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The yield on the benchmark
10Yr Treasury Note has
rallied since Tuesday, with
yields falling 19bps to
2.93%. In fact, the 10Yr
Note’s yield is currently
trading, intraday, at its
lowest yield late April 2009.
Lower economic forecasts
from Fed officials, along
with lower consumer
confidence, among other
things, have driven up
demand for Treasuries in
the last three days of
trading.
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Week in Review

Stocks have had an impressive rally over the past two weeks, despite mixed reports of
quarterly earnings this week and the sell-off today. Since its nine-month low on July 2, the
Dow Jones Industrial Average is up about 450pts and is currently trading around 10,135.
Recent economic reports have pushed stocks lower today, with the Dow trading down
about 2.2%. Since the beginning of the month, the yield on the 10Yr Treasury Note surged
as high as 3.12% on Tuesday, but has now ebbed and is trading around 2.93% today.
Furthermore, the yield on the 2Yr Note fell below 0.60% this morning, touching 0.577%
and marking a record low as the latest report of consumer sentiment dropped more than
forecasted.

The Fed released their June 23 FOMC minutes on Wednesday, whereby the officials
lowered their economic outlook for the coming quarters as “a number of members saw
the risks to the outlook as having shifted to the downside”. Moreover, the transcript
showed that “a few participants cited some risk of deflation”.

Advanced retail sales fell more than economists expected, falling 0.5% in June. Sales less
autos and gas for the same month rose just 0.1%. Industrial production slowed from 1.3%
in May to 0.1% in June as warmer weather helped boost utilities output. As such, the
capacity utilization held steady at 74.1%, after the prior month’s figure was revised down
from 74.7%. Headline wholesale prices fell more than expected, dropping 0.5% in the
month of June, while core prices inched up just 0.1%. On a year-over-year basis, headline
wholesale prices slowed from 5.3% to 2.8%, whereas core prices from the year prior
slowed to 1.1%. On the retail side, the cost of living in June fell 0.1%, but excluding food
and energy, consumer prices rose 0.2%. With that, year-over-year cost of living slowed
from 2.0% to 1.1%, while core retail prices remained at 0.9%. Recent fears of a double dip
recession or even deflation have floated around, but the rise in June’s core retail prices
eases some of those concerns.

Looking forward, housing starts and building permits for June are expected to fall 2.8% and
0.7% respectively from the month prior. Economists expect existing home sales to drop
8.1% in June. Leading economic indicators for the same month are expected to fall for the
first time in 14-months, down 0.3%.
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Treasury Yield Curve - Current vs. 1-Month Agency Spreads
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Treasury Market -- Historical Fixed Rate Market
Maty Current 1Wk Historical Maty Non-Call Us AAA BQ Muni Agency Calls - Euro
Change | 1Mo 6 Mo 1Yr JAL | Agency | Swap | C-Corp® | S-Corp’ [Maty [3Mo 6mo  1vr  2vr
3mo 0.15 -0.01 0.09 0.06 0.17 3mo 0.19 2Yr 0.64 0.70 0.71 -
6mo 0.18 -0.01 0.16 0.14 0.27 6mo 0.27 3Yr 1.09 1.17 1.18 1.09
1yr 0.25 -0.04 0.27 0.32 0.44 1yr 0.41 0.80 0.83 5Yr 1.97 2.06 2.06 2.03
2yr 0.58 -0.04 0.73 0.87 0.98 2yr 0.71 0.83 1.41 1.45 7Yr 2.54 2.61 2.67 2.64
3yr 0.94 -0.08 1.22 1.38 1.47 3yr 1.04 1.18 1.94 2.01 10Yr 3.03 3.10 3.21 3.21
Syr 1.69 -0.15 2.05 2.42 2.45 Syr 1.94 1.91 3.00 3.08 August TBA MBS
Tyt 2.35 -0.16 2.72 3.16 3.14 Tyt 2.65 2.46 391 4.00 Cpn | 15Yr-YId/AL 30Yr -Yld/AL
10yr 2.94 -0.12 3.26 3.68 3.57 10yr 3.42 2.94 4.74 4.82 4.00 2.84  4.10y 3.57  5.52y
30yr 3.94 -0.10 4.18 4.58 4.45 20yr 4.35 5.73 5.81 4.50 217 2.69y 323 3.64y
* Interpolated 5.00 175 2.24y 242 257y
5.50 1.79 233y 115 1.80y
6.00| 187 23y 057 17y
Key Market Indices
1Wk Historical FHLB Fixed Advance Rates Fed Fund Futures
Index Current Change 1 Mo 6 Mo 1Yr [Maturity] Chicago Boston Dallas Topeka Maturity Rate
Fed Funds 0.25 - 0.25 0.25 0.25 3mo 0.52 0.37 0.25 0.41 Jul-10 0.177
Primary Discount 0.75 - 0.75 0.50 0.50 6mo 0.58 0.43 0.31 0.54 Aug-10 0.180
2ndary Discount 1.25 - 1.25 1.00 1.00 1yr 0.73 0.62 0.48 0.70 Sep-10 0.185
Prime Rate 3.25 - 3.25 3.25 3.25 2yr 1.07 1.08 1.07 1.09 Oct-10 0.190
1 Month LIBOR 0.34 (0.00) 0.35 0.23 0.29 3yr 1.44 1.50 1.45 1.48 Nov-10 0.205
3 Month LIBOR 0.52 (0.01) 0.54 0.25 0.51 4yr 1.93 1.98 1.86 1.98 Dec-10 0.210
6 Month LIBOR 0.73 (0.01) 0.75 0.39 0.99 Syr 2.31 2.36 2.23 2.38 Jan-11 0.215
6 Month CD 0.72 - 0.75 0.32 0.95 Tyr 3.01 3.13 2.83 -- Feb-11 0.245
1 Year CMT 0.27 (0.03) 0.31 0.33 0.50 10yr 3.75 3.87 3.38 3.75 Mar-11 0.270
REPO O/N 0.17 - 0.10 0.04 0.10 Syr Am 1.75 1.76 1.87 Apr-11 0.305
REPO 1Wk 0.14 - 0.10 0.03 0.10 10yr Am 3.14 277 3.01 May-11 0.360
CoF National Med 1.80 - 1.83 213 2.48
11th District CoF 1.79 - 1.83 2.09 1.83
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Weekly Economic Calendar MBS Prepayments4
This Week & Next 3-Month CPR

