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B Treasuries were little changed — Treasuries were little changed today. 10yr
Treasuries sold off 1.8bp to close at 2.52%. Brett Rose
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m 30y TIPS Auction — Today’s 30y TIPS reopening auction stopped through the 1pm brett.rose@citi.com
level by 2.25bp for a yield of 1.33%. The demand for the reopening was above K
. o - elly Wang
average, with a Citi Strength indicator of 65%. 11-212-723-7752

i kelly3.wang@citi.com
® Chart of the day — The Bloomberg Consumer Comfort Index declined to the lowest

level since February as American grew more concerned over the U.S. fiscal issues.
(Figure 1)

Figure 1. Consumer Confidence in U.S. Declines to Eight-Month Low

Source: Citi Research, Bloomberg
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US Rates Chart Pack — October 24 Close

Macro Evaluation

Below are our estimates of fundamental fair value of US Treasuries.

Figure 2. Fair Value Model Levels and Residuals

Model (%) Market (%)  Current 1Week Avg 1Month Avg 3 Month Avg 1 Year Avg

2 0.26 0.30 0.04 0.04 0.05 0.04 0.08

5y 173 130 (043) (0.42) (0.38) (0.30) (0.30)

10y 2.98 252 (0.46) (0.47) (0.43) (0.35) (0.64)
30y 3.97 361 (0.36) (0.36) (0.32) (0.24) (0.63)
5y5y 423 392 (031 (0.31) (0.26) (0.18) (0.80)
10-30 Curve 0.99 1.09 0.11 0.11 0.11 0.11 0.00

Source: Citi Research

Figure 3. 10 Year fair Value Treasury Model
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1.00 3.75
0.50 3.25
0.00 2.75
(0.50) - 2.25
(1.00) 4- 175
(1.50) 125
Aprl2 Jul12 Oct12 Jan13 Aprl3 Jul13 Oct13
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Figure 4. Path of Fed Funds Implied from Economic Projections
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Source: Citi Research. We use a modified Taylor Rule to create a path of Fed Funds from Citi's economic
projections. See “Updating Our Treasury Fair Value Model” in our 2012 US Rates Outlook.
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Figure 5. 10y-30y Treasury Curve Model
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Figure 6. 5y5y Forward Model

Residual  ===Market Value (right) —===Model Value (right)
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Figure 7. 2 Year Treasury Yield Model Figure 8. 5 Year Treasury Yield Model
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Economic Fundamentals, Flows/Positioning, Liquidity

Figure 9. Citi Growth Index
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Source: Citi Research

Figure 10. Citi Economic Surprise Index
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Figure 11. Treasury Off-the-Run Spread
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Figure 12. Citi Liquidity Index
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Federal Reserve Treasury Holdings

Figure 13. Size of Treasury Market and Fed Ownership
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Source: Citi Research, Federal Reserve, US Treasury

Figure 14. Percentage of Treasury Duration Owned by Fed
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Investor Positioning and Flows

Figure 15. Treasury Futures Duration vs 10yr Yield Figure 16. Citi Duration Survey vs 10yr Yield
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Figure 17. Estimated Money Manager Duration vs. 10yr Yield Figure 18. Estimated hedge Fund Duration vs. 10yr Yield
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Figure 19. Flows ($ Billions)
Week of Aug Jul Jun  3moAvg  6mo Avg
9/11
Bond Mutual Funds 1.24 (2.33) 21.25 (29.59) (3.55) (2.38)
Bank Credit (9,981.4) (36.4) 16.1 (28.2) (16.2) (5.6)
Securities (2,662.5) (19.2) (13.7) (31.8) (21.6) (8.0)
Tsys and Agencies (1,773.8) (21.9) (27.2) (23.0) (24.0) (12.8)
Loans and Leases (7,314.1) (14.6) 13.6 235 75 6.1

Source: Citi Research, Federal Reserve, ICI
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Figure 20. Growth Indicators

Figure 21. Inflation Indicators
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Figure 22. Asset Indicators Figure 23. Definitions
10y Rate 1yloyVol 8P 500 16 Credit wDolar Index Indicator Percentile of
Asset
100% 10y Rate bp change in on-the-run 10-yr treasury yield
1y10y Vol % change in US swaption normal vols
5% S&P 500 % change in S&P 500 index
IG Credit % change in 5y IG CDX Index
Dollar Index % change in dollar index reflecting international value of the US$
Growth
Retail Sales change in percentile of 6m average of retail sales less autos/gas (MoM % change)
Initial Claims change in percentile of difference of US initial claims 4w MA and index avg over 1986-2009
Industrial Prod change in percentile of % change over 1Q of US industrial production
Construction change in percentile of % change over 1Q of census construction spending total

Capital Goods
NFP

change in difference of capital goods new orders nondefense less aircraft/parts and 6m avg
change in percentile of US employees on non-farm payrolls (MoM % change)

Inflation

-15%

-100%

10y Breakeven
Core CPI

1w Change

Source: Citi Research

1m Change

Capacity Util

3m Change
Labor Costs

bp change in generic 10-yr breakeven

change in US urban consumers less food & energy CPI (YoY)
% change of US capacity utilization as % of total capacity

