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Please note: ñCurrent dataòrefers to data as at the close of business of the previous Friday.

If not explicitly stated: data is sourced from Bloomberg and Redington, and highlights of last

week is sourced from the Financial Times

Please note: E18=Eurozone, JN=Japan A=Actual, P=Preliminary,

T=Third, F=Final, SA=Seasonally Adjusted

All weekly figures are taken from close of business Friday to Friday.
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Economics Watch  

Wednesday 22nd October

US: CPI (Sep) (YoY)

Thursday 23rd October

E18: PMI (Oct) (P)

UK: Retail Sales Ex Auto (Sep) (MoM)

US: Initial Jobless Claims (weekly) (000s)

US: Continuing Claims (weekly) (000s)

E18:Consumer Confidence (Aug)

Friday 24th October

UK: GDP (QoQ) (Q3) (P)
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Note: A=Actual, P=Preliminary, T=Third, F=Final, SA=Seasonally Adjusted

Sources: Bloomberg, Redington

LastWeekõs Market Watch

Equity IG Credit Spread Libor InterestRates Inflation

MSCI World Index Merrill Lynch UCPC Index 30 Year Swap Rate 30 Year Inflation Swap

-1.1% 8bp -5bps 1bp

Red signals the change has an averse effect and green signals a positive effect on a typical pension schemeôs economic funding level.

Last Week's Economics Watch Survey Actual Previous 

Tuesday 14th October

UK: CPI (Sep) (YoY) 1.4% 1.2% 1.5%

UK: RPI (Sep) (YoY) 2.3% 2.3% 2.4%

Wednesday 15th October

UK: Unemployment Rate (Aug) 6.1% 6.0% 6.2%

US: Retail Sales (Sep) (MoM) (P) -0.1% -0.3% 0.6%

Thursday 16th October

E18: CPI (Sep) (YoY) 0.3% 0.3% 0.3%

US: Initial Jobless Claims (weekly) (000s) 290 264 287

US: Continuing Claims (weekly) (000s) 2,380 2,389 2,382



Highlights of Last Week

3

FTSE 100 at lowest level since July 2013

The FTSE100 fell to its lowest level in 15 months last week, as persistent fears about the

outlook for global growth continued to affect stock prices. Thedecline was broad based, led by

energystocks driven by continued pressureon oil prices. Overall,the FTSE100 fell to 6,196 on

Thursday,representinga 9.9%fall from the FTSE100õsrecent intraday peak of 6,878 points on

4th September.òThemarket rally that was goingon in the face of adversityhas now simply run

out of steam as a series of geopolitical threats line up and on top of this we have the very real

possibilityof a third recession[since the financial crisis] being seen in theEurozone,ósaid Tony

Crossfrom TrustnetDirect.

UK inflation falls to a five-year low

UKInflation as measuredby the ConsumerPriceIndex(CPI)fell to 1.2%p.a. in Septemberfrom

1.5%p.a. the month before, a low not seen since 2009 when 1.1%was recorded. TheOfficeof

National Statistics figures showed fuel prices have fallen 6% from 12 months ago, while food

prices are down 1.5%, most probably driven by the effect of supermarket price wars.

Furthermore,the Retail Price Index rose 2.3% p.a. in September,slightly lower than 2.4% p.a.

the month before. "The chances of the MPCvoting for an increase in interest rates this year

have fallen to practically zero. Unless inflation begins to pick up soon, it is likely that the first

hike will be pushed out towards the middle of next year, if not later" said Martin Beck from the

EYItem Club. Up to Decemberlast year, the CPIrate had exceededthe Bank of Englandõs2%

target everymonth for five years,but it has now beenbelowthat for nine months in a row.

Greek government bond yields near 9%

TheGreek10-yearbond yield rose 108bps throughoutThursdaymorningto 8.9%- up from 6.6%

one week before. This is the highest yield since mid-December,driven by concerns about the

possibility of upcoming election disrupting the chances of a clean exit from the bailout

programme. Recently investors have been selling equities in exchangefor bonds, but Greek

sovereigndebt has been an exception due to the countryõsdomestic politics and heavy debt

burden. òWeõvebeen arguing for some months now that renewed bond market divergence

seemsset to take hold acrossthe EurozoneéTherecent surgein Greekyieldscould proveto be

the proverbialcanary in the coal mine for other peripheryEurozonebondmarketsó,said Steven

Barrowfrom StandardBank.

Unemployment figures in the UK fall to 6 year lows

Unemploymentfell to 6.0%at the start of Septemberaccordingto the Officeof NationalStatistics

ðthe lowest figure in almost six years. Unemploymenthas fallen from 7.7%12 months ago,and

furthermore the number of job vacancies of 674,000 is close to an all-time high in the three

months from July to September, just shy of the early 2008 peak. However,official figures also

showed wage inflation remained weak with regular pay 0.9% higher than a year earlier. The

improving jobs market points to a normalising economythat no longer relies low interest rates,

while low inflation suggests the tightening labour market is not leading to price pressures yet,

representinga dilemmafor the Bank of Englandas to whetherrates should be raised.

