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  Opening levels (7.15am)
  £/$: 1.6729, €/$: 1.4984, $/Y: 89.87
  UK 5y sw: 3.37%, US 5y sw: 2.62%, EU 5y sw: 2.79%

Market Strategy
• Sterling/gilts await BoE QIR
• Gold hits new record at $1,015 as USD slips

Market Outlook
Kenneth Broux

Wednesday, 11th November 2009

Trading ranges in GBP/USD and EUR/GBP
on IR day have narrowed considerably

Last five BoE Inflation Reports caused steeper
2y/10y swaps curve

Lloyds TSB Corporate Markets Economic Research, 10 Gresham Street, London, EC2V 7AE, Switchboard: 0207 626 1500.
Bloomberg page: LLOY<GO>

Overnight
- Good US 10y auction: b/c 2.81, indirect bidders take 47.3%
- Fed member comments generally dovish (Yellen, Fisher, Rosengren, Lockhart)
- China Oct retail sales, IP data top forecast; fall in annual CPI slows to -0.5%

Trading ranges for UK swaps and GBP narrowed considerably at the last BoE QIR in August
and there are grounds to believe that gilts/swaps and GBP will react in a fairly orderly
fashion this morning when the MPC publishes its latest growth and inflation estimates at
10.30am. Chief economist Bean a few weeks ago hinted that the latest projections were
unlikely to be materially different to August. This would imply that no major revisions are on
the cards either to growth or inflation projections even after the disastrous Q3 GDP stats
and last week’s £25bn increase in QE. So with the scale of the numerical revisions likely to
be modest, market reaction will come down to the tone of governor King during the Q&A
and his answers to questions on QE. Considering the still murky outlook, the governor will
want to keep his options open come February. For longer dated gilts and swaps, the
challenge may come instead from government supply from the UK (£1bn, IL 2035), Germany
(€10bn, 10y) and a steeper US curve ahead of tomorrow’s 30y bond sale.
Ahead today: UK labour markets data are due at 09.30. Our economics team have
pencilled in a claimant count increase of 25k and a rise in the ILO jobless rate to 8.1%.

FX: BoE statements have in the past been accompanied with falls in GBP so we are mindful
of downside risk for GBP/USD and upside momentum in EUR/GBP for today’s QIR. For GBP/
USD, lower intra-days highs over the last two sessions show a reluctance to push the cross
back over 1.68. For EUR/GBP, EU/UK 2y differentials widened overnight to 48bps, the
highest since 20th Oct. We look for a bounce in EUR/GBP back over 0.90. USD/CAD pierced
1.05 overnight and brings key support at 1.0461 into play ahead of 1.04.
Rates: UK 5y swaps opened at 3.37%, with the 2y/10y swap spread steady at 209bps. Good
UK and US 10y auctions yesterday squeezed UK 10y yields below 3.80%, causing the 2y/10y
curve to flatten to 302bps. The outperformance of the front-end last week makes us cautious
for an unwinding of curve steepeners in the context of minor BoE macro revisions this morning
(support at 300bps). L-Bank Foerderbank priced a £300mn issue of 3y paper yesterday at
95bps over gilts. Germany will sell a new 10y bund. The €6bn size is smaller than usual €7bn.
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Events
DM O  se lls £ 1bn, 1.25%, 2032 gilts
Germ any se lls €6bn, 10y bunds
Fe d speakers: Fisher (00:30)
EC B speaker: We ber (17 :00)

