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Market Strategy

Market Strategy Team * BoE to publish Trends in Lending report

e US dollar rebounds on Friday profit-taking
Paul Rodriguez
Senior Technical Analyst Market Outlook
02071581744 Kenneth Broux

Opening levels (7.15am)
Kenneth Broux £/5:1.6369, €/$:1.4723, $/Y: 91.15
Market Economist UK 5y sw: 3.30%, US 5y sw: 2.73%, EU 5y sw: 2.77%
02071581750 Overnight

- German producer prices rise +0.5% m/m in August

Naeem Wahid - The WSJ carries a report focusing on the view of sterling emerging as a new ‘funding’
Quantitative Strategist currency to join the yen on FX plays, due to low UK interest rates.
02071581741

Reduced data/event risk lies ahead today and means price action is likely to be fairly static
naeemwahid@bostreasury.com as dealers square up ahead of the Fed FOMC meeting and $112bn in Treasury supply
($170bn including bills!) next week. The BoE will publish its Trends in Lending report at 9.30

Altaz Dagha where we expect fo learn of some loosening in UK credit standards, but still fairly subdued
Analyst demand from corporates in most industries. As this week’s issuance flow demonstrates,
02071581747 lower credit spreads and optimism about economic recovery mean large firms are increasingly

turning to capital markets to raise funds. The situation looks distinctly different on the consumer
side where, besides an up-tick in mortgage lending, households are likely to have reined in
demand for other types of credit. The underperformance of GBP against G10 currencies
indicates that investors are less sanguine about the prospects for the UK and GBP.

altazdagha@bostreasury.com

EX: The probability of SNB intervention has receded, at least for the foreseeable future, after
the Bank concluded yesterday that the CHF is stable vs the EUR, and in trade weighted ferms.
Barring a change in economic conditions, this argues for EUR/CHF to trade in a narrow range
around 1.5150 mid-point. We are doubtful that the UK PSNCR data will frigger a major knee-
jerk reaction in GBP crosses. The worrying state of public finances has already been priced in
and Moody’s last week calmed fears of a potential downgrade of the UK’s credit rating.
Having said this, a PSNB number for August in excess of +£18.5bn (the monthly high is
Daily +£19.3bn) should keep EUR/GBP on course for a move up to 0.8950 (GBP/EUR 1.1173).

Close ~ Change Rates: UK 5y swaps opened at 3.30% and look set to close the week near the highs. The BoE

X * Lending Survey may show a slight improvement in credit conditions, but weak credit
EUR/GEP 08961 0.41% demand should bring some reassurance about subdued inflation. Trendline resistance for 10y
GBP/USD 16453 -0.24% gilts runs at 3.75%. In supply, BoA is to sell £750mn in 12y notes at 235bps over gilts and
EUR/USD 14741 0.22% Germany is reported to be preparing a USD debt issue for the second time this year. Peripheral
USD/JPY 91.085 0.17% euro zone spreads narrowed further yesterday led by a decline in 10y Ireland over bunds to
AUD/USD 08728 -0.09% 152bps. Support runs at 147bps.

Bonds % bp US oilinventories are running at the lowest
US 10¥r 3384 85 GBP/USD vs short sterling/FF spread level since January
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UK10 Yr 3.690 72 =0 %

1.65 39%

UK 5yr Swap 3317 37 - w70 *
Equities % 60 350 °
S&P500 106549  -0.31% - %0 /' Y :[;
FSE100 516395 0.78% - alserraly? m
Eurostoxx50 289545  0.46%

130 270 150
z:c::g::;e 294276 _384% -140 e 250 HHHHHTHHHHHHHH 170
p - R T R T AR T G TR T RS g %8 Qy@\:‘,’@ @%o&gd;g@&@@f&@qy@\p@ \\o\@\sﬁ \\\5‘@455@
Commodities % A0 BAORY STERLING/FF SPREAD. LHS
Source: Bloomberg, Datastream

Crude Qil $/bl 72.47 -0.06% .

Today's Events Time Consensus  Previous
Gold $/0z 1013.6 -0.36% UK M. A 09:30 0.8% 15%

, AUJ 5 +0. +1.