USstocksand bondsrecoverlossesin Wednesdaytrading

Anxietiesabout globalgrowthand inflation amonginvestorstriggereda marked fall in bond yields

and a steep sell-off in equities on Wednesday. This was driven by a release of poor US data,

fuelling worries that the US economymight not be immune to slowing growth elsewhere. òThe

weightof a decelerationin the globalgrowthoutlook, complicatedby geopoliticsand the threat of

Ebolaéis driving a wave of risk aversion in markets,ósaid CamillaSutton from Scotiabank. The

S&P500 index showed 1,823 points at 1pm New York time, a 3.9% fall from the previous day

peak. However,at the end of the day the S&P500 recoveredslightly, recording a modest daily

loss of 0.8%, and 10-yearTreasuryyieldspared their lossesto just 7bpsðcomparedwith a 34bp

drop at around 3pm in New York. Furthermore,on Fridaythe S&P500 recordedmodest gains of

1.3%.

Chineseinflation falls morethan expected

China's inflation slowed more than expected in September to its lowest point since January

2010, leading to concernsthat global growth is cooling fast unless governmentsundertake bold

measures to stimulate their economies. The ConsumerPrice Index rose 1.6% year-on-year in

September,missingexpectationsof a 1.7%yearlyrise and falling from 2%in August. Whilemuch

of the decline was due to falling prices for food, fuel and other commodities, the data also

pointed to downwardpressure from the cooling housing market. "The low inflation readings will

open the door to further targetedmonetaryand fiscal easing. Thereis also less need for a strong

currencyto offset imported inflation", said DariuszKowalczykfrom CreditAgricoleCIB.
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Figure 1: US Retail Sales

Figure 2: EU CPI

US: RetailSales

Retail sales in the USfell by 0.3%in September,followingAugustõs0.6%gain,

implyingthat USconsumersdid not boost the economyto a great extent in 3rd

quarter. Many companies,such as Ford,have increasedhiring in anticipation

of an upswing in demand. However,wageshave not increased, thus limiting

consumerspendingdespitenew jobs beingmadeavailable.

òThe fact that real wagesand salarieshavenõtpicked up that dramatically, it

puts a ceiling on how much spending can accelerate. It seems like relatively

widespread softness in spending. The pickup in consumption that weõreall

waiting for hasnõtquite taken off yet,óaccording to Omair Sharif, a U.S.

economistat RBSSecuritiesInc.

EU: CPI

Eurostat revised its figure for core consumer inflation to 0.8% year-over-year

for September, up from 0.7%. On a similar positive note the number of

countries in the Eurozone in deflation decreased from six to five and the

number of countries with headline inflation of less than 1% decreasedfrom

16 to 15 from Augustto September.

However, despite this apparent stabilisation of the CPI, the number of

countries with low core inflation (a measure that excludes temporary price

volatility) roseðnine countrieshad inflation of less than 1%in September,up

from seven in August; the CPIof two countries showed a slight fall in prices

and there was an increase in the number of individual items whose prices

increasedby less than 1%in September.
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Figure 4: VIX & VSTOXX

Note: Returns are shown in local currency terms. 

Globalequitymarkets

Å TheS&P500 fell by 1.0%, the FTSE100 by 0.5%, the EuroStoxx50 by 1.0%, the Nikkei 225 by 5.0%, the MSCIEmergingMarkets Indexby 1.3%and the MSCIWorld

by 1.1%.

Impliedvolatility

Å TheVIX,which measuresthe implied volatility derivedfrom S&P500 Indexoptions, rose from 21.24 to 21.99 and the VSTOXX,which measuresthe implied volatility on

Eurostoxx50 Indexoptions, rose from 23.12 to 25.35.

Figure 3: Equity Market Performance 

60

80

100

120

140

160

180

200

220

J
a

n
 '
0

9
 =

 1
0

0

FTSE 100 Euro Stoxx 50 S&P 500

Nikkei 225 MSCI EM MSCI World

0

10

20

30

40

50

60

VIX VStoxx

Equity Markets Percentage Change

Index 17/10/2014 1 Week 1 Month 1 Year

S&P 500 1,887 -1.0% -5.7% 8.9%

FTSE 100 6,310 -0.5% -6.9% -4.0%

Euro Stoxx 50 2,962 -1.0% -8.5% -1.6%

Nikkei 225 14,533 -5.0% -8.5% -0.4%

MSCI Emerging Markets 977 -1.3% -8.1% -5.5%

MSCI World 1,174 -1.1% -6.5% 4.5%

Volatility Absolute Level

Index 17/10/2014 1 Week 1 Month 1 Year

VIX 21.99 21.24 12.65 13.48

VSTOXX 25.35 23.12 16.43 16.83
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Corporatecredit spreads& Eurozoneperipheralbondyields

Å Investmentgradeand high yieldcredit spreadsroseover the week.