Close
Daily 

Change
FX %
EUR/GBP 0.8954 0.05%
GBP/USD 1.6744 -0.08%

EUR/USD 1.4993 -0.04%

USD/JPY 89.810 -0.13%

AUD/USD 0.9304 0.08%

Bonds % bp
US 10Yr 3.472 -1.3

EUR 10Yr 3.280 -3.8

UK10 Yr 3.835 -5.0
UK 5yr Swap 3.381 -0.2

Equities %
S&P500 1093.01 -0.01%

FTSE100 5230.55 -0.09%
Eurostoxx50 2856.44 -0.13%
Shanghai 
Composite

3175.19 -0.11%

Commodities %

Crude Oil $/bl 79.05 -0.48%

Gold $/oz 1105.8 0.18%

Copper 296.2 -0.20%

Baltic Dry 3615 3.88%

Other

VIX 22.84 -1.34%

iTraxx XOVER 512.53 1.6

Today’s Data Tim e Consensus Previous
China CPI, Oct, y/y 02:00 -0 .5%A -0 .8%
China Industrial Production, O ct, y/y 02:00 16 .1%A 13 .9%
China Retai l Sales, O ct, y /y 02:00 16 .2%A 15.5%
UK Claimant Count, Oct 09:30 +20k +20.8k
UK ILO  Unemployme nt R ate , Sep 09:30 8.0% 7.9%
UK A verage  Earnings,  Se p 09:30 1.4% 1.6%
BoE  In flation  Report 10:30
Japan Machinery  Orders, Sep 23:50 0.5%A 0.5%



Trend following model signals

Quantitative Market Analysis
Naeem Wahid, Quantitative Strategist

The trend following model has increased its short USD position
against developed market currencies. The model is now 100%
short USD against developed market currencies, after it
initiated new positions in AUD/USD and USD/CAD this
morning. The previous trades have been closed with returns
of -2.20% and +0.01% respectively.

Across emerging market currencies, the model’s portfolio
remains at 60% short USD, however the internal composition
of that position has changed. A long position in USD/TRY has
been initiated, with the previous short position closed and a
profit of 1.02% recorded. The model has sold USD against the
South African rand this morning. Whilst the volatility may be
high, USD/ZAR has effectively traded in a range (7.22-8.36)
over the past five months.

The USD negative environment remains intact as equity and
commodity markets continue to find strong support. Interest
rate spreads are also, broadly, in favour of further USD
weakness. The correlation between equities and G-10 FX is
strong – see table 1 (the 1-month rolling correlation between
the S&P500 and EUR/USD is currently 0.82). In this context, a
daily close above 1101.36 would open the way for a move
towards $1.53 in EUR/USD.

Strong data from China (retail sales, industrial production
and trade balance) provide further support for a risk positive
and USD negative environment.

The most important release today is the Bank of England’s
Quarterly Inflation Report (QIR). The report should provide
further insight into the Bank’s quantitative easing programme.
The outcome for the programme over the next 3-months could
depend on the Bank’s inflation forecast – an outcome below
2% (in 2-years time) could lead to the expectation of further
QE and weigh on sterling. A higher outcome would have the
opposite effect. Whatever the outcome, we suspect that the
profile will be close to close to 2% in 2-years time and therefore
lead to a further drop in 1-month implied volatility in EUR/GBP.

Table 1: 1-month correlations

Chart 1: 1-month correlation between EUR/USD and S&P500

S ignal D ate En try  L e ve l S igna l D ate En try L e ve l
A U D U S D lo n g 1 1 - N o v - 0 9 0 .9 3 0 6 U S D C Z K s h o rt 0 6 - N o v - 0 9 17 .3 7 5
N Z D U S D lo n g 10 - Ju l- 0 9 0 .6 2 9 8 U S D PL N s h o rt 0 5 - N o v - 0 9 2 .8 6 0 9
EU RU S D lo n g 0 9 - Se p - 0 9 1 .4 4 8 0 U S D S G D s h o rt 1 0 - N o v - 0 9 1 .3 8 6 3
G BPU S D lo n g 3 0 - O c t- 0 9 1 .6 5 4 7 U S D TRY lo n g 11 - N o v - 0 9 1 .4 7 6 9
U S D C H F s h o rt 17 - Ju l- 0 9 1 .0 7 3 0 U S D Z A R s h o rt 1 1 - N o v - 0 9 7 .3 7 3 2
U S D C A D s h o rt 1 1 - N o v - 0 9 1 .0 4 9 5
U S D S EK s h o rt 0 6 - N o v - 0 9 6 .9 9 0 0 N e t-U S D  po rtfo lio  pos it ion -60%
U S D N O K s h o rt 2 1 - Ju l- 0 9 6 .3 0 2 5
U S D JPY s h o rt 0 2 - N o v - 0 9 9 0 .10

