push the Fed into more aggressive easing later on. The expected trough for the Fed
Funds has risen to 2.00%, with the Fed expected on hold throughout H2'08.

Overnight, even more bear flattening. The 2yr yield rose another 8bp to 2.18%, and it is now
outpacing the uptrending channel and testing the double top high of 2.20% during March. The
10yr is up 4bp to 3.76%, is well above the uptrending channel in place since Mid-Mar. The
76.4% retracement of the Feb-Mar decline lies at 3.80%. The 2s30s curve collapsed 6bp flatter
to 236bp. The next support is 220bp, the high of mid-Feb.

Yesterday, roller coaster for spreads. Most of the excitement was saved till the end as MBS
spent most of the day wider to the curve despite strong overseas buying again in 5.5's and 6's.
Yesterday's convexity hangover continued, with 5.5's lagging on better servicer related selling
most of the morning. After swaps made a remarkable reversal in the afternoon from their
widening trend, mortgages followed tightening in ~16/32nds from the wides. 5.5's and 6's led
the stack into the close, ~8bps tighter to the treasury curve and ~5bps tighter to swaps; the
tights of the session. CC MBS have moved over 2 handles in less than a week and up in
coupon seems a little over done and we like moving from 5.5's to 5's. Rolls continue to remain
well bid as Libor continues to reset higher, and they are currently implying ~50bps through the
1m Libor rate. This is a very strong sign for MBS and the basis could find more strength into
higher dollars as convexity unwinds pause.

Yesterday, volatile day in the swap market. After gapping wider this morning, spreads
reversed sharply in the afternoon and managed to finish tighter by a couple across the board.
The buzz around the swap market remains the Libor reset situation. There are lots of cross
currents in the market right now, and they generally continue to involve de-leveraging. The
market will present/offer value at some point, but for now the reality remains (curve/outright) a
disconnect between price action and data. Our flows in general were light, although we did see
receiving interest this morning off the back of the initial widening.
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