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Market Strategy

Market Strategy Team * US Treasury to sell $45bn, 2y notes

* Gold falls back below $1,000, 4th successive drop
Paul Rodriguez
Senior Technical Analyst Market Outlook
02071581744 Kenneth Broux

Opening levels (7.15am)
Kenneth Broux £/$:1.6261, €/$:1.4720, $/Y: 91.66
Market Economist UK 5y sw: 3.37%, US 5y sw: 2.84%, EU 5y sw: 2.81%
02071581750

Overnight

Naeem Wahid - Baltic Dry Index falls for a 7th successive day, threatens 2,300 support level
Quantitative Strategist

Today’s calendar will essentially be dominated by the $45bn 2y Treasury note auction, the
02071581741 first of three US auctions this week. Solid demand at auctions of different maturities this
naeemwahid@bostreasury.com summer suggest today’s 2y sale should be fairly well received, though the 6bps drop in

yields since the August 25 auction (higher price and more expensive relative to other curve
Altaz Dagha sectors) and a depreciating USD could test overseas confidence. All in all, the Fed’s
Analyst determination to keep rates low should keep short-dated paper fairly attractive.

02071581747 : o S . ) o .
True, this week’s bigger events still lie in wait and so we expect price action in currencies to

altazdagha@bostreasury.com be fairly rangebound, with many dealers mindful of the pitfalls over the next 48 hours.
Drawing our attention in the commaodity space is the latest decline in the Baltic Dry index -
key support lurks at 2,300 - and the fall in gold prices below $1,000. Buy on dips or wait for
even lower prices? Dec-09 gold delivery is down for a 4th successive session and the sharp
fallin traded volume, see chart below, points to some underlying inconsistencies. In other
words, the correction in prices may have further to go as the USD stages a relief bounce
and gold producers like Barrick & AngloGold reduce buybacks for hedging purposes.

EX: EUR/GBP was bid up for a 6th consecutive session yesterday with resistance levels and
stops giving way in quick succession despite a narrowing in EU/UK 2y yields to 40bps, a 5-
day low. We have mentioned the likelihood of profit-taking and suspect that dealers may
step forward ahead of the MPC minutes and EU-16 PMIs tomorrow. The pullback in gold/
oil hit commodity currencies with CAD and NOK leading the retreat vs the USD. Trendline

Dail . . . .
Close Ch:rl1ye resistance for USD/CAD comes in around 1.0913. Canadian July retail sales are expected
- " : to show a 0.1% m/m rise ex-autos. Resistance for USD/NOK runs at 5.9710.
EUR/GBP 0.9055 0.17% Rates: UK 5y swaps cleared 3.35% yesterday and the bias towards higher rates was
GBP/USD 1.6217 -0.33% confirmed by this morning’s open at 3.37%. Resistance runs at 3.40%. The first leg of US
EUR/USD 14680 -0.22% Treasury supply and ltalian and Dutch auctions may add upward pressure for longer
USD/JPY 91929 0.70% duration yields. The BoE will purchase £1.4bn of long gilts. The underperformance of short-
AUD/USD 08630 -0.5%% dated gilts vs bunds and Treasuries could be a buying opportunity ahead of the MPC
' : minutes.
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FX & Commaodity Futures Positioning
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GBP/USD contracts
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SFr USD/CHF contracts
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Market Summary

Daily

Close Change Close Daily Change
FX % Equities %
EUR/USD 1.4680 -0.22% S&P500 1064.66 -0.34%
USD/JPY 91.929 0.70% DJIA 9778.86 -0.42%
AUD/USD 0.8630 -0.52% FTSE100 5134.36 -0.74%
EUR/GBP 0.9055 0.17% Eurostoxx50 2872.51 -0.51%
GBP/EUR 1.1045 -0.15% Shanghai Composite* 2967.01 -2.34%
GBP/USD 1.6217 -0.33% *latest price
GBP/JPY 149.11 0.37%
GBP/CHF 1.674 -0.08% Commodities %
GBP/AUD 1.880 0.22% Crude Oil $/bl 69.71 -3.23%
GBP/CAD 1.750 0.60% Gold $/0z 1003.7 -0.39%
GBP/NZD 2.295 0.02% Copper c/Ib 280.6 0.74%
GBP/NOK 9.577 0.22% Silver $/0z 16.84 -0.97%
GBP/ZAR 12.120 0.34% Baltic Dry 2318 -1.61%
GBP/CNY 11.073 -0.33%
Bonds % bp Swaps % bp
US 10Yr 3.480 1.7 US 5yr 2.843 11
EUR 10Yr 3.379 0.3 EUR 5yr 2.794 -0.9
UK10 Yr 3.740 -0.1 UK 5yr 3.364 29
Other Official Rates %
VIX 24.06 0.59% UK 0.50
iTraxx XOVER 603.33 72.8 us 0.25
DJ Agriculture 57.43 -1.41% EU 1.00
Index Japan 0.10
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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 to 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
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