Understanding the Global
Financial Markets




* Long vs short

 Bulls VS Bears

e Hawks VS Doves

* Risk On/ Risk Off

FTSE MIB, FTSE 100, DAX, CAC 40, S&P 500, MASDAQ 100,
DJ INDUSTR AVERAGE, MIKKEI 255, S&P/ASK 100, SMI,
IBEX3S5, BOVESPA, BUENOS AIRES MERVAL, IPC, MUMBAI

SENSEX



e Short Squeeze.

e Bernanke Put

» Safe Haven/ Flight to
quality




Global Markets

Fixed
Income

Commodity




Simple Market Model

 Risk- ON * Risk- Off

— Equity I — Equity l
— Bond Yieldsl

— Commodities' — Commoditiel

— Bond Yields

— USD — USD



QUOTABLE QUOTES

"Bulls make money, bears make money, pigs
get slaughtered”

Anon

“This is worse than a divorce. | lost half my

wealth and I've still got my wife”
Anonymous Trader on Financial Crisis.

—



Efficient market Hypothesis (EMH)

* An efficient market is one in which securities prices
reflect all available information. This means that every
security traded in the market is correctly valued given

the available information.



Are the markets really efficient?

“| can calculate the motion of
heavenly bodies but not the

madness of men “

Sir Isaac Newton




Are the markets really efficient?

“The market can remain irrational

longer than you can remain solvent

o

John Maynard Keynes



Are the markets really efficient?

“The market was efficient, I'd be

a beggar on the street with a

tin cup”
Warren Buffett



The FED

DON’T FIGHT THE FED



The Federal Reserve

e THE US Central Bank
e Foundedin Dec 1913

* Helicopter BEN is now the
Chairman

* Widely believed to be
responsible for causing the
great depression (1929-
1944) and the global
financial crisis (2007- 20XX)




Fed Funds Rate: US policy rate

Federal Funds Rate (effective)
July 1954 to December 2009
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Recent Financial Crises

European Debt Crisis (2010 till ??)

Global Financial crisis ( 2008 till ??)
— Subprime/ Lehman Brothers

Dotcom Bubbles( 1995-2000)

Asian Financial Crisis ( 1997-1998)



Subprime Crisis Explained in 5 mins

e Subprime BBC

* What exactly is subprime mortgage?

e Did Lehman Brothers cause the financial
crisis?


http://www.youtube.com/watch?v=mzJmTCYmo9g

THE GLOBAL FINANCIAL CRISIS.
(2007- 20XX)



THE GFC in a nutshell

* Policy Rate remained too low for too long
— This was called the Greenspan Put

— Housing Boom and Credit Boom

— lowering credit standards (NINJA)

— Foreign Central Banks played a key role in keeping
treasury yields down (why?)



FOREIGN EXCHANGE RESERVES

World foreign-exchange reserves, $trn 12
10
= China
8
= Developing countries*
- 6

= Advanced countries




The US relies on the kindness of
strangers
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Policy Rate: too low for too long

Effective Federal Funds Rate (FELDFUNDS)
Source: Board of Governors of the Federal Reserve System
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Always behind the curve




Fed-induced Mortgage Boom

30-Year Conventional Mortgage Rate (MORTG)
Source: Board of Governors of the Federal Reserve System
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House Prices: Boom and Bust
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Home Price June2006- September2012
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Prices have yet to recover to pre-crisis level



* Securitization

— Banks can “outsource and sell risks” instead of
holding the loans

— Mortgage backed security



Securitisation

Traditional model Sub-prime model
Home buyer Home buyer
A . Mortgage
2 *— broker
Mortgage 2 Maortgage | | Repayments
1 loan loan
Home
appraiser
Bank Bank
T . Rating
i Home valuation agencies

Mortgage Bond 4
bond payments

¥

Mortgage bond market

‘ Income check

Bank sells mortgage bond
Bank grants mortgage

1) Bank grants mortgage
2 Homebuyer pays bank

Homebuyer pays bank

&) (W) (n) =

Bank pays bondholders

Key: Safeguards
—» Flow of money ‘ Bank checks

Independent checks

Banks earned fees
instead of interests
on mortgages

Therefore, no
incentives to be
thorough with
applicants.

