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Recommendation Date Theme
MBS: Buy 100% FI premium Aug 5 Florida 6% slower prepay with less pay-ups
Agencies: Buy long lockout, intermed. mat. Aug 5 Strong relative value
MBS: Buy low MLB, HLB, low FICO 20yr 6% Jul 7 Historically low value allows capture of “free convexity”
UST: 2s30s steepener Jul 2 Market's focus is shifting to growth concerns
Agcy: Buy 3ncém 1x Jul'l Cheapest value in the callable agency market
Euro$: Aug 97.00/97.25 euro$ call spread Jun 19 Market will abandon view that Fed hikes by Sep
MBS: GNMA LLB vs conventional LLB Jun 10 Better convexity at lower price
Overnight: RBC CASH Index rebounds, 2007 mortgages suffer rise in delinquencies. The RBC CASH
index for Aug rebounded moderately, from 14.6 to 33.8 due to falling energy prices and rising
equity prices, although the level remains low and the headwinds facing consumers argue
against declaring the start of any uptrend. The WSJ is reporting an FDIC analysis that shows
that 0.91% of 2007-vintage mortgages were seriously delinquent after 12 months, almost 3
times the 0.33% for 2006-vintage mortgages. This news suggests the housing downturn could
last longer than previously feared.
Day ahead: Jobless claims, pending home sales, chain store sales, consumer credit, 30yr bond

auction. Initial jobless claims for the week ended Aug 2 are expected to have remained
elevated at 425K, clearly consistent with non-farm payrolls losses. Continuing claims for the
week ended Jul 26 are expected to have slipped to 3255K, still a rate surpassed only in the
wake of prior recessions. Pending home sales for Jun are expected to have dropped 1%,
suggesting a continued downturn in the housing market. The market expects that ICSC chain
store sales during Jul moderated to 4.0%, suggesting that the tax rebate checks had their
maximum impact in June. Finally, consumer credit for June is expected to have fallen to
$6.3bn, a low since Dec and suggestive of a slowdown in personal consumption. The Treasury
will auction $10bn of 30yr bonds at 1pm.

Asset Commentary/Assessment:

Eurodollars: Overnight yields lower. Yields fell along the curve, at much as 4.0bp for the Jun’09-Mar'10

Treasuries:

contracts. The market increased the odds of no Fed move in Sep from 52% yesterday to 56%,
and increased the odds the Fed will be on hold through yearend from 39.9% yesterday to
45.2%. We retain the view that the Fed will not hike rates by yearend, and our long eurodollar
position - a 97.00/97.25 call spread on the Aug options contracts — stands at 16.5bp (entry at
6.5bp).

Overnight, bull steepening. Treasuries rallied as equity futures sank and the price of oil rose.
The 2yr yield is down 5.7bp at 2.51%. The 10yr is down 2.5bp at 4.02%. Our 2s30s steepening
position steepened 4.1bp to 216.3bp, extending the uptrend in place since mid-June (support
off the lows lies at 202). Our trading desk strongly believes that the curve is set to flatten in the
wake of the 1pm 30yr auction, but the strategy team will ride out such a downdraft, as our
perception of the longer-term fundamentals remain that the Fed being pinned down will keep
the short end anchored, while inflation pressures will buoy the long end.



RBC

Capital
RBC) Markets RATES STRATEGY | RESEARCH

T.J. Marta
+1.212.858.6077
Ti.marta@rbccm.com

All of the views expressed in this report accurately reflect the personal views of the responsible analyst(s) about any and all of the subject securities
or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or indirectly, related to the specific
recommendations or views expressed by the responsible analyst(s) in this report.

The information contained in this report has been compiled by RBC Capital Markets (“RBC CM") from sources believed to be reliable, but no representation or warranty,
express or implied, is made by Royal Bank of Canada, RBC CM, its affiliates or any other person as to its accuracy, completeness or correctness. RBC Capital Markets is
a business name used by subsidiaries of the Royal Bank of Canada including RBC Dominion Securities Inc., RBC Dominion Securities Corp., RBC Dain Rauscher Inc.,
Royal Bank of Canada Europe Limited and Royal Bank of Canada — Sydney Branch. All opinions and estimates contained in this report constitute RBC CM'’s judgement
as of the date of this report, are subject to change without notice and are provided in good faith but without legal responsibility. This report is not an offer to sell or a
solicitation of an offer to buy any securities. RBC CM and its affiliates may have an investment banking or other relationship with some or all of the issuers mentioned
herein and may trade in any of the securities mentioned herein either for their own account or the accounts of their customers. Accordingly, the entities constituting RBC
CM or their affiliates may at any time have a long or short position in any such security or option thereon. Every province in Canada, state in the U.S., and most countries
throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their residents, as well as the process
for doing so. As a result, the securities discussed in this report may not be eligible for sale in some jurisdictions. This report is not, and under no circumstances should be
construed as, a solicitation to act as securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a
securities broker or dealer in that jurisdiction. This material is prepared for general circulation to clients and does not have regard to the particular circumstances or needs
of any specific person who may read it. To the full extent permitted by law neither RBC CM or any of its affiliates, nor any other person, accepts any liability whatsoever for
any direct or consequential loss arising from any use of this report or the information contained herein. No matter contained in this document may be reproduced or copied by
any means without the prior consent of RBC CM. The entities comprising RBC Capital Markets are wholly owned subsidiaries of the Royal Bank of Canada and are members of the
RBC Financial Group. Additional information is available on request.

To U.S. Residents:

This publication has been approved by RBC Dominion Securities Corp. (‘RBCDS Corp.”) and RBC Dain Rauscher Inc. (‘RBC DRI”), both of which are U.S. registered
broker-dealers, which accept responsibility for this report and its dissemination in the United States. Any U.S. recipient of this report that is not a registered broker-dealer or
a bank acting in a broker or dealer capacity and that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this report,
should contact and place orders with RBCDS Corp. or RBC DRI.

To Canadian Residents:

This publication has been approved by RBC Dominion Securities Inc. Any Canadian recipient of this report that is not a Designated Institution in Ontario, an Accredited Investor in
British Columbia or Alberta or a Sophisticated Purchaser in Quebec (or similar permitted purchaser in any other province) and that wishes further information regarding, or to effect
any transaction in, any of the securities discussed in this report should contact and place orders with RBC Dominion Securities Inc., which, without in any way limiting the foregoing,
accepts responsibility for this report and its dissemination in Canada.

To U.K. Residents:

This publication has been approved by Royal Bank of Canada Europe Limited (‘RBCEL”) which is regulated by Financial Services Authority (“FSA”"), in connection with its distribution
in the United Kingdom. This material is not for distribution in the United Kingdom to private customers, as defined under the rules of the FSA. RBCEL accepts responsibility for this
report and its dissemination in the United Kingdom.

To Persons Receiving This Advice In Australia:

This material has been distributed in Australia by Royal Bank of Canada -Sydney Branch (ABN 86 076 940 880). This material has been prepared for general circulation and does
not take into account the objectives, financial situation or needs of any recipient. Accordingly, any recipient should, before acting on this material, consider the appropriateness of this
material having regard to their objectives, financial situation and needs. If this material relates to the acquisition or possible acquisition of a particular financial product, a recipient in
Australia should obtain any relevant disclosure document prepared in respect of that product and consider that document before making any decision about whether to acquire the
product.

Copyright © RBC Dain Rauscher Inc. 2008
Copyright © RBC Dominion Securities Inc. 2008
Copyright © RBC Dominion Securities Corp. 2008
Copyright © Royal Bank of Canada Europe Limited 2008
All rights reserved. Member CIPF



