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FRei CAN AUS NZ
10Y 30Y 10Y 30Y 10Y 30Y 10Y 10Y 30Y 5Y 30Y 30Y 5Y 7Y

IL BOND 2.5%20 2%35 2.125%19 3.375%32 1.0%17 3.15%32 1.6%15 2.1%17 2.35%35 3.5%15 3.5%28 3%36 4%15 4.5%16

REAL YIELD 0.88 0.89 0.84 1.74 0.60 1.27 0.45 1.69 2.26 0.77 1.32 1.46 2.34 2.35

RPI/CPI 5.00 5.00 1.10 1.10 1.40 1.40 1.30 1.30 1.30 0.90 0.90 1.40 2.90 1.80

TOTAL RETURN 5.88 5.89 1.94 2.84 2.00 2.67 1.75 2.99 3.56 1.67 2.22 2.86 5.24 4.15

12MTH HEDGE 0.20 0.20 0.09 0.09 0.09 0.09 0.09 -0.41 -0.41 -0.54 -4.46 -3.27

TOT.RET. £ 5.88 5.89 2.14 3.04 2.09 2.76 1.84 3.08 3.65 1.26 1.81 2.32 0.78 0.88

CONV BOND 4T20 4.25%36 2.75%19 5.375%31 3.75%17 5.75%32 5%16 5.25%17 5%34 3.75%17 5%37 6.25%15 6%17

YIELD 3.38 4.23 2.56 3.80 2.19 3.40 2.07 3.11 4.68 2.33 3.68 4.81 5.11

SIMPLE BEIR 2.50 3.33 1.72 2.06 1.59 2.13 1.62 1.42 2.43 1.55 2.22 2.47 2.76

Note : All yields have been annualised.
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The jury is still out as to whether the markets are going to experience a deflationary spiral or an inflationary bubble. There is no doubt that we have been
going through some nervous times of late, and the deflationists have been extremely vocal, particularly with the continuing worries over the
sustainability of the global recovery. We nailed our colours to the mast some time ago. We have always maintained that in time, QE would provoke more
general asset price inflation. As we can see from the breakeven levels below, inflation expectations are higher in the UK than most other world markets.
Using 7-10 year BEIRs:
Eurozone : 1.59% (see attached graph)
US : 1.72%
UK : 2.50%
This shows that UK index linked gilts are pricing in a higher level of inflation than most of the developed world. The market is clearly telling us that the
UK faces the greatest inflation threat. We have considered at length that due to the fear of the double dip, the UK authorities will keep their foot on the
throttle longer than is probably necessary. Relative to the size of the UK economy, the Bank of England must be one of the most committed central banks
to QE. The likelihood of them getting behind the curve is high. In fact, this might well be their intention. No central bank could fail to manufacture inflation
if it really wanted to.

The problems of massive public debt, precarious bank balance sheets, an overstretched consumer and unemployment have not gone away. Despite this,
UK inflation remains stubbornly high. In part, this is probably due to sterling’s slight depreciation over the last year. Also, as the government tries to
grapple with rebuilding the public finances, there has been an increase in indirect taxes and duties. If it weren’t for these, headline inflation might be a lot
lower and probably more in-line with the US and eurozone. With concerns rising over the failure of the BoE to foresee recent rises in inflation (today's
FT), we reiterate that we strongly recommend buying UK breakevens.
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The information used here is obtained from sources that we consider to be reliable but its accuracy and completeness cannot be guaranteed. The opinions and
conclusions contained are those of King & Shaxson Limited. ("K&S"), and are subject to change without notice. No responsibility is taken for any losses, including any
consequential loss, which may be incurred by acting upon such recommendations or information.

Whilst all reasonable care has been taken to ensure that the facts stated herein are accurate and that the forecasts opinions and expectations contained herein are fair
and reasonable, neither the author nor K&S has verified the information contained herein and accordingly none of the author, K&S nor any of their respective directors,
officers or employees makes any representation or warranty, express or implied as to the accuracy or completeness of the information or opinions contained herein and
shall not be in any way responsible or liable for the contents hereof and no reliance should be placed on the accuracy, fairness or completeness of the information
contained in this document. No person accepts any liability whatsoever for any loss howsoever arising from any use of this document or its contents or otherwise arising
in connection therewith. Nothing in this paragraph shall exclude liability for any representations or warranties made fraudulently. The material does not attempt to
describe all the economic, political, competitive and other factors that underlie any estimates, forecasts, or opinions, or potential changes that could affect the
assumptions on which these estimates, forecasts and opinions are based. K&S makes no representation that the information is current. In particular, but without
limiting the preceding sentence, statements of fact or opinion regarding securities, investments, financial products, companies, markets, territories or particular
circumstances may not be up-to-date or may not represent the current opinion of K&S.

Any opinions, forecasts or estimates herein constitute a judgment as at the date of this report. There can be no assurance that future results or events will be consistent
with any such opinions, forecasts or estimates. This information is subject to change without notice. It may be incomplete or condensed and it may not contain all
material information concerning the Company.
This document does not constitute or form part of and should not be construed as any offer for sale or purchase of (or solicitation of or invitation to make any offer to buy
or sell) any securities nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.

The information contained in this transmission is legally privileged and confidential information intended only for the use of the individual or entity named above. If the
reader of this message is not the intended recipient you are hereby notified that any dissemination, distribution or copy of this facsimile or any parts of it is strictly
prohibited. If you have received this facsimile in error, please notify us immediately by telephone +44 (0)20 7426 5950 and speak to Compliance).
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