Å Theyield on Spanish10-year,Italian 10-yearand Greek10-yearbenchmarkgovernmentbonds roseby 10bps,17bps and 147bps overthe week.

Figure 6: Change in GBP Corporate Bond Spreads over SwapsFigure 5: Corporate Sterling Credit Spreads over Swaps by Rating

* Spread over 10-year German government bonds.
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Southern Benchmark Level (%) 1 Week Change 1 Month Change 1 Year Change Spread* 1 Week Change

Spain 10 Year 2.17 10 -11 -212 131 13

Italy 10 Year 2.50 17 8 -170 164 20

Greece 10 Year 8.07 147 230 -33 721 149



Figure 7b: Weekly change of Gilts vs. Swaps

Nominalgilt and swaprates

Å Nominalgilt and swaprates both fell acrossthe curve.

Interest Rates
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Figure 7a: Nominal Term Structure of Gilts vs. Swaps

The nominal swap rates are based on par rates.
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Nominal Gilt  Rates 5 10 15 20 30 40 50

Current % 1.27 2.07 2.41 2.65 2.91 2.90 2.88

1 Week Change (bps) -6 -3 -3 -3 -3 -2 -1

1 Month Change (bps) -31 -33 -31 -28 -25 -24 -23

1 Year Change (bps) 4 -51 -69 -66 -58 -63 -62

Nominal Swap Rates 5 10 15 20 30 40 50

Current % 1.73 2.27 2.53 2.65 2.71 2.70 2.71

1 Week Change (bps) -6 -4 -4 -4 -5 -4 -4

1 Month Change (bps) -30 -28 -27 -27 -26 -26 -26

1 Year Change (bps) -5 -45 -58 -60 -62 -62 -61

Dif ference (bps) 46 20 12 0 -20 -20 -18

Weekly Change (bps) 0 1 1 1 2 2 3

Tenor Points
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Gilt inflation break-evensand inflation swaprates

Å Inflation swapsrates and gilt breakeveninflation rates both fell at 5-yeartenor and roseslightlyacrossthe rest of the curve.

Inflation

Figure 9: Realised UK CPI vs. RPI

Figure 8a: Gilt Breakeven Inflation vs. Inflation Swap Rates

Figure 8b: Weekly change of Gilts vs. Swaps
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Gilt  Breakeven Inf lat ion 5 10 15 20 30 40 50

Current % 2.71 2.91 2.97 3.17 3.39 3.34 3.33

1 Week Change (bps) -6 3 2 1 1 1 2

1 Month Change (bps) -32 -16 -9 -2 2 3 2

1 Year Change (bps) -23 -21 -24 -16 -9 10 -17

Inf lat ion Swap 5 10 15 20 30 40 50

Current % 2.82 3.11 3.33 3.48 3.54 3.51 3.52

1 Week Change (bps) -3 0 0 1 1 1 0

1 Month Change (bps) -25 -13 -5 -2 -1 -1 -2

1 Year Change (bps) -38 -23 -20 -17 -18 -20 -19

Dif ference (bps) 11 20 37 31 14 17 19

Weekly Change (bps) -3 3 2 1 0 1 1
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Realgilt yieldsand swap-implied real rates

Å Realgilt yieldsand swap-implied real yields both fell acrossthe curve as nominal yields fell whilst inflation increased,with the exceptionof real gilt yield rose

slightlyat 5-yeartenor.

Real Yields
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Figure 10a: Real Gilt Yield Term Structure vs. Swaps

Figure 11: 30-Year Real Yields
Figure 10b: Weekly Change of Real Gilt Yield vs. Swaps

The swap real yields are based on zero coupon rates.
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Real Yields

Gilt  Real Yield 5 10 15 20 30 40 50

Current % -1.44 -0.84 -0.56 -0.52 -0.48 -0.44 -0.45

1 Week Change (bps) 1 -7 -5 -4 -4 -3 -3

1 Month Change (bps) 1 -17 -21 -26 -27 -27 -26

1 Year Change (bps) 27 -30 -46 -50 -49 -74 -45

Swap Real Yield 5 10 15 20 30 40 50

Current % -1.06 -0.77 -0.71 -0.72 -0.73 -0.74 -0.76

1 Week Change (bps) -2 -4 -5 -5 -6 -6 -5

1 Month Change (bps) -5 -17 -25 -28 -27 -27 -26

1 Year Change (bps) 36 -13 -28 -32 -34 -35 -36

Dif ference (bps) 38 6 -15 -20 -25 -31 -31

Weekly Change (bps) 3 -3 0 1 3 2 3

Tenor points