Rating Agencies
received fee for
stamping approval
seals on these “dodgy
“ mortgages.

None were held
accountable for losses



* CDO (Collateralized Debt Obligations)

— Credit Rating Agency helped legitimize the “slicing and
dicing”

— Theoretically risks were spread as opposed to
concentrated

— Instead, risks were unidentified and widespread

* CDS ( Credit Default Swaps) hedging
— AIG collapse would have led to a complete meltdown
— Financial Weapons of Mass Destruction

* Reckless Lending and Borrowing led to a credit
crunch.



CDO- collateralized debt obligation

An investment-grade security
backed by a pool of bonds, loans
and other assets. CDOs do not

Original CDO specialize in one type of debt but
H are often non-mortgage loans or
5 bonds
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Bond market collapse

CURRENT INDEX VALUE OF
MORTGAGE BONDS, 2007=100
Implied value of mortgage-backed
bonde igsued in Jan 2007
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POTENTIAL BANK LIABILITIES
Top bank sponsors of commercial
paper, 2007
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How did we get from “conventional” to
“unconventional” ?

* The question is will the unconventional
become conventional?

 The Bank of Japan has done quantitative
easing for 17 times since 1990

 What separates conventional from
unconventional?



Conventional : interest rate policy
Do banks follow the central bank rate announcement?
Open Market Operations.

Interest Rates went to practically zero ( Pushing on a
string) in the process of stimulating the economy

— Bernanke Put (2008) , Greenspan Put ( 2000)

Unconventional : Policy rate at zero or negative

Quantitative Easing- Fed prints money to buy assets (
Treasuries, MBS)

Balance Sheet instrument ( if in doubt, keep on buying)



Fiscal and Monetary Stimulus
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5 years on:
are we out of the woods yet?
The FED has been pondering “Tapering”

Why didn’t they pull the trigger last month?
Are markets addicted to “free” money?

Bad news is good news in the unconventional
world !l (consider September employment
report)



Markets love the QE
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European Crisis

Sovereign Credit Default Swaps

|

Source: Bloomberg, CMA

A credit default swap (CDS) is a
financial swap agreement that the
seller of the CDS will compensate the
buyer in the event of a loan default or
other credit event.

The buyer of the CDS makes a series
of payments (the CDS "fee" or
"spread") to the seller and, in

exchange, receives a payoff if the loan
defaults.



Endangered Currency

First Greece -- then Ireland, Italy, Spain
and Portugal: The European common
currency has come under pressure from
large national debts and the effects of the
global financial crisis, ultimately requiring
a rescue package close to a trillion euros.

THE EURO CRISIS



Convergence No More

Eurozone government bonds
10-year spreads over German bunds (% points )

Non resident debt securities holdings
A= % of total debt securities
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The euro’s launch in 1999 was the biggest achievement in Europe’s post second
world war drive to bring together the region’s economies. The impact on sovereign
bond markets was dramatic. During the late 1990s yields converged as investors
began to think in terms of a single eurozone market. The risks of a country
defaulting, or exiting the eurozone, were ignored.

The complacent mood was shattered in 2009 when the escalating debt problems of

Greece erupted into a crisis.

Soaring “spreads”

on the debt of governments in the

eurozone “periphery” — southern Europe and Ireland — threatened the sustainability
of public finances. They prompted sweeping changes by policy makers, including the
launch of an emergency government bailout fund.




Stability and Growth Pact

This chart shows debt as a proportion of GDP, which is the total amount a country's government (including local government) owes divided by the total
amount produced by its economy in the year. Greece has been near the top of the debt league for some time. Portugal and Ireland have have also moved up
the table for the past few years, in Ireland's case because of the enormous cost of rescuing its banks.
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A government's deficit is the amount by which its total spending exceeds its tax revenues. The government typically borrows the difference, adding to its
debt. Some governments manage to spend less than they earn, so that they run a positive surplus. This chart shows that surplus (a number above zero) or
deficit (less than zero) as a proportion of GDP (the total value of goods and services produced by the economy each year).
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Can a country go bust?

