
Daily Market Strategy

  Opening levels (7.15am)
  £/$: 1.6391, €/$: 1.4807, $/Y: 90.72
  UK 5y sw: 3.39%, US 5y sw: 2.82%, EU 5y sw: 2.81%

T o d a y ’ s  E v e n t s  T im e  C o n s e n s u s  P r e v io u s  

N e w  Z e a l a n d  G D P ,  Q 2 ,  q / q  2 3 : 4 5  + 0 . 1 % A  - 0 . 8 % R  
U K  B B A  M o r t g a g e  L o a n s ,  A u g  0 9 : 3 0  4 0 , 5 0 0  3 8 , 1 8 1  
U K  B u s in e s s  I n v e s t m e n t ,  Q 2  f i n a l  0 9 : 3 0  - 1 0 . 4 %  - 1 0 . 4 %  
E U - 1 6  M a n u fa c t u r i n g  P M I ,  S e p  f l a s h  0 9 : 0 0  4 9 . 7  4 8 . 2  
E U - 1 6  S e r v ic e s  P M I,  S e p  f l a s h  0 9 : 0 0  5 0 . 5  4 9 . 9  
B o E  M P C  m in u t e s  (0 9 : 3 0 )  
B o E  M P C  s p e a k e r :  B a r k e r  ( 1 3 : 1 0 )  
B o E  b u y s  £ 1 . 4 b n  o f  g i l t s :  U K T _ 4 . 5 _ 0 7 0 3 1 3 ,  U K T _ 8 _ 2 7 0 9 1 3 ,  U K T _ 4 . 7 5 _ 0 7 0 9 1 5 ,  U K T _ 8 _ 0 7 1 2 1 5 ,  
U K T _ 4 _ 0 7 0 9 1 6 ,  U K T _ 8 .7 5 _ 2 5 0 8 1 7 ,  U K T _ 5 _ 0 7 0 3 1 8 ,  U K T _ 4 . 5 _ 0 7 0 3 1 9 ,  U K T _ 3 . 7 5 _ 0 7 0 9 1 9  
F e d  F O M C  d e c i s i o n  ( 1 9 : 1 5 )  
U S  T r e a s u r y  S e c r e t a r y  G e i t h n e r  t e s t i f ie s  o n  r e g u la t o r y  r e fo r m  ( 1 4 : 3 0 )  

  

Market Strategy
• MPC minutes & Fed FOMC decision ahead
• Dollar index falls below 76.0

Market Outlook
Kenneth Broux

Overnight
- US $43bn, 2y auction attracts strong demand: bid/cover 3.23, indirects take 45.2%
- New Zealand Q2 GDP up 0.1% q/q
- G20 fret over priorities: stimulating economic growth vs financial system reform

A sharp USD reversal took place yesterday and dealers added to their short positions overnight
on higher equities and a rebound in oil and gold prices. We have advocated our preference of
being long USD in the run-up to today’s FOMC meeting and whilst this strategy paid off until
yesterday, we are forced on the defensive by strong demand for risk assets.  We will let markets
run their course over the next few hours, mindful of the possible influence of other events like the
MPC minutes or the G20, where countries do not appear all that much in harmony over the list
of priorities: stimulate economic growth first and subsequently reform and regulate the financial
system, or vice versa? This is a fairly important point which may decide the short-term path for
equities and the currency/bond market complex as a whole. We look for the Fed to present a
more upbeat message on the economy tonight, and will find out whether some rate ‘hawks’ will
press for a more forceful message on inflation as reported by sources. Comments on the Fed’s
balance sheet and with regard to Treasury and MBS/agency purchases could move markets
before the $300bn Treasury purchase scheme expires next month. With regard to the MPC
minutes, some suspense has potentially been removed following governor King’s comments
last week on the subject of remunerating bank excess reserves.

FX: EUR/GBP stabilised in a 0.9027-81 range over the last two days as dealers await the MPC
minutes. Disappointing EU-16 PMIs could force EUR/GBP on the defensive and present a buying
opportunity if the minutes show dissent over QE and considerations to cut bank deposit rates.
The fall in the USD Index below 76.0 supports our call for a short-term move to 75.0.

Rates: UK 5y swaps breached technical resistance at 3.40% yesterday, hitting a 3.43%
high. We rely on a dovish set of MPC minutes for rates to reverse, and look for 2y yields to
slip back to 0.80% support, if the MPC discussed cutting bank reserve remuneration rates.
The 2y/10y swap spread cleared 213bps and steepening trades favour a test of 215bps.
The BoE will purchase £1.4bn of shorted-dated gilts. The US Treasury will auction $40bn in
5y notes. Resistance for US 10y yields runs at 3.53%.

