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Today: Treacherous payrolls. The payrolls report presents a particularly treacherous release for
short-term traders: the Sep figure, the July-Aug revision, and the benchmark revision. The
overall, longer-term theme will be more clearly discernible: softer. Economists expect the Sep
figure to show a rebound to 100K and that the negative Aug report will be revised higher.
However, the benchmark revision is expected to be downward with estimates ranging from -
200K - -400K. The report will cause short-term volatility due to the complexity of the release
and represents a threatening environment for traders. The longer-term picture will likely be
that the employment situation has been softer than originally thought. This will undoubtedly
stoke fears about the downside risks to growth, although we highlight the difference between
weaker job creation and actual job destruction, which we have yet to see on an aggregate
basis. Just as important to the Fed's dual mandate will be that the weaker job creation will
ease Fed concerns regarding the inflationary impact of capacity constraints. That said,
average hourly earnings are expected to remain elevated at 3.9%.

Overnight:  Quiet ahead of payrolls. CASH index rebounds. RBC’s Consumer Attitude and Spending
by Household (CASH) index for October showed a largely rebounded from the September
collapse, rising from 71.1 to 80.6. The rebound indicates the severe impact of the liquidity
crunch and the calming effect of the Fed's ease. However, the lack of a complete rebound
also evidences a remaining wariness about the financial situation.

Asset Commentary/Assessment:

Treasuries: The market will be going into NFP at recent flats on the curve. There was an attempt at
steepening Thursday, but more pension-related buying of the long end and dollar for dollar
extensions kept a bid in long end.

Swaps: Spreads moved slightly wider and the spread curve steepened marginally. Activity in the
swap market was muted with flows consisting of participants cleaning up positions ahead of
NFP tomorrow. Spreads should trade directionally after NFP.

Agencies: Light customer flows allowed bullets to wider slightly across the curve. Bullets in the 10yr
sector traded at attractive spreads to on the runs. In callables, there were good 2 way flow
across the curve, and spreads were constant with vol slightly lower. On the new issue front,
the GSE's continue to experience rich funding levels, which creates relatively strong demand
for secondary paper, especially when combined with the enormous amount of redemptions
that are occurring.

MBS: Mortgages finished Thursday ~ 1tick tighter vs the curve and 1+ tighter vs the swaps curve.
This marks the 4th consecutive day they have closed tighter to the curve. Up-in-coupon led
the stack, closing 1+ tighter. The 6.5 roll continues to be a source of frustration trading ~
3/32nds through carry. ~1.5bb in origination contributed to wider spreads throughout most of
the trading day, but post-3:00 spreads resumed their tightening course into the non-farm
report. The stronger rolls have kept a strong bid for MBS alive and the market is trading like
the worst is behind us. Specifieds seeing pay-ups rise in all vintage, loan balance, 10/20 and
40yr collateral.



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. Al 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. 2003
Copyright © RBC Dominion Securities Inc. 2003
Copyright © RBC Dominion Securities Corp. 2003
Copyright © Royal Bank of Canada Europe Limited 2003
All rights reserved. Member CIPF