Long-term interest rates
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Austerity and Grexit




Couldn’t Greece go back to drachma

Greek economy is small relative to the rest of
the eurozone

However, it could have set a precedent (
Domino Effect)

Greek Exit could lead to failures in banks in
other EU countries ( France, Germany, ltaly)

Very difficult in practice!!

People simply moved money from Greek
banks into German banks across the street ..






Please sir, anything but the euro

1M CITA and EONIA rates and Danish CD rate
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Source: Nordea Markets and Reuters Ecowin



More Bonds anyone?

ECB Bond Purchases (billion Euros)

25 250

20

15

per wWeek

10

May 10 Fob. 11 Aug 11 Feb 12 Oct, 13
B SMP bond purchases per wesk [ Cummulative holdings

tedal amount settled



Why couldn’t they do QE and bail the
greeks out?

 The Germans wouldn’t have it. ( why)

* Bundesbank and the Weimar Republic

e 1] %




 ECB is not allowed to purchase bonds directly
( Monetisation)

* Explicit Bailouts are not allowed in the EU
constitution



Whatever it takes, even if it s a bluff




French Bank Experience

Credit Agricole had trouble raising USD
funding in 2011

CA had to shut down many international
branches including Thailand

CA had to pay excessively high rates to obtain
USD deposits

SocGen and Hermes

GENERALE




Is the crisis .... over?

So Far the markets believed the Draghi “whatever it takes”
No one knows how it is going to pan out
It ain’t over till the fat lady sings ( not Merkel)

Will the europeans stick to tough reforms?

— ( Hollande is currently highly unpopular in France 23% Approval
rating)

Watch the spreads ( Spain-Germany, Italy- Germany)



Current market environment



Another Debt Ceiling will be reached
soon (dec 12)

Federal Debt: Total Public Debt (GFODEBTM)
Source: U.S. Department of the Treasury: Financial Management Service
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Debt Ceiling ( again!!)

 US DEBT



http://www.usdebtclock.org

October 9, 2013 9:12 am

Collateral crunch feared as T-bill yields leap

The flight from near-term bills could have major
repercussions for key financing markets as Treasury
collateral 1s widely used by central banks, sovereign
wealth managers, banks, custodians and other
investors for borrowing short-term cash and

supporting derivatives positions and other types ot
trading.




The longer the stand-off in Washington continues, so the risk grows that certain
Treasury securities start to be seen as too risky to take as collateral for the short-
term loans that underpin this financing, via the vast “repo market”.

m |[f US creditworthiness becomes suspect, current uses of Treasury securities as
collateral in the repo market may become impaired. The current debt ceiling
impasse is evident in the repo futures market pricing. Disruptive interest rate
dynamics could make it difficult for levered fixed-income investors to hold their
positions. This creates potential for disorderly unwinding in a low liquidity
environment.




Burgeoning disruptions are already evident in a variety of technical financial
markets. The yield on one-month T-bills has overtaken the one-month interbank
lending rate, known as Libor, for the first time in a dozen years.

The curve in credit default swaps (CDS) on US debt has also inverted — indicating

that purchasers of the derivatives are, in theory, pricing in a higher risk of default in
the short term than in the longer term.

CDS on US government debt has doubled in the past month and trading volumes
have jumped as a growing number of investors have bought the instruments,

seeking protection against a potential default or making bets on subtle movements
in the derivatives.




T-bill yields overtake Libor for first time in dozen years, while US sovereign CD5 costs double in past month
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(%) { CDS spreads, basis points)
6 40

== 0ne- month Treasury bill
=(ne-month US Libor

a5
4
30
2
25
0 . ey 20
2001 03 05 07 09 11 13 Jul 2013 Oct

Sources: Thomson Reuters Datastream; Markit



Figure 2. Short-Term Interest Rate Reaction to Debt Ceiling Debate,

2011
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Repo- Repurchase Agreement

Collateralised lending
Repo Rate is normally lower than Libor. (why)
Can repo rate be negative? Why

Traders use repo to fund their positions.



