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  Opening levels (7.15am)
  £/$: 1.6271 €/$: 1.4117 $/Y: 91.54
  UK 5y sw: 3.26% US 5y sw: 2.74% EU 5y sw: 2.64%

Market Strategy
• One-way traffic in EUR crosses
• Strong Chinese data, when will PBoC hike?
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Overnight
- China Q4 GDP up 10.7% y/y vs 9.1% in Q3, Dec CPI jumps to 1.9% vs 0.6% in Nov; pressure on
PBoC to tighten, 3mth T-bill yield climbs
- US Treasury buyers move the goalposts (FT)

Overnight releases of Chinese Q4 GDP and December CPI topped forecasts and prompted
new calls for tighter monetary policy by the PBoC. Rumours of rate hikes surfaced in the market
yesterday and will gather momentum after yields on 3mth T-bills rose for a second time this
month. This favours risk aversion plays in currencies and steeper yield curves. For AUS/USD, this
could be a buy-on-dip opportunity at 0.91 ahead of the RBA next week. Though the S&P has
been flirting with 1,150, it is fair to say that equities have so far not at all responded well to US Q4
earnings, with the benchmark sliding 1% in two of the last three sessions. The prospect of higher
rates and reduced liquidity in China could be the catalyst for a push in the Shanghai composite
below 3,000 after failing to break 3,300. For currencies, this primarily favours short EUR strategies
on reduced Asian diversification flows and increased aversion for euro zone sovereign risk.

Ahead today:
- MPC member Tucker speaks after market close, will he share his view on QE? UK December
data for public finances are forecast to show a whopping rise in the PSNCR to £25.5bn vs £14.7
bn in November and £21.6bn 12 months ago. The DMO auctions 3.3bn of 2019 paper.
- ECB speakers Trichet and Weber may comment on the blowout of Greek bonds yields and this
may put the flash January PMIs in the shade. Bond supply is scheduled from France (12bn euros)
and Spain (2bn)
- US data: weekly claims and the Philly Fed. The Treasury will announce details of 2y, 5y, 7y
supply next week. Amex and Goldman report Q4 results

FX:
EUR/USD: 1.40 has been on our radar since last month and we see a good chance of this target
being hit on Greece-induced EUR selling and speculation of a PBoC rate hike. Below 1.40,
support rests around 1.3812, the 50% Fibo retracement.
EUR/CHF: a test of 1.47 is lined up and opens up a move to 1.4570-1.46, the March 09 low. The
SNB can only stand by and watch despite its commitment in the latest monetary policy update
to counter the appreciation of the CHF  vs the EUR. If CHF strength is sustained, it would rekindle
deflationary concerns and push forward the timetable of a first SNB rate hike.
EUR/GBP: the UK/EU 2y spreads widens  to 22bps in early  trade, providing cover for the cross
below 0.87. Support runs at 0.8521, the 500D MA. Resistance is pinned at 0.8749/
Rates: UK 5y swaps are moving sideways at 3.27% this morning, within the 3.20%-3.40%
range. Weakness in equities on the one hand and fears of escalating inflation on the other are
keeping swaps finely poised. Support rests at 3.25%. Tuesday’s 3.33% high acts as main
resistance. MPC member Tucker’s speech tonight, UK retail sales and equities are set to decide
price action into the close tomorrow. 2y/10y cash spread flattens below 270bps but 2y/10y
swaps finds support at 217bps, one bps wider from yesterday’s close. On the corporate
issuance side, Prudential reportedly priced £250mn of 3y paper at 95bps over mid-swaps. The
last 2019 DMO auction was covered 1.81X.

Today’s Data Time Consensus Previous
EU-16 Manufacturing PMI, Jan 09:00 51.9 51.6
EU-16 Services PMI, Jan 09:00 53.8 53.6
UK PSNC R, Dec 09:30 25.5bn 14.7bn
UK M4, Dec prel 09:30 0.9% 0.1%
UK C BI Industrial Trends, Jan 11:00 n/a
US Initial C laims, Jan-16 13:30 440k 444k
US Philly Fed Survey, Jan 15:00 18.4 20.4
US Leading Indicators, Dec 15:00 0.7 % 0.9%

Events

UK DM O  auction , 3 .3bn, 2019, 3.7 5%

BoE spe aker: Tucker (18 :30 )

EC B speakers: W e be r (10:00), Gonzale z (12 :00 )

Triche t (12:00 )

France  se lls 12bn euros, 2012 through 2019IL

Spain  se lls  2bn  euros, 2029
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Daily 

Change
FX %

EUR/GBP 0.8658 -0.84%

GBP/USD 1.6292 -0.43%

EUR/USD 1.4106 -1.27%

USD/JPY 91.241 0.10%

AUD/USD 0.9101 -1.42%

Bonds % bp
US 10Yr 3.647 -4.4

EUR 10Yr 3.223 -5.4

UK10 Yr 4.014 -1.2

UK 5yr Swap 3.263 0.0
Equities %

S&P500 1138.04 -1.06%

FTSE100 5420.80 -1.67%

Eurostoxx50 2914.60 -2.35%
Shanghai 
Composite

3158.86 0.22%

Commodities %

Crude Oil $/bl 77.74 -1.62%

Gold $/oz 1111.1 -2.39%

Copper 335.5 -2.67%

Baltic Dry 3158 -1.56%

Other

VIX 18.68 6.26%

iTraxx XOVER 426.17 16.3



EUR/GBP: 500d MA next support level at 0.8522

Real interest rates: below zero in the UK and the US
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EU CDS spreads: Greece leads, Portugal trades wider than Spain
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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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Daily 

Change Close Daily Change
FX % Equities %

EUR/USD 1.4106 -1.27% S&P500 1138.04 -1.06%

USD/JPY 91.24 0.10% DJIA 10603.15 -1.14%

AUD/USD 0.9101 -1.42% FTSE100 5420.80 -1.67%

EUR/GBP 0.8658 -0.84% Eurostoxx50 2914.60 -2.35%

GBP/EUR 1.1550 0.85% Shanghai Composite* 3158.86 0.22%

GBP/USD 1.6292 -0.43% *latest price

GBP/JPY 148.65 -0.33%

GBP/CHF 1.7009 0.66% Commodities %

GBP/AUD 1.7900 1.00% Crude Oil $/bl 77.74 -1.62%

GBP/CAD 1.7049 1.03% Gold $/oz 1111.1 -2.39%

GBP/NZD 2.2573 1.46% Copper c/lb 335.5 -2.67%

GBP/NOK 9.4172 1.23% Silver $/oz 17.88 -4.64%

GBP/ZAR 12.2695 1.30% Baltic Dry 3158 -1.56%

GBP/CNY 11.1234 -0.42%

Bonds % bp Swaps % bp

US 10Yr 3.647 -4.4 US 5yr 2.705 -2.3

EUR 10Yr 3.223 -5.4 EUR 5yr 2.627 -2.8

UK10 Yr 4.014 -1.2 UK 5yr 3.263 0.0

Other Official Rates %

VIX 18.68 6.26% UK 0.50

iTraxx XOVER 426.17 16.3 US 0.25

DJ Agriculture 61.56 -0.83% EU 1.00
Index Japan 0.10