Copper 296 A Uk psg, Aug 09:30 +£177.6bn  +£8.0bn
Baltic Dry 2390 1.04% UK PSNCR, Aug 09:30 +£145bn  +£0.2bn
Other German PP, Aug 07:00 +0.5%A -1.5%
VIX 93.65 017% EU-16 Current Account, Aug 10:00 n/a -€0.3bn

Canada Wholesale Sdles, Jul 13:30 +0.5% +0.6%

iTraxx XOVER 52646 0.2 BoE publishes Trends in Lending Report (09:30)




Technical Analysis

Paul Rodriguez, Senior Technical Analyst
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There is a sense of relief for the markets that it's Friday, but it could be a long day. Equities have paused for breath, much as anticipated, but
whether the trends will continue to squeeze higher seems less certain than before. Holding short term positions over the weekend given the
extent of the current trends will take something special today. With the DAX index futures hitting targets of 5,750, stops will be tightened to
the maximum with stops below 5,689 and 5,090 in the FTSE. Indeed, those who are neutral here could take an exploratory short position with
a tight stop over the current high’s as the risk reward moves in favour of the bears (Note next Technicals report will be Wednesday 23rd Sept).

Support at 76.00 was a bridge too far for the DXY and in line with a sense of profit-taking, ‘risk-on’ trades look set for a correction today. Sterling
has reacted with a magnified effect to this sentiment, weakening to 0.9000 against the euro. Whilst the downside may well be priced in for
sterling, concrete support is still elusive and anything but a sharp reaction of this key level is going to raise longer term concerns. The dollar
outlook is still negative with 75.00 the DXY target, but trailing stops in the commodity and EM currency space look set to be triggered and we
could be re-visiting the bullish strategy from higher levels.

Bonds futures remain a strategic sell, but it would take a move through $1,032 for gold to push the market in to a tail spin. US 2y yields have
baulked at 1.00% again, further increasing the relevance of this key level. The lack of follow through here given the broader ‘pro-risk’ sentiment
has been disappointing. US 10y yields continue to hold over 3.35%, but backed off a modest resistance point at 3.40%. The downside feels
vulnerable today.

Lead futures have taken a 4% tumble and the failure to break the $1,032 high for gold this week leaves the short term market looking to square
up and revisit the bullish scenario at a later date. A move back below $1,000 would be viewed as a buying opportunity however, as would the
short term correction in commodities. The weakness in the baltic dry index remains a lingering concern.

Chart of the day:Natural Gas futures Key Levels

i I_LT EUR GBP JPY EUR/GBP GBP/EUR
L’.q"ﬁl’il'ﬁ o R2 14966 17044 9515 09000 11404
his Rl 14865 1.6746 9341 0.8950 11308
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Spot prices as of: 07:06:10 Source: Bloomberg

Volatility has increased recently. This could be signalling a change in trend. A dip to 4.25 is a buy zone, but stops will activate
below 4.00. A break over 5.20 is the main bullish signal due to key resistance and the 200 day m.a.

Spot Bias Entry Target Stop Comment/Levels

EUR/USD | 747271 | Bullsh | 1.4350 @ 14950 @ 1.4640 Targetraised from 1.4720.
USD/JPY 9115 Bullish 89.90 96.00 89.30

USD/CHF | 70303 | Bearish - 1.0000 - 1.03 target close- 1.00 next objective
GBP/USD | 76369 | Bullsh | 1.6455 @ 17000 | 1.6380 |Stop hit.

EUR/GBP | 0.8994 | Bearish | 0.9000 & 0.8500 | 0.9055

GBP/JPY | 749.76 = Bulish | 149.45 = 156.00 & 148.45

EUR/JPY 134.17 | Bullish 133.50 139.14 132.80

CAD/JPY 85.41 Bullish 84.90 90.35 83.80
AUD/USD | 0.8696 @ Bullish 0.8305 = 0.9000 @ 0.8637

USD/CAD | 17.0671 | Bearish | 1.0711 1.0000 | 1.0755

NZD/USD | 0.7096 | Bulish = 0.6860 | 0.7447 | 0.7035

USD/BRL | 78055 | Bearish | 1.8338 1.7000 1.8455

USD/PLN | 28075 | Bearish | 2.8589 @ 2.7000 | 2.8235

USD/HUF | 784.28 | Bearish @ 186.23 180.00 185.55

Spot prices source: Bloomberg

ENTRY - Targetted
ENTRY - Active



Quantitative Market Analysis

Economic Data Surprises vs Spot Rates
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Market Summary