CDS

Credit Default Swap: cost of protection againt a
credit event. ( a bit like a car insurance, fire
insurance)

Single name CDS (e.g. Lehman Brothers )

Index CDS: iTraxx (EU) and CDX (US)

Ban on naked CDS ( imagine buying a fire
insurance on your neighbour’s house)
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Last updated: October 15, 2013 5:47 pm

US Treasury bill demand slumps at auction

Demand for the sale of $35bn three-month
bills that mature in January was 3.13 times,
the lowest since July 2009




Bid-Cover Ratio

Bond Auction!! ( Italy and the political
uncertainty) markets relieved after the bond
market bought the bond enthusiastically

Bid-Cover ratio as a guage of market
sentiment

Bid-Cover less than 1 is a failed auction. Why?




There was also some negative reaction in the markets to developments in
Washington. One-month Treasury bills maturing on October 31 shot up 21 basis

points to a new debt ceiling pealk of 52 bps late on Tuesday, as investors grew
alarmed by the lack of a deal.

“We are seeing a lack of iquidity in the bill market and that is exacerbating the move
in vields,” said John Brady, senior vice-president at RJ O°Brien. “People are stepping
away from the market.”




TRADING POST Last updated: October 14, 2013 6:36 pm

Long-dated Treasuries unbowed by debt tensions

The volatility in stocks and T-bills 1s not being
replicated 1n longer term US paper, however.

The US 10-year vield has been stuck between 2.6 per
cent and 2.7 per cent for the past three weeks, even as
fears about US creditworthiness — as measured by
higher CDS spreads — have been building.
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TIPS

[nvestors may be surprised to hear that concerns about excessively low inflation
may be back on the Fed's radar screen. After all, breakeven inflation expectations in
the bond market have been fairly stable at above 2 per cent. But the Fed leadership




Treasury Inflation protected

Securities

* Nominal Bond Yield = TIPS yield + Breakeven
inflation

* For example, if the current 10-year treasury
note is yielding 3% and the current 10-year
TIPS yield is 1%.

* Markets are implying that inflation
expectations should be 2% on average for the
next 10 years



 Therefore, Breakeven inflation is 2%.

* TIPS investors will break even ( not lose out) if
inflation is 2% for the next 10 years.

* |t can be used as a gauge for inflation
expectations ( market based as opposed to
the survey based approach)



Term Structure of Interest rates
e Normal Yield Curve

* |nverted Yield curve: “ harbinger of an
economic slowdown?

"Normal” Yield Curve "Inverted” Yield Curve
8% 4 8% +
7%+ 7% +
6% + 6% +
3 5% T g 5%T
= 4% 4 = 4%+
3% 4 3% 4
2%+ 2%+
1% + 104 4
5 10 15 20 25 30 5 10 15 2 25 30
Time to Maturity Time to Maturity
[in years) (i years) 1




Yield Curve History

<HELP> for explanation.
Run LOGZ to Express Login or you will be logged off in 3 minutes.

US TREASURY ACTIVES CURVE 97) Actions - 98) Table Graph Curves
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<HELP> for explanation.
Screen saved as C:\Documents and Settlngs\countlydesks\Desktop\tw1st png
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CRISIS INDICATOR



A measure of liquidity/ market
dysfunction

* Bid-ask spread... a very important indicator




Yield Spreads

* Yield Spread between two securities ( bonds)
* Represents credit risk, term premium

 TED spread



Nothmg to fear but fear itself

VIX C 18.66 +2.59 T --/--
On 15 0ct d 0 16.41 H 18.67 L 16. 16 Prev 18.66
95 Save As 96) Actions ~ 97) Edit 99 Table Line Chart
: i

I Compare Mov. Avgs

T High on 11/20/08 B0.86
-+ Average 23.23

IE. Last Price 18.66

2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
Australla 61 2 9777 8600 Brazll 5511 3048 4500 Europe 44 20 7330 7500 Germany 49 63 9204 1210 Hong Kong 852 2977 6000
TJapan 81 3 3201 8900 Singapore 65 6212 1000 uUu.s. 1 212 318 2000 Copyright 2013 Bloomberg Filnance L.P.

