Lombard Street Research

Update

Our shorter-term indicators are starting to flash warning signals for equities again, although the
resumption of high yield issuance could take markets a little higher in the very near-term. Contrary to the
consensus, European equities are struggling to outperform the US but this is a common pattern historically
when the cycle peaks. In Currencies, we stick with long AUD/JPY on growth (and interest rate) momentum
grounds, even though this cross has been highly correlated with equity/bond relative returns in recent
times. Finally, two changes to recommendations: closing long EUR/GBP 1-year implied volatility (while
looking for entry levels for a more explicitly directional GBP position); opening long Corn (December 2008).

European equity upside shrinking
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US domestic debt issuance (ytd, $bn): high yield ...while investment grade issuance has been
starting to pick up again after eight week lull... strong in August/September.
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Europe/US relative equity returns & IFO Japanese banks (versus Topix) & yield curve
e \SC| Europe ex UK / MSCI US ($ terms) Banks versus Topix
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Closing long EUR/GBP volatility recommendation, maintaining long AUD/JPY
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AUD/JPY & US equity/bond returns: over 1 year ... and over past 10 years
e AUD/JPY — US equity/bond returns (rhs) e AUD/JPY — US equity/bond returns (rhs)
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