% change of US non-farm/business unit labor costs

Source: Citi Research

Figure 24. Percentiles and Correlations with 10yr Rate Changes

3m Correl 6m Correl 1y Correl 1w im 3m
Change Change Change
10y Rate -48% -34% -T%
1y10y Vol 0.84 0.81 0.74 -42% -76% -75%
S&P 500 (0.16) (0.14) 0.16 45% 58% 25%
IG Credit 0.21 0.27 (0.08) 12% -76% -28%
German 10yr 0.78 0.77 0.81 -68% -24% 26%
Italy/Spain 10yr 0.65 0.52 0.17 -54% -48% -51%
$/EUR (059)  (049)  (0.14) 45% 67% 70%
Dollar Index 0.65 0.62 0.29 -40% -61% -70%
Source: Citi Research
Carry and Rolldown
Figure 25. 3 Month Treasury Carry and Rolldown
2 Year 3 Year 5 Year 7 Year 10 Year 30 Year
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Carry (bp) 3.2 4.7 6.8 74 7.2 49
Roll-down* (bp) 38 6.7 71 6.8 12 (3.5)
TotalR+C 7.0 114 139 14.2 8.4 14
Source: Citi Research
Figure 26. 3 Month Swap Carry and Rolldown

2 Year 3 Year 5 Year 7 Year 10 Year 30 Year
Carry (bp) 2.8 43 6.5 7.1 6.9 44
Roll-down (bp) 4.8 8.2 9.2 6.7 4.1 0.2
TotalR+C 7.6 125 15.7 13.8 11.0 4.6

Source: Citi Research

Figure 27. 2yr Treasury — 3 Month Carry and Rolldown
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Figure 29. 10yr Treasury — 3 Month Carry and Rolldown

Figure 28. 5yr Treasury — 3 Month Carry and Rolldown
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Figure 30. 30y Treasury — 3 Month Carry and Rolldown
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Carry and Rolldown — Curve and Fly

Figure 31. 2s10s Flattener — 3 Month Carry and Rolldown
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Figure 32. 10s30s Flattener — 3 Month Carry and Rolldown

2 ——C+R (cvx adj) — R

(1)
Jun1l Sepll Decll Mar12 Jun12 Sepl2 Decl2 Mar13 Junl13 Sepl3

Source: Citi Research

Figure 33. 2s5s10s Fly — 3 Month Carry and Rolldown
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Figure 34. 5510s30s Fly — 3 Month Carry and Rolldown
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Curve and Fly Directionality

Figure 35. 5yr-10yr Curve vs. 10yr Treasury Figure 36. 10yr-30yr Curve vs. 10yr Treasury
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Figure 37. 2yr-5yr-10yr Treasury Fly vs. 10yr Treasury Figure 38. 5yr-10yr-30yr fly vs. 10y Treasury
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Sovereign Asset Swap Levels by Currency
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Figure 39. USD
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Figure 41. EUR
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Figure 43. CAD
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Figure 40. JPY
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Figure 42. GBP
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Figure 44. AUD
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Sovereign Asset Swap Levels by Country

Figure 45. US Figure 46. Japan

us 2y Sy 10y 30y Japan 2y 5y 10y 30y
usD -11 -13 -12 3 USD 24 49 67 37
EUR -19 -23 21 -6 EUR 11 36 54 23
JPY -37 -65 -73 -16  JPY -12 -15 -15 9
GBP -11 -17 -18 -3 GBP 24 47 62 29
CAD -14 -10 -8 2 CAD 22 54 74 37
AUD 8 15 26 19 AUD 44 82 116 61
Source: Citi Research Source: Citi Research

Figure 47. Germany Figure 48. UK

Germany 2y Sy 10y 30y UK 2y 5y 10y 30y
usD -17 -20 -8 8 USD -28 -2 20 36
EUR -37 -42 -29 -6 EUR -39 -15 8 25
JPY -38 -69 -67 -10 JPY -53 53 -44 8
GBP -13 -20 -11 2 GBP -38 -16 0 20
CAD -15 -13 0 17 CAD -30 2 25 36
AUD 3 10 33 43 AUD -8 27 62 60
Source: Citi Research Source: Citi Research

Figure 49. France Figure 50. Canada

France 2y Sy 10y 30y Canada 2y 5y 10y 30y
uUsD -1 14 42 88 USD =27 -36 -47 -50
EUR -22 9 21 64 EUR -40 -50 -57 -62
JPY -24 -37 -22 47 JPY -54 -87 -104 -60
GBP 3 15 39 78 GBP -28 -40 -53 -56
CAD 22 52 99 CAD -30 -34 -44 -53
AUD 21 48 89 143  AUD -9 -10 -13 -45
Source: Citi Research Source: Citi Research

Figure 51. Netherlands Figure 52. Australia

Netherlands 2y Sy 10y 30y Australia 2y Sy 10y
usD -10 9 26 31 USD -45 -65 -74
EUR -29 -14 5 11 EUR -55 -7 -81
JPY =27 -43 -36 2 JPY -71 -118 -127
GBP -4 9 23 22 GBP -45 -70 -81
CAD -8 17 35 39 CAD -48 -64 -73
AUD 9 42 71 70 AUD -26 -39 -47

Source: Citi Research

Source: Citi Research
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Figure 53. Fed Funds Expectation Figure 54. Convexity Adjusted Yield Curve
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Volatility and Inflation

Figure 55. Inflation (Core CPI vs. TIPS BES) Figure 56. 1y10y Volatility
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Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product (“the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Inc Brett Rose; Kelly Wang

OTHER DISCLOSURES

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is
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made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissao de Valores Mobilidrios, BACEN - Brazilian Central Bank, APIMEC -
Associagdo dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
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