SN 826457 ICT GMT+7:00 H723-1055-3 16-0ct-2013 17:31:51



<HELP> for explanation.
1<Go> to View Spread, 11<Go> to Save as Index, 12<Go> to View Regression

1 1) ' Custom Spread

Data Field WCorr.

Constant WNormalize by

Daily ¥

Constant
|1D 3D 1M 6M YTD 1Y G5Y Max

¥ Event

| EMUS0003M Index - Last Price 0.2405 [ 00000 |
| @ €803 Govt - Hid Yield To Maturity 0.14199 PPREAD SUMMARY
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T off Avg -48.5031
Ly |Median 77.42112
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i . ; ; SERII Low 03/16/10 9
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LIBOR-OIS

<HELP> for explanation.
1<Go> to View Spread, 11<Go> to Save as Index, 12<Go> to View Regression
™ 96) Actions 97) Edit z Spread Analysis
Data Field 4 B Regression WCorr.
Constant . Constant EMNormalize by
6M YTD iax | Quarterly ¥

(" High 2.456

|EI USO003M Index - USSOC Curncy 0.15085 ‘
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Short term bills at the center of the storm

T-Bill 31-Oct-13
T-Bill 07-Now-13
T-Bill 09-Jan-14

USD 3M Libor-0IS
USD 1Y Libor-0IS
UsD 2Y swap spread
EUR 2% swap spread

EUR/USD FX
USD/JPY FX

Trade weighted USD
EUR/USD 1Y basis

10-Oct-13

Level (% or points)

US T-bills
0.33 0.03
0.27 0.02
0.04 0.00
Libor-OlS and swap spreads
135 15.1
19.6 18.1
126 13.1
407 377

26-Sep-13

FX and cross currency basis

1.3521
978
69.03
-10.7

1.3473
99.06
69.04

-9.6

Change

(bp or % change)

299
256
46

-1.6
1.5
-05
3.0

0.4%

-1.3%

0.0%
-1.1



USD 3M Libor-0IS
USD 1Y Libor-OIS
USD 2Y swap spread
EUR 2% swap spread

EUR/USD FX
USD/JPY FX

Trade weighted USD
EUR/USD 1Y basis

S&P 500

VIX

Eurostoxx 600
Spain-Germany 10Y

Gold
Source: Deutsche Bank

10-Oct-13

26-Sep-13

Level (% or points)

Libor-OIS and swap spreads

135
19.6
12.6
407

15.1
18.1
13.1
37.7

FX and cross currency basis

1.3521
97.8
69.03
-10.7

1656.4
196
296.6
2504
12995

1.3473

99.05

69.04
-9.6

1698.7
14.1
2958
2512
13241

Change

(bp or % change)

-1.6
15
-0.5
3.0

0.4%

-1.3%

0.0%
-1.1

-2 5%
5.5
0.3%
-0.7
-1.9%



They are all swaps to me

* FX SWAPS

* |nterest Rate Swaps (IRS)

* Cross Currency Swaps ( CCS)



Forward Rate

* Forward Exchange Rate is not the market
expectation of FX spot rate.

e Forward Rates are based on Interest Rate
differentials



FX FORWARD AND SWAPS MARKET



FX deal

* Spot deal

— Buy EURUSD outright
* Forward Deal

— Sell EUR forward

* FXswaps deal
— SellBuy EURUSD and BUYSell EURUSD on the forward leg



Swap Deal Terminology

* | sell buy Euros against USDs

— | sell Euros on the near date
— | buy Euros on the far date

* | buy/Sell USDs against EUR

— | buy USD on the near date
— | sell USD on the far date



Quoting the forward prices

Our customer wants to buy USD 1,262,500 against
EUR

Spot EURUSD is 1.25

Our customer requires delivery 360 days after spot
date

What is the Forward FX rate do we quote?



What do we know

* Spot FX rate 1.25

* 360day USD interest rate =1%

* 360 day EUR interest rate =2%



Cashflows are important

* Can we use the Forward rate equal to our spot
rate?

* Why ? Or why not?