Gilts await BoE minutes: did MPC discuss
cutting bank deposit rate?

Wednesday, 23rd September 2009

Fed FOMC may comment on Treasury
purchases as $300bn ceiling approaches
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Change
FX %

EUR/GBP 0.9042 -0.14%

GBP/USD 1.6359 0.88%

EUR/USD 1.4790 0.75%

USD/JPY 91.103 -0.90%

AUD/USD 0.8735 1.21%
Bonds % bp

US 10Yr 3.445 -3.5

EUR 10Yr 3.395 1.6

UK10 Yr 3.765 2.5

UK 5yr Swap 3.387 2.3
Equities %

S&P500 1071.66 0.66%

FTSE100 5142.60 0.00%

Eurostoxx50 2881.60 0.00%
Shanghai 
Composite

2842.72 -1.89%

Commodities %

Crude Oil $/bl 71.76 -0.39%

Gold $/oz 1014.4 1.07%

Copper 286.5 2.85%

Baltic Dry 2246 -3.11%

Other

VIX 23.08 -4.07%

iTraxx XOVER 572.47 -30.9
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Chart of the day: Dollar Index

Technical Analysis
Paul Rodriguez, Senior Technical Analyst

Key Levels

• The consolidation in equities is taking on the form of another bullish phase- despite the heady levels of the current market. Whilst
caution has risen up another notch, the technical scenarios have not reversed as yet and although minor retracements have
activated stops, a fresh squeeze higher is possible.  Key FTSE resistance is at 5,169, a breakthrough there is the signal for 5,338-
which is the extended target. DAX index futures resistance is at 5,750- a break targets 6,000. Note stops are at 4,980 and
5,590- a break of these levels reverses the trend. Chinese stocks have failed to sustain gains and are looking neutral here- this
is an added caution, but notably they have underperformed core equities of late. S&P 500 cash targets 1,106.

• Commodity currencies continue to squeeze the dollar as the DXY hits a key support level at 76.00 once again. (see chart below).
The NZD is the strongest currency overnight and continues to trend towards the 0.7469 technical target (0.7248). EM and
commodity currencies are broadly favoured against the dollar and sterling, the latter has potential to claw back some further
losses towards 1.6500, but remains in a well marked range. A break through $1,032 for gold would send the currency markets
into a fresh buying spree of high yielders.

• Are we finally getting traction in the bearish bond view? US 2y yields have breached 1.00% with the 1.10% target now looking
more reasonable. US 10y yields interestingly are lagging the rally as 3.50% is a strong resistance point. A break of this level
should occur however for 3.75% and potentially 4.00% into year end. UK 10y yields continue to edge higher. 4.00% is the main
target there, but UK 2 y yields remain subdued. A close over 0.90% would be the first indication of a reversal (the favoured view)
with a break of 1.00% the main signal.

EUR GBP JPY EUR/GBP GBP/EUR

R2 1.4966 1.7044 95.15 0.9110 1.1404

R1 1.4865 1.6746 93.41 0.9088 1.1308

Current 
Spot

1.4794 1.6367 90.85 0.9040 1.1062

S1 1.4500 1.6113 90.30 0.8843 1.1004

S2 1.4177 1.5975 87.14 0.8769 1.0977

Spot prices as of: 07:49:10 Source:  Bloomberg

Targets are at 75.00. 76.00 is key short term support as already seen, but a break of this level is expected and should
trigger further losses.

Sp ot B ia s Entry Ta rg et Stop Com m ent/Levels

EUR/USD 1.4794 Bullish 1.4350 1.4950 1.4640 Stop  hit, b ut ta rg ets a t 1.4950 rem a in.

USD /JPY 90.85 Bullish 89.90 96.00 89.30

USD /CHF 1.0233 Bea rish - 1.0000 - 1.03 ta rg et close- 1.00 nex t ob jective

GBP/USD 1.6367 Bullish 1.6200 1.7000 1.6125

EUR/GBP 0.9040 Bea rish - 0.8500 -

GBP/JPY 148.69 Bullish - 156.00 -

EUR/JPY 134.40 Bullish 133.50 139.14 132.80

CAD /JPY 84.98 Bullish 84.90 90.35 83.80

AUD /USD 0.8738 Bullish 0.8305 0.9000 0.8637

USD /CAD 1.0690 Bea rish - 1.0000 -

NZ D /USD 0.7251 Bullish 0.6860 0.7447 0.7035

USD /BRL 1.7929 Bea rish 1.8338 1.7000 1.8455

USD /PLN 2.8287 Bea rish - 2.7000 -

USD /HU F 183.41 Bea rish - 180.00 -

ENTRY  - Targetted
ENTRY - Active

Spot prices source:  Bloomberg



Trend following model signals

Quantitative Market Analysis
Naeem Wahid, Quantitative Strategist

Signal Date Entry Level
AUDUSD long 15-Sep-09 0.8622
NZDUSD long 10-Jul-09 0.6298
EURUSD long 09-Sep-09 1.4480
GBPUSD short 21-Sep-09 1.6270
USDCHF short 17-Jul-09 1.0730
USDCAD short 23-Sep-09 1.0691
USDSEK short 09-Sep-09 7.0444
USDNOK short 21-Jul-09 6.3025
USDJPY long 22-Sep-09 91.93

Trend Following Model Pos itions
Signal Date Entry Level

USDCZK short 19-May-09 19.709
USDPLN short 09-Sep-09 2.8278
USDSGD short 08-Sep-09 1.4337
USDTRY short 15-Sep-09 1.4939
USDZAR short 31-Aug-09 7.7525

Trend Following Model Positions

The USD DXY index has failed to break through resistance
above 77 and has now regained its downward momentum,
falling to a new low for the year this morning. Our in-house
trend following model continues to hold a short USD position.
The portfolio is 56% short against developed market
currencies. Across emerging market currencies the USD
negative trend is stronger. As such the model is positioned
short of USDs against all five of our traded EM currencies.

Interest rate spreads (we have used 2-year interest rate
swaps in our analysis) have been moving against the USD
this week. The biggest shift has occurred in NZ/US, where
the spread is now close to a nine month high, supporting the
break higher in the NZD/USD spot rate. The New Zealand
Q2 GDP report, released overnight, showed economic growth
of 0.1%, finally marking an end of five consecutive quarters of
economic contraction. The 14-day RSI is now elevated and
approaching levels consistent with some consolidation or even
trend reversal (see chart across) – as such we would warn
against adding/building any new long positions at current
levels.

The eurozone flash PMIs are the key economic data release
this morning – the composite PMI has risen for six consecutive
months and rose above 50 in July. Market expectations are
quite high this morning (at 51.3) and these now need to be
exceeded for further gains in the euro and commodity
currencies. In the event of any weakness in the PMI we would
favour trading a short EUR/GBP position – the currency pair
has lost some momentum this week, sterling negative
sentiment appears to be at an extreme and interest rate
spreads have once again begun to move against the euro
(see chart 2).

Chart 1: NZD/USD RSI warns against initiating new long
positions
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Chart 2: EZ/UK interest rate spread failed to break higher last
week



Market Summary

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 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
is registered as a foreign company, Australian Registered Body Number 126 955 557. The liability of its members is limited.
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Change Close Daily Change
FX % Equities %

EUR/USD 1.4790 0.75% S&P500 1071.66 0.66%

USD/JPY 91.103 -0.90% DJIA 9829.87 0.52%

AUD/USD 0.8735 1.21% FTSE100 5142.60 0.00%

EUR/GBP 0.9042 -0.14% Eurostoxx50 2881.60 0.00%

GBP/EUR 1.1059 0.13% Shanghai Composite* 2897.55 -1.89%

GBP/USD 1.6359 0.88% *latest price

GBP/JPY 149.04 -0.05%

GBP/CHF 1.675 0.04% Commodities %

GBP/AUD 1.873 -0.36% Crude Oil $/bl 71.76 2.94%

GBP/CAD 1.749 -0.06% Gold $/oz 1014.4 1.07%

GBP/NZD 2.276 -0.82% Copper c/lb 286.5 2.85%

GBP/NOK 9.554 -0.23% Silver $/oz 17.14 1.78%

GBP/ZAR 12.069 -0.42% Baltic Dry 2246 -3.11%

GBP/CNY 11.170 0.87%

Bonds % bp Swaps % bp

US 10Yr 3.445 -3.5 US 5yr 2.805 -3.8

EUR 10Yr 3.395 1.6 EUR 5yr 2.799 0.5

UK10 Yr 3.765 2.5 UK 5yr 3.387 2.3

Other Official Rates %

VIX 23.08 -4.07% UK 0.50

iTraxx XOVER 572.47 -30.9 US 0.25

DJ Agriculture 58.36 1.62% EU 1.00
Index Japan 0.10