Date Release Per. Est. | Actual | Prior | Revised] [Type 4.5 5.0 5.5 6.0 6.5
07/12 |U.S. Sells USD30 Bln 3-Month Bills; High Ylid 0.15% FH 5y Balloon 82.0 62.5 45.0 44.3
07/12  [U.S. Sells USD30 Bln 6-Month Bills; High Yld 0.2% FH/FN 7y Balloon 61.5 44.7 39.6 38.1
07/12 |U.S. Sells USD35 Bln 3-Year Notes; High Y1d 1.055% FN 10y 18.6 22.3 23.5 24.4 20.5
07/13 [Trade Balance I MAY |7$39.0B -$42.3B | -$40.3B -- FH/FN 15y 15.3 19.8 22.8 235 16.6
07/13 |U.S. Sells USD32 Bln 4-Week Bills; High Yld 0.150% GN 15y 8.8 8.8 15.1 16.8 16.3
07/13 |U.S. Sells USD21 Bln 10-Year Notes Reopening; High Yld 3.119% FH/FN 20y 8.2 19.8 24.5 28.1 18.4
07/13  |Monthly Budget Statement JUN  |-869.0B| -$68.4B | -$94.3B -- FH/EN 30y 6.4 17.3 26.8 35.2 24.9
07/14 [MBA Mortgage Applications 7/9 -- -2.90% 6.7% -- GN 30y 7.8 11.9 19.9 23.0 21.3
07/14  |Import Price Index (MoM) JUN 04% | -1.3% | -66% | -0.5% PSA Projections
07/14  [Import Price Index (YoY) JUN 53% | 4.5% 86% 8.7% Type 4.5 5.0 5.5 6.0 6.5
07/14 |Advance Retail Sales JUN -0.3% | -0.5% | 2% | -1.1% FH 5y Balloon 102 735 100 938 938
07/14  [Retail Sales Less Autos JUN -0.1% | -01% | +t% | -1.2% FH/FN 7y Balloon 490 480 850 802 --
07/14  |Retail Sales Ex Auto & Gas JUN 0.0% | 0.1% 0:8% | -1.0% FN 10y 510 547 511 515 460
07/14 |Business Inventories MAY 0.2% 0.1% 0.4% -- FH/FN 15y 510 553 519 514 447
07/14 |U.S. Sells USD25 Bln 56-Day CMB's; High Y1d 0.16% GN 15y 297 398 433 412 377
07/14 [U.S. Sells USD13 Bln 30-Year Bonds Reopening; High Yid 4.080% FH/FN 20y 326 537 689 482 532
07/14  [Minutes of FOMC Meeting FH/FN 30y 453 708 704 781 696
07/15  |Producer Price Index (MoM) JUN -0.1% | -0.5% | -0.3% -- GN 30y 323 560 639 679 655
07/15 |PPI Ex Food & Energy (MoM) JUN 0.1% 0.1% 0.2% --
07/15  [Producer Price Index (YoY) JUN 3.1% | 2.8% 5.3% -- Other Markets
07/15 |PPI Ex Food & Energy (YoY) JUN 1.1% | 11% 1.3% -- 1Wk Historical
07/15  |Initial Jobless Claims 7/10 445K 429K 4541< 458K Index Current | Chng 1Mo 6 Mo 1Yr
07/15 |Continuing Claims 7/3 4447K | 4681K | 4413k | 4434K | |Currencies
07/15 |Empire Manufacturing JUL 18.0 5.1 19.6 -- Japanese Yen 86.68 -1.94 91.44 90.78 93.93