Determining the Forward Rate

* Banks do not need to predict the future spot
FX rate to quote a forward rate

* |nstead, banks can perfectly hedge their
Forward FX exposures using deal structures
executed at current market rates

— In practice, banks use FX swaps to hedge their
forward exposures



Links between interest rates and
Forward rates

* Asinterest rates go up, forward rates goes down

— In our example, try 360 day EUR rate to be 5%
— Recalculate our Forward FX rate

* Forward rates and swap points

— A more convenient way to quote a forward rates

— Forward points or swap points are relatively stable
compared with the spot FX



Example of swap points

Spot FX rate EUR1 = USD 1.25

EUR rates( all maturities)= 2%
USD rates ( all maturities)= 1%

30 -10
90 -31
180 -62

360 -123

94



Forwards VS Non-Deliverable
Forwards( NDFs)

* Regular FX outright forward transaction

— Parties agree to exchange specified amounts of a pair of
currencies at maturity

— At maturity, each party makes a gross payment in the
amounts originally agreed

Example market data at inception
Spot FX rate. S1=CNY®6.8
1 year Forward rate S1=CNY 6.9

market data at maturity

Spot FX rate S1=CNY 6.6



NDFs

Non-Deliverable forwards
— Parties agree to exchange nominal amounts at maturity

— At maturity, the debit party makes a net payment to the
credit party in one currency only ( eg USD) based on the
spot rate at maturity



Features of Non-deliverable
forwards

* Exchange controls make one currency not fully convertible

 Examples
— BRL
— CNY
— IDR
— KRW
— MYR
— TWD
— RUB
— PHP
— INR

* Exposure for the settlement sum still exists



¢HELP>» for explanation.

F¥ Forward Calculatar

F‘r1c1ng Date  10716/13 B W Trading Mods B Autoc Refresh
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M| 12718013 997 1203|3597 4003 S
M1l 12418413 997 12 08 AEnT 00 Crates Pairts Bid A=k Forwards Bid 0.5k
M| 01721141 1500 17.00 4100 500
4M| 0218014 1983 2209 A58 L0y
EM| 03518014 2404 2859 L6 LAER
IM2[ 031914 2483 2879 L0gs L
6M| 0418014 20000 3500 Rl 200
IM3| 061214 41.40 4707 AT J507
M| 07 1ES1d) 47.00 L300 il 100
IM4 091714 5868 6533 gL E RUcix —
1] 10420514 6500 T2.00 A100 0o
m #% Represents Holiday Zoom =II=
Australis 61 2 9777 600 Brazil 5511 3045 4500 Europe -1--1- 20 ?330 F500 Germend 43 69 9204 1210 Hong Eong 352 24877 6000
Jeapan &1 3 5201 3900 fZingapore 6% 6212 1000 . 212 31& 2000 Copyr-ight 2013 Eloomberg Finance L.F.
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FX Swaps do not affect FX spot rate
while FX forward do ?

Fx swaps are essentially collateralised lending/
borrowing

FX forwards are the spot transaction which will take
place some time in the future.

In the market the forward trader will execute both
forwards and Swaps transaction.

Forward Rate= FX Swap Rate
Forward points= swap points



Sell/Buy USDTHB

M29¢19 NITATWIUAUT FX Swap

" JuN 1 #.8. Bank ABC ¥11§9n554 Sell/Buy Spot/6M FX Swap fU
Bank XYZ 31%3% $1 @14 USD

® Spot Rate USD/THB = 34 U
® 6M Forward USD/THB = 34.20 U7

® Swap Point = Forward rate — Spot rate = 0.20 UY

1 .9, 3 3.9, 3 §.A.
A A

Spot 6 Month Forward
Sell USD 1T M Buy USD 1T M

- 0> -—

ABC XYZ ABC XYZ

+——

Get THB 34 M Pay THB 34.20 M

31 ena1sUszNaunIsaNEuT Interest Rate Futures las TFEX uaz ywhasnstiuvingnas uasensleag a.550



N1SATUXI¥AT THBFIX

® |nterest Rate Parity AITHNLE AANITZHIN Spot Rate LLa@% Forward
o i & &
Rate denauwrmIMNLLANANgadIanINnantvgdayg 2 ﬂQﬂ