N e t-U S D  po rt fo lio  pos it ion -100%

Tre nd F o llow ing M ode l Pos it ions Tre nd F o llow ing M ode l Pos it ions

AUDUSD USDCAD EURUSD GBPUSD USDJPY EURJPY AUDJPY

2 YR SPD 0.46 0.85 0.59 0.51 0.65 0.50 0.67

10 YR SPD 0.40 0.70 0.50 0.90 0.38 0.63 0.76

S&P500 0.83 -0.78 0.82 0.04 -0.08 0.43 0.58

Gold 0.40 -0.06 0.37 0.52 -0.47 -0.11 0.04

Oil 0.51 0.28 0.51 0.82 0.60 0.73 0.72

CRB 0.54 0.00 0.58 0.54 0.67 0.82 0.78
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Market Summary

This document is confidential, for your information only and must not be distributed, in whole or in part, to any person not involved with the proposed transaction without the prior consent of Lloyds TSB
Bank plc (“LTSB”).  Whilst LTSB has exercised reasonable care in preparing this document and any views or information expressed or presented are based on sources it believes to be accurate and reliable,
no representation or warranty, express or implied, is made as to the accuracy, reliability or completeness of the information contained herein.  In particular, whilst we have sought to identify appropriate
products and to provide guidance as to how those products might operate under various accounting standards we are not, and should not be considered to be, giving an accounting opinion or advice
and you should conduct your own independent enquiries and seek your own professional advice in this respect.  Any transaction which you may enter into with us will be on the basis that you have made
your own independent evaluations based on your own knowledge and experience and any professional advice which you may have sought in relation to all aspects of the transaction including legal,
regulatory, tax or accounting.  All terms contained herein, including pricing, are indicative only and subject to change without notice.  This material has been prepared for information purposes only and
LTSB, its directors, officers and employees are not responsible for any consequences arising from any reliance upon such information.  If you receive information from us which is inconsistent with other
information which you have received from us, you should refer this to your LTSB Sales representative for clarification.

Lloyds TSB Corporate Markets is a trading name of LTSB.  LTSB’s registered office is at 25 Gresham Street, London EC2V 7HN and it is registered in England and Wales under no. 2065.  LTSB is authorised
and regulated by the Financial Services Authority. (11.07).
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Change Close Daily Change
FX % Equities %

EUR/USD 1.4993 -0.04% S&P500 1093.01 -0.01%

USD/JPY 89.81 -0.13% DJIA 10246.97 0.20%

AUD/USD 0.9304 0.08% FTSE100 5230.55 -0.09%

EUR/GBP 0.8954 0.05% Eurostoxx50 2856.44 -0.13%

GBP/EUR 1.1168 -0.05% Shanghai Composite* 3175.19 -0.11%

GBP/USD 1.6744 -0.08% *latest price

GBP/JPY 150.38 -0.21%

GBP/CHF 1.6873 -0.09% Commodities %

GBP/AUD 1.7997 -0.16% Crude Oil $/bl 79.05 -0.48%

GBP/CAD 1.7573 -0.64% Gold $/oz 1105.8 0.18%

GBP/NZD 2.2519 -0.14% Copper c/lb 296.2 -0.20%

GBP/NOK 9.3501 -0.11% Silver $/oz 17.35 -1.36%

GBP/ZAR 12.3520 -0.82% Baltic Dry 3615 3.88%

GBP/CNY 11.4312 -0.09%

Bonds % bp Swaps % bp

US 10Yr 3.472 -1.3 US 5yr 2.622 -2.3

EUR 10Yr 3.280 -3.8 EUR 5yr 2.781 -2.0

UK10 Yr 3.835 -5.0 UK 5yr 3.381 -0.2

Other Official Rates %

VIX 22.84 -1.34% UK 0.50

iTraxx XOVER 512.53 1.6 US 0.25

DJ Agriculture 61.64 -0.38% EU 1.00
Index Japan 0.10


