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Close Change
FX %
EUR/GBP 0.8807 0.41%
GBP/USD 1.6284 0.22%
EUR/USD 14341 0.60%
usD/JpY 93.520 -0.78%
AUD/USD 0.8392 1.30%
Bonds % bp
us 10vr 3.453 20
EUR10Yr 3.245 1.0
UK10 Yr 3.547 -0.4
UK 5yr Swap 3.323 -3.5
Equities %
S&P500 1030.98 0.28%
FTSE100 4869.35  -0.43%
Eurostoxx50 2777.62 -0.40%
2:?:3:3:6 294640  -2.59%
Commodities %
Crude Oil $/bl 72.49 1.48%
Gold $/0z 948.2 0.27%
Copper 287.2 -0.17%
Balfic Dry 2425 -0.08%
Other
VIX 24.68 -1.08%
iTraxx XOVER 602.03 8.1
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Market Strategy

¢ USD retreats as oil prices rebound
¢ Gilts and GBP await revised estimate of UK Q2 GDP

Market Outlook

Kenneth Broux
Opening levels (7.15am)
£/$:1.6281, €/%:1.4353, $/Y: 93.75
UK 5y sw: 3.32%, US 5y sw: 2.86%, EU 5y sw: 2.78%
Overnight
- UK GfK consumer confidence steady at -25 in August
- Strong US 7y auction: bid/cover 2.74, indirect bidders take 61.2%
- Japan July jobless rate hits record high (5.7%), core CPI falls to -2.2%
- Central banks could follow Riksbank and charge negative rates on deposits (FT)

Revised UK Q2 GDP data and US personal spending figures are unlikely to cause currency
and bond markets to change gears on the final trading day of August (UK markets are
shut on Monday). A much bigger than forecast 10.4% g/q contraction in UK Q2 business
investment was reported yesterday (see chart) and will have tempered optimism of a
possible upward GDP revision from the preliminary -0.8% g/q. The main themes of lower
yields/swaps and softer sterling remain in place, though we would credit comments by the
Fed’s Lacker and Bullard on MBS purchases for the stabilisation in yields and higher
mortgage bonds overnight (no flight-to-quality bid traction from the 2.5% drop in Chinese
equities or the pick-up in Japanese deflation). A close below the 200-day MA for UK 5y
swaps at 3.30% could be pivotal going into the UK PMIs and US non-farm payrolls next
week. A strong month-end bid in government bonds, a lack of conviction in equities and
tame US core PCE index for July this afternoon, forecast to slow to 1.4% y/y, should set the
bond market up for a strong finish.

EX: The decline in US libor below the Japanese 3-month libor rate attracted sellers of USD/
JPY yesterday. Though the cross stabilised above 93.50 overnight, a test of 93.10 - the July
22 low - is possible but may depend how markets react to the Japanese election this
weekend where the Democratic Party is seen ousting the ruling Liberal Democrats of PM
Aso. The pullback in EUR/GBP from yesterday’s 0.8839 high could bring out buyers on dips
and push the pair closer to 0.8850 if EU data surprises to the upside. The EU/UK 2y yield
spread is steady at 36bps. Crude oil bounced from $69.83 to a $73.03 high overnight,
causing the USD to retreat vs G10 majors.

Rates: UK 5y swaps opened lower at 3.32% and are seen staying under pressure ahead
of the long weekend. 2y gilts continue to draw buying interest from the story that commercial
banks may be tempted to switch their central bank deposits. A test of this weeks 0.83%
low though may be ambitious if equities rally into the long weekend.

