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At the tail end of 2011, breakeven inflation rates generally around the globe rose, mainly as a result of the move higher in oil prices and the more positive tone in
the equity markets.

UK

In the UK, this has been exacerbated to a certain extent by a lack of supply in index-linked gilts over the past few weeks. Inflation has been stubbornly high for a
long time but is set to fall sharply this year, reflecting base effects, including last year's VAT increase and commaodity price rises dropping out of the annual
comparison and slightly stronger sterling.

Given this likely fall in UK inflation, UK breakevens appear to be a little high (see 10 year BEIR graph below). However, there appears to be a good correlation
between UK BEIRs and the UK equity market. Should the current strength of equities be maintained, then we should be able to sell breakevens at higher levels e.g.
selling 10 year breakevens at nearer 2.9% compared with the current 2.74% (see 10 year BEIR graph below).

As for the breakeven curve, we feel that 50bps between 10s/30s in the UK appears to be a little steep i.e. 2.74% (10yr) to 3.24% (30yr). On that basis, when the
time is right to buy breakevens, we would favour the longer end.

EU

We feel that breakevens in the eurozone are at the moment fundamentally too low, given the ECB's target range of "below but close" to 2%. This would suggest a
long run equilibrium breakeven of about 2.25%. This compares with the current 10 year breakeven (DBRi 3.75% 2020 v DBR 3.25% 2020) in Germany of 1.67%
and 1.98% (FRTR 2.1% 2023 v FRTR 4.25% 2023) in France. see figures below.

Although a meaningful resolution of the eurozone problems does not look imminent, to say the least, over time German breakevens should revert back to at least
2%. From a French perspective, the recent reports of President Sarkozy's idea of "social VAT" in his annual presidential address will have the effect of increasing
the standard rate of VAT of somewhere between 2% - 4%. If you are holding French conventional bonds, consider buying French breakevens at these levels.
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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
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