- DAYS
- WS
ul 365
B/$
SE (14 % < DAYS
360

737 : 1BNa15U3TNaUNTISANEUT Interest Rate Futures las TFEX uaz gwiainsniannanenas ussensles o554



HASNITATUINA THBFIX

FWD DAYS 365
THBFIX = | (———)x(1+SIBOR x)-l]x’
SPOT 360 DAYS

laen

® WD Fla ALRA8289 USD/THB Forward Exchange Rate

" SPOT Aa ANLRAE289 USD/THB Spot Exchange Rate

SIBOR Ao ANLafg28d8@5180nt 08139 USD 31naa mtsuluwdnlus

B DAYS g 31WIWI%

YuAa2NLAusE¥119 1281 10.00-10.45 . LL@S“&IT’JGB"IEJq?IB\ﬂﬁﬂ SIBOR
Lae FWD Raddamnaadn

An7 - @na13UsEnaun1saNNu Interest Rate Futures IRe TFEX uas gwasnssinvinanas vssenelae a.55d



M289879 NI1SATUXIAT THBFIX

" BIA Implied Interest Rate 284J THB VINQINIIH Sell/Buy Spot/6M

FX Swap
® Spot Rate USD/THB = 34 U7
® 6M Forward USD/THB = 34.20 U

" $-SIBOR 6M Interest Rate = 3.00% p.a.
{(34.20/34.00) X (1+0.03x( 1 83/360))—1} x 365/183

® THBFIX

= 4.18% p.a.
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THBFIX
®:corch Related = Trade - !; ﬂ e—

THEFIX
04:00 THAI BAHT IMTEREST SETTLEMEWT RATES 1lam-LATEST & HISTORY codes =THEFIX=*=

DATE 0N TN 1 MTH 2 MTH 3 MTH B MTH 3 MTH
160CT 2.44331 2.4611%8 41960 L3V0BE .35802 LA075E .52835
150CT  2.49666 2.50756 42240 . 39385 .3T56E LAEETE .aE2z234
140CT WY HOL 2.45715 .3Z966 .3E169 .3101%8 .39143 .487589
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040CT .44178 45678 LAT16E3 47476 43882 L4547 2 .553889
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305EP LA3267 43423 LA0367 LAB1EY LAZ8E6 42351 .53316
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195EF .43BES .47036 LAB1T71 .AB574 40948 42516 .55629
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Interest Rate Swap THB

<HELP> for explanation.

Thailand la 99) Settings 99) Excel Interest Rate Swap Rates

@ 3 Months

Date Range:

40) THB/THB Swap (Onshore) 41) THB/USD Swap (Onshore) 4) THB/USD Swap (Offshore)

THB/THB Swap Rates (Onshore) ® Now & Avg

Tenor Bid Ask Change Today #5D A/day Low Range High Avg
J1YR 2440 2490 2.465 00100 Y | -01 2.350 + 2.610 2478 1.2 0.2
D2YR 2.660 2.710 2.685 0015 V1 p— I -02 2.615 + 2.980 2.750 -4.0 -0.5
I3 YR 2.890 2.940 2,915 -0.010 _'-'{“ — | -01 2.870 * 3.250 3.010 -7.0 -0.7
14YR 3.110 3.160 3.135 -0.010 _’{_—'—_ | -01 3.115 + 3485 3.248 -8.8 -0.8
55 YR 3.310 3.360 3.335 -0.012 _:":'——— | -0 3.330 + 3.730 3464 -10.4 -0.9
il 7 YR 3.560 3.630 3.595 0,017 -——— | -01 3.590 + 4,000 3.743 -11.3 -0.9
7110 YR 3.830 3.860 3.845 -0,007 [ | -0.1 3.820 + 4,250 3.994 -134 -1.1
il 20 YR 4.370 4.520 445 0000 U B s 445 o o 4.935 4.659 -13.9 -1l

6M THBFIX rate =2.41
1yr THB SWAP RATE = 2.465

Australia 61 2 9777 8600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germany 49 69 9204 1210 Hong Kong 852 2977 6000
Japan 81 3 3201 8900 Singapore 65 6212 1000 U.s. 1 212 3218 2000 Copuright 2013 Bloomberg Finance L.P.
SN 826457 ICT GMT+7:00 H723-1055-0 16-0ct-2013 19:14:04



What do markets think about BOT
policy rate path?