Daily
Close Change Close  Daily Change
FX % Equities %
EUR/USD 14741 0.22% S&P500 1065.49 -0.31%
USD/JPY 91.085 0.17% DJIA 9783.92 -0.08%
AUD/USD 0.8728 -0.09% FTSE100 5163.95 0.78%

EUR/GBP 0.8961 0.41% Eurostoxx50 2895.45 0.46%
GBP/EUR 11160 -0.44% Shanghai Composite* 3060.26 -3.87%
GBP/USD 1.6453 -0.24% *latest price

GBP/JPY 149.86 -0.09%

GBP/CHF 1.692 -0.61% Commodities %

GBP/AUD 1.885 -0.18% Crude Qil $/bl 72.47 -0.06%
GBP/CAD 1.752 -0.37% Gold $/0z 1013.6 -0.36%
GBP/NZD 2.315 0.21% Copper c/Ib 289.6 -1.38%
GBP/NOK 9.609 -0.40% Silver $/0z 17.27 -0.78%
GBP/ZAR 12151 0.71% Baltic Dry 2390 -1.04%
GBP/CNY 11.231 -0.21%

Bonds % bp Swaps % bp
us 10vr 3.384 -8.5 US Syr 2.731 -8.4
EUR 10Yr 3.365 2.8 EUR 5yr 2.793 2.8
UK10 Yr 3.690 7.2 UK Syr 3.317 3.7

Other Official Rates %
VIX 23.65 -0.17% UK 0.50

iTraxx XOVER 526.46 -0.2 us 0.25
DJ Agriculture 59.06 -0.16% EU 1.00
Index Japan 0.10

This document has been prepared for information purposes only and is based on information believed to be reliable. This information is provided as a courtesy to you and does not create an obligation
for Bank of Scotland Treasury (*BoS Treasury”) or another Group company within Lloyds Banking Group to notify you of any changes to this data or to do so in the future. Changes in rates of exchange
or rates of interest may have an adverse effect on the value or price of these investments. Spot and forward foreign exchange transactions generally are not ‘designated investments’ as defined
in the UK Financial Services & Markets Act 2000 (“the Act) and therefore do not benefit from any of the protections contained either in the Act or in the rules of the FSA. Past performance is not
necessarily a guide to future performance. This document has been written with market professionals in mind and recipients should seek guidance and advice from a suitably qualified professional
if they find anything contained herein confusing or unclear. The distribution of this document in other jurisdictions may be restricted by local laws and recipients into whose possession this document
comes should inform themselves about, and observe any such restrictions. This information has been provided for the use of the recipient only and must be treated as proprietary and confidential
information. It may not be passed on or reproduced in whole or part under any circumstances without express written consent from BoS Treasury. Although the information contained herein is believed
to be correct, Lloyds Banking Group does not guarantee its reliability or its accuracy. Opinions expressed are subject fo change without notice, as are prices and availability, which are indicative only.
In preparing this publication we have not considered your objectives, financial situation or needs. Appropriate independent advice should be obtained before making any such decision. Lloyds
Banking Group specifically disclaims liability for any loss, claim or damage suffered by you or any third party resulting directly or indirectly from any use you may make from this data without limitation.
Provision of this information does not constitute either a bid or offer to undertake any transaction or commitment by any Lloyds Banking Group company to make such an offer. Lloyds Banking
Group or its employees may own or build positions or trade in such securities and derivatives and may also sell them whenever considered appropriate. Lloyds Banking Group may also provide
banking or other advisory services to any company mentioned herein.

Bank of Scotland Treasury is a division of Bank of Scotland plc which is part of Lloyds Banking Group. Registered Office: The Mound Edinburgh EH1 1YZ. Registered in Scotland. Registered No SC
327000. Authorised and regulated by The Financial Services Authority, 25 The North Colonnade, Canary Wharf, London E14 5HS. Australian residents please note: In Australia, Bank of Scotland plc
is registered as a foreign company, Australian Registered Body Number 126 955 557. The liability of its members is limited.