Decline in US below Japanese 3-month UK Q2 GDP: how soon will business

Libor: bearish or USD/JPY? investmentrecover?
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Today’s Events Time Consensus Previous
Japan,UnemploymentRate, Jul 00:30 5.7%A 5.4%
Japan, National CPI, Core, Jul 00:30 -2.2% A -1.7%
UK GfK Consumer Confidence, Aug 00:01 -25A -25
UK Q2 GDP, 2"? estim ate 09:30 -0.8% -0.8%
EU-16 Consumer Confidence, Aug 10:00 -21 -23
EU-16 Industry Confidence, Aug 10:00 -28 -30
US Personalincome, Jul 13:30 +0.1% -1.3%
US Personal Spending, Jul 13:30 +0.2% +0.4%
US PCE Index, Core, Jul 13:30 +0.1% +0.2%
University of Michigan Confidence, Aug, final 15:00 64.5 63.2
Canada IPPI, Jul 13:30 -0.5% +0.7%
Canada RMPI, Jul 13:30 -3.0% +6.2%
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Paul Rodriguez, Senior Technical Analyst

The consolidation in equities is ongoing, but interestingly, a profit-taking phase did little to dent the main upward trend. S&P cash
tested the upward breakout point at 1,018, using it as support to bounce towards 1,030 with the FTSE futures touching the base of
the range at 4,849 before bouncing. This increases the prospect of a push towards 5,000 today, despite the expectation of a profit-
taking Friday. The Shanghai index once again failed to extend through 3,000 resistance, but for now the impact on core equities is
muted.

The dollar is coming under increasing pressure as the DXY index (see below) continues to look technically bearish. Although vols. are
compressing and positions light, the commodity markets continue to project higher prices and, other than cyclical nervousness, there
seems little to suggest the dollar will have anything other than minor rallies. The commodity and EM currencies are favoured with the
AUD and NZD looking to break the top of their recent ranges into new highs. Sterling has put a floor under the recent sell off, but the
margin remains thin and sentiment has yet to turn significantly. The long term bullish view is unchanged however.

US 2y yields are now eyeing resistance at 1.10% (1.0564) having rejected price action below 1.00%. US 10y yields are still between
two major levels at 3.40%/3.60%. A break of the latter is favoured and would be a strong signal, although it remains some distance
from the current 3.46%.

Oil bounced back strongly with copper following suit. Sugar is pressing the top of its recent consolidation. Another upward phase is
on the cards. Gold continues to range trade but the price action is compressing and should not be far off a breakout (bullish direction
is favoured).

Chart of the day: Dollar Index (DXY) Key Levels

EUR GBP JPY EUR/GBP GBP/EUR
R2 14572 17044 98.90 0.8910 11905
R1 14446 16626 97.80 0.8845 11819

Current
Spot

14359 16282 9371 0.8819 11339
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Spot prices as of: 07:04:02 Source: Bloomberg

The trend in the dollar index remains to the downside and the core
technical view continues to be bearish. Target is at 75.00.

Spot Bias Entry Target Stop Comment/Levels

EUR/USD | 74359 = Bullsh | 14230 & 1.4500 | 1.3940 One-Month vols. Break key support- Single digits beckon.
USD/JPY | 9371 Bullish - 97.80 - Range remains.

USD/CHF | 1.0585 | Bearish - 1.0300 - Range -bound.

GBP/USD | 176282 | Bullish 1.6270 | 1.7000 1.6080 Some support found.

EUR/GBP | 08879 @ Bearish | 0.8835 ' 0.8400 & 0.8855

GBP/JPY | 75256 | Bulish | 152.64 | 156.00 151.35 | Tight stop hit, but bounce is in prospect.

EUR/JIPY | 734.57 | Bullish 133.00 139.14 132.90

CAD/JPY | 86.712 Bullish 85.00 90.33 84.35 | 84.40is key support- consider short if breached.
AUD/USD | 0.8400 @ Bullish 0.8305 ' 0.8520 0.8165
USD/CAD | 7.08815 | Bearish @ 1.0860 = 1.0000 11155  Danger zone has potentially passed for USD shorts.
NZD/USD | 0.6876 | Bullish | 0.6860 | 0.7447 | 0.6710

USD/BRL | 7.8668 @ Bearish @ 1.8789 1.8000 1.8865

USD/PLN | 28652 | Bearish | 2.8600 @ 2.8000 | 2.9135 Break of 2.8266 would be a bearish USD signal.

