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Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

On Tuesday the market closed above the pivot 
point which at the time was centred on 1.3739-
1.3774 (the old uptrend from the June ‘10 low 

and the 61.8% retrace of the drop from the 
November highs being converged there) 

 While not in itself indicating a change to an underlying 
bullish picture from these levels this development does 
open further recovery. The next notable resistance is the 
76.4% retrace of the drop from the November highs 
which stands at 1.3947. 

 If bullish and thinking about a trading strategy from here - 
“long with a very tight stop” seems to be the right way to 
categorise the situation. The reason for this is the 
oscillator setup which we currently have in place – the 
market’s already significantly over-bought for the first 
time since October last year.  While this development 
alone isn’t a reason for the market to turn lower it does 
create the risk of negative oscillator divergence 
developing if the market makes another un-sustained 
marginal new high as it did in July/August and 
October/November last year. 

 Bottom line some further upside does look possible, with 
resistance at 1.3947, but a “gung ho” aggressive approach 
from here doesn’t look the right idea. 

EURUSD moves marginally beyond pivot resistance… 
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EURUSD still looks quite “under-valued” versus spreads 

 This is a repeat of the chart we’ve shown over the last couple of weeks – EUR 2-year 
swaps looking back to late’07. 

 Over the past four weeks 2-year EUR swaps have been moving gradually higher and last 
week achieved a close above the prior interim high from January ‘10 at 1.92%. While the 
move needn’t be in a straight line an eventual extension to the 200-wma which stands up 
at 2.9% seems likely (a further 80+ bps above current levels). 

2-year EUR swaps continue to tick up, breaking above the Jan. ‘10 high 

 This chart shows the EUR/USD 2-year swap spread in green and EURUSD spot in blue. 
Although the uptrend in the swap spread has stalled over the last week (EUR 2-year 
swaps have continued higher, but USD 2-year swaps have also bounced within their 
recent range), in simple overlay terms beginning in June ‘10 EURUSD at current levels still 
looks quite undervalued versus the swap spread. Until we actually see USD 2-year swaps 
break higher this is likely to keep some upward pressure on EURUSD from a correlated 
markets perspective. 

 

Yields still appear to be playing an important role… 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

Chart Source: Aspen Graphics     Data: Reuters 
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The top of the current triangle like consolidation also stands at 0.89% 

 USD 2-year swaps haven’t made a meaningful weekly close above their 55-wma since 
mid-July ‘07, an extreme near 3.5-year period below this particular moving average (we 
normally work on a rule that 3-years+ above/below the 55-wma makes markets 
susceptible to a sudden turn in trend). 

 The 55-wma now stands at 0.89%, a weekly close above if it could be achieved would 
seem very significant. The 200-wma stands all the way up at 2.29% (140bps above). 

The market has been below the 55-wma since July ’07, now at 0.89% 

 Interestingly 0.89% is also currently an important pivot on the daily chart. It being the 
level of the trend across the highs of the recent triangle/bull flag like consolidation. If the 
market made a break through the highs of this pattern the extension target would be 
approximately 1.1%. It’s also worth noting the tight clustering of the 55- and 200-day 
moving averages, which are currently less than 1bp apart, classically this argues the 
market is in a “trend ready” state. 

2-year USD swaps now come into focus, with 0.89% a MAJOR pivot… 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

Chart Source: Aspen Graphics     Data: Reuters 
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Foreign Exchange Strategies - From the Trