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O Rising risk appetite supports commodity and equity markets
O Interest rate spreads provide a USD boost — correcting from oversold state

O Technical outlook improving for USD DXY index

Overview

Risk appetite continues to increase globally leaving equity and
commodity markets close to their high for the year. The S&P500
briefly recorded a new cycle high on Friday, following the stronger
than expected US non-farm payroll report (which indicated that
only 345k jobs were lost in May). The correlation between the FX
carry trade and equities remains high, with AUD/JPY and NZD/JPY
also close to their 2009 high.

Stronger US data is now leading to a rise in interest rate expecta-
tions. The implied yield on the June 2010 eurodollar futures con-
tract rose by over 50bp on Friday and the 2yr-10yr yield curve has
begun to flatten. The spread between 2-year EZ and US interest
rate swaps has fallen to an 18 month low, providing a broadly USD
positive environment.

From a technical perspective the outlook for the USD appears to
be improving. Friday's rally following the earlier key day reversal
(recorded on Wednesday) in the USD DXY index is a bullish sign.
A close above 81.13 (the late May 2009 high) would suggest a
deeper correction towards the 200-day moving average (currently
at 83.6).

US economic data are limited this week, with the focus largely
around trade and retail sales. The trade report is a key risk for the
USD, given the gradual rise in energy prices. A failure for trade
to improve further would suggest a rise in the structural risk for
the USD.

Sterling

Whilst GBP/USD continues to drift lower (driven by broad USD
strength - the GBP/USD 200-day moving average lies around
$1.54), EUR/GBP appears to have found strong resistance around
£0.8870. The sharp failure at this level suggests that sterling
weakness (due to UK political events) is now close to being fully
discounted.

Additionally EZ/UK interest rate spreads continue to drift lower,
following the high recorded in late May 2009. This suggests that
the risks for EUR/GBP now lie to the downside unless resistance up
to £0.9040 is breached. With data limited this week, the key data
risk for sterling is the latest BoE inflation attitudes survey.

Chart of the Day

Last Week’S Currency Moves Against The Dollar
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Market Correlations

EURUSD GBPUSD USDJPY EURJPY AUDUSD EURCHF

QOil 0.89 0.90 0.27 0.91 0.93 0.56
Gold 0.96 0.95 -0.15 0.70 0.89 0.66
S&P 500 0.56 0.55 0.66 0.87 0.74 0.24

2Yr US YLD 0.25 0.26 0.74 0.67 0.38 0.25
10Yr US YLD 0.75 0.78 0.34 0.83 0.78 0.58
EU-US 2YrSPD 0.54 0.47 -0.46 0.16 0.39 0.24
EU-US 10Yr SPD -0.61 -0.66 -0.31 -0.70 -0.64 -0.57

*1 Month Correlations - Data Source Bloomberg

FX Trend Analysis

Currency ST Trend MT Trend LT Trend
DXY Index -1 -1 1
EURUSD 1 -1
GBPUSD 1 -1
USDJPY -1 1 -1
EURJPY 1 -1
AUDUSD 1 1 -1
EURCHF 1 -
EURGBP -1 -1

USDCAD -1 -1 1

Today’s Key Economic Events

Time Country  Event Consensus Previous
11:00 GER Factory Orders n/a 3.3
13:15 CAN Housing Starts 130.6k  117.6k
16:00 EUR ECB’s Constancio speaks - -

17:30 us Fed’s Tarullo speaks - -

18:35 EUR ECB’s Stark speaks - -

This document has been prepared for information purposes only and is based on information believed to be reliable. No representation or warranty is made that it is accurate or complete and no responsibility is accepted for the use of or reliance
on information provided herein. Opinions expressed are subject to change without notice, as are prices and availability, which if appearing in this document are indicative only. HBOS Group companies do not accept any liability whatsoever for
any direct or consequential loss howsoever arising from the use of this document or its contents or otherwise arising in connection therewith. 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 and should not be treated

as such. This information does not constitute a solicitation to buy or sell any instrument or to engage in any trading strategy. 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 document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with the prior written consent Bank of Scotland Treasury. HBOS

Group companies may have a position in the instruments or currencies mentioned.
Issued by Bank of Scotland Treasury.

Bank of Scotland Treasury is a division of Bank of Scotland plc which is part of the HBOS Group. Registered Office: The Mound Edinburgh EH1 1YZ. Registered in Scotland. Registered No. SC 327000. Authorised and regulated by The Finan-
cial 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.



< BANK OF SCOTLAND
TREASURY

FX & Commodity Futures Positioning

Data from the major US futures & options exchanges are released each Friday evening and report positions up to the close of business on the previous Tuesday.
Traders are classified as either commercial or non-commercial. The positioning of the non-commercial traders can be used as a proxy for the speculative side of the
market as a whole. Extreme net long or net short positions are taken as an indication of the market’s vulnerability to a sharp move higher or lower. For a squeeze to
occur, however, a separate catalyst such as a piece of fundamental news or a breach of a key technical level is usually required.

The latest IMM data report, released on Friday 5th June, covers speculative positions up to Tuesday 2nd June 2009. The data shows that speculators were net buy-
ers of USD against AUD, CAD, & EUR. Speculators continue to build their net short position in USD/CHF, and as such the positioning is looking extreme (currently
at the 8th percentile — over 3 year period). The correction in this position is now underway and we believe it has further to run. Positioning in GBP/USD continues
to normalise towards the 50th percentile (currently at the 32nd percentile - as measured over a 3 year period). Speculators have been net buyers of sterling (in the

latest report), however we suspect that much of this has now been reversed given the sharp sell-off in the second half of last week (triggered by a UK political risk
and rising US interest rate expectations.
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