* Concept of implied forward rate

* Do not confuse forward rates with FX forward
rates.



Interest Rate Swap

* Large corporate issuance normally leads to a
lower swap rate ? *WHY*

 SWAP spread: the yield spread between the
swap curve and the govie curve

<HELP> for explanation.
Reference Curve Selected: US DOLLAR SWAPS (30/360, S/A) CURVE

US DOLLAR SWAPS (30/360, S/A) 979 Actions -~ 98) Table

Graph Curve

Last 1D 1w 1M DEICIS

Curves & Relative Value 3

| ® 523 Us Dollar Swaps (30/360, S/A) Curve 10/17/13 15:12:54
® 125 US Treasury Actives Curve 10/17/13 15:12:54

2,504

Rate (Mid Conventional 2)
= I

=
g
t

0.504

M ™M 34 4M  SM M 8M  10M 1Y 29 3¥ 4y 5Y &Y 7Y 8Y 9 107 11v
Tenor
Australia 61 2 9777 8600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germany 42 69 29204 1210 Hong Kong 852 2977 6000
Japan 81 3 3201 8900 Singapore 65 6212 1000 uUu.s. 1 212 318 2000

Copuright 2013 Bloomberg Finance L.P.
SN 826457 ICT GMT+7:00 HE63-2151-1 17-0ct-2013 15:12:54



EURO BASIS SWAP

EUBS5  CMPT -16.0000 +.3000 \ S~ — ANON -18.0000 / -14.0000 ANON
At 16:26 Op -16.0000 Hi -15.0000 Lo -16.3000 Close -16.3000
95 Save As 96) Actions - 97) Edit 99 Table Line Chart

I I Compare Mov. Avgs
5Y

T High on 11,/20/09 -13.2000 | : . . . . . : . g : E . . . . . = .
=+ Average -30.5641 |

L Low on 12/29/11 -67.0250 | :

....... :

p-30

...... b 40

----- 50

=-60
B L]
Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep
2008 | 2009 | 2010 | 2011 | 2012 | 2013
Australlia 61 2 2777 8600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germany 42 69 9204 1210 Hong Kong 852 2977 6000
Japan 81 3 3201 8900 Singapore 65 6212 1000 u.s. 1 212 318 2000 Copyright 2013 Bloomberg Flnance L.P.

SN 826457 ICT GMT+7:00 H722-1055-2 16-0ct-2013 17:29:47



To Taper or Not to Taper

ECNS 99,235 S 005 adlen 1c99, 235 /99, 240 ic 833 x 1727 Prev 99,240
At 17014 d Vol 13310 Op 99,235 Hi 99,240 Lo 99,225 OpenInt 821265
95 Save As 98 Actions - o) Edit - 9% Table Line Chart
| I compare  Mow, A

B Ask Yield To Maturity 0.760
T High on 09/05/13 1.345
-+ fyerage 0.799
L Low on 05/02/13 0.530

Oct  Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct

2012 | 2013
Australio 61 2 9777 2600 Brazil 5511 23048 4500 Eurcpe 44 20 7330 7500 Germony 49 &9 9204 1210 Hong Kong 852 2977 &000
Joupan 21 2 3201 8300 Singopore &3 6212 1000 u.5. 1 212 218 2000 Copyright 2013 Bloomkbery Finonce L.P.

SH 226457 ICT GMT+7:00 HA23-1035-1 16-0ct-2013 17:26:36



Fat Tails and Volatility Smile

Mormal Distribution

Leptokurtotic Distribution

T
...... "'---.- -

Figure 1: Normal Distribution vs. Leptokurtotic Distribution

Fat tails lead to investors buying OTM calls and puts
Therefore implied vols are higher for OTM than at strike



Food for thoughts

e Conventional to unconventional
 Macroprudential policies

 |nflation Targeting ( how about asset prices)



Questions