07/15  |Industrial Production JUN -0.1% | 0.1% 2% 1.3% Euro 1.29 0.03 1.23 1.44 1.41
07/15  |Capacity Utilization JUN 741% | 741% | A% | 74.1% Dollar Index 82.57 -1.37 86.08 77.32 79.22)
07/15 |Philadelphia Fed. JUL 10.0 5.1 8.0 -- Major Stock Indices
07/16 |[Consumer Price Index (MoM) JUN -0.1% | -0.1% | -0.2% -- Dow Jones 10,140.0 | -58.1 10,409.5 10,609.7 8,711.8
07/16 |CPI Ex Food & Energy (MoM) JUN 0.1% | 0.2% 0.1% -- S&P 500 1,070.4 | -7.58 1,114.6 1,136.0 940.7
07/16 |Consumer Price Index (YoY) JUN 1.2% | 11% 2.0% -- NASDAQ 2,193.8 | -2.68 2,305.9 2,288.0 1,885.0
07/16 |CPI Ex Food & Energy (YoY) JUN 09% | 09% | 0.9% -- Commodities
07/16 [Net Long-term TIC Flows MAY | $40.0B | $35.4B | $83:6B | $81.5B Gold 1189.70 | -20.10 1230.50 1133.50 943.80)
07/16  |Total Net TIC Flows MAY -- $17.5B | $356B | $13.0B Crude Oil 75.57 -0.52 78.72 81.37 70.80
07/16 |U. of Michigan Confidence JULP 74.0 -- 76.0 -- Natural Gas 4.50 0.10 5.03 5.90 5.83
07/19 |U.S. to Sell USD30 Bln 3-Month Bills Wheat 579.50 | 41.50 476.75 549.75 609.00]
07/19 |U.S. to Sell USD30 Bln 6-Month Bills Corn 401.50 6.25 377.25 406.00 375.25
07/20 |Housing Starts JUN 577K -- 593K --
07/20 [Housing Starts MOM% JUN -2.8% -- -10.0% --
07/20  |Building Permits JUN 570K -- 574K --
07/20  |Building Permits MOM% JUN -0.7% -- -5.9% --
07/20 [U.S. to Sell 4-Week Bills
07/22 |Initial Jobless Claims 7/17 450K -- 429K --
07/22  |Continuing Claims 7/10 4590K -- 4681K --
07/22 |Existing Home Sales JUN 5.20M -- 5.66M --
07/22 |Existing Home Sales MoM JUN -8.1% -- -2.2% --
07/22 |House Price Index MoM MAY -0.3% -- 0.8% --
07/22 |Leading Indicators JUN -0.3% -- 0.4% --

Notes: ! Call Agy = Maturity at left w/ a 1-Year Call at Par; 2 Muni TEY (34% Fed, 2.0% COF); * S-Corp TEY Muni (35%, no TEFERA); MBS Prepayments are provided by Bloomberg
Source for the aforementioned indices, rates, descriptions, & economic indicators: Bloomberg, LP. Although believed to be reliable,
The Baker Group dogs not guarantee the accuracy of the listed information. This report was printed as of; 07/16/2010 12:38PM
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