USD/HUF | 788.25 | Bearish & 188.00 | 180.00 193.10

Spot prices source: Bloomberg
ENTRY - Targetted
ENTRY - Active



Quantitative Market Analysis
Naeem Wahid, Quantitative Strategist

Equities have struggled to make further headway this week.
The S&P500 is only 0.5% away from Friday’s close whilst
Chinese equities are around 1% lower on the week. With
equity markets relatively stable, the one month correlation
between the S&P500 and G-10 FX (against the USD) has
fallen this week. However, interest rate spreads continue to
remain a prominent driver of FX this week.

G-10 interest rate spreads against the US (the analysis is
based on the spread between 2-year interest rate swaps)
can be divided into 3 categories. The spreads for commodity
producing countries (Australia, New Zealand, Canada and
Norway) are continuing to widen in their favour. As such,
these currencies remain firm against the USD. The NZ/US
spread has broken to a new high for the year, as NZD/
USD probes resistance around $0.69. The spreads for the
eurozone and Japan against the US remain stable, which
is also being observed in the range bound nature of EUR/
USD and USD/JPY. Finally the spread between the UK and
US has drifted to the low observed in June. It is therefore not
surprising that sterling has been the weakest G-10 currency
this week. Looking forward, another move higher in PMI
reports next week (which appears likely following the
strength in eurozone flash PMIs and US regional PMls) should
continue to provide a favourable environment for commodity
currencies.

The trend following model has left its positions unchanged
this morning. In emerging market currencies the model is
holding a 60% net long USD portfolio whilst across G-10
currencies the model remains net short of USD. This largely
reflects the higher volatility in emerging market currencies,
where price action has triggered long positions.

Table 2: Trend following model signals
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Chart 1: Trend Strength
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Chart 2: Spread between NZ-US 2-year interest rate swaps
breaking to a new high for the year
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Trend Following Model Positions Trend Following Model Positions
Signal Date Entry Level Signal Date Entry Level
AUDUSD short 17-Aug-09 0.8327 USDCZK short 19-May-09 19.709
NZDUSD long 10-Jul-09 0.6298 USDPLN short 10-Jul-09 3.1049
EURUSD long 17-Jul-09 1.4146 USDSGD long 18-Aug-09 1.4522
GBPUSD short 10-Aug-09 1.6684 USDTRY long 27-Aug-09 1.5093
USDCHF short 17-Jul-09 1.0730 USDZAR long 26-Aug-09 7.8223
USDCAD long 26-Aug-09 1.0868
USDSEK short 21-Jul-09 7.721
USDNOK short 21-Jul-09 6.3025
USDJPY short 20-Aug-09 94.07
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Market Summary

Daily

Close Change Close  Daily Change
FX % Equities %
EUR/USD 1.4341 0.60% S&P500 1030.98 0.28%
USD/JPY 93.520 -0.78% DJIA 9580.63 0.39%
AUD/USD 0.8392 1.30% FTSE100 4869.35 -0.43%
EUR/GBP 0.8807 0.41% Eurostoxx50 2777.62 -0.40%
GBP/EUR 11352 -0.41% Shanghai Composite* 2946.40 -2.59%
GBP/USD 1.6284 0.22% *latest price
GBP/JPY 152.30 -0.57%
GBP/CHF 1.725 -0.60% Commodities %
GBP/AUD 1.940 -1.08% Crude Oil $/bl 72.49 1.48%
GBP/CAD 1.771 -0.67% Gold $/0z 948.2 0.27%
GBP/NZD 2.369 -0.65% Copper c/Ib 287.2 -0.17%
GBP/NOK 9.829 -0.29% Silver $/0z 14.31 -0.24%
GBP/ZAR 12.679 -0.79% Baltic Dry 2425 -0.08%
GBP/CNY 11.124 0.22%
Bonds % bp Swaps % bp
uUsS 10Yr 3.453 2.0 US 5yr 2.844 0.6
EUR 10Yr 3.245 1.0 EUR 5yr 2.775 2.6
UK10 Yr 3.547 -0.4 UK 5yr 3.323 -3.5
Other Official Rates %
VIX 24.68 -1.08% UK 0.50
iTraxx XOVER 602.03 8.1 us 0.25
DJ Agriculture 59.41 -0.19% EU 1.00
Index Japan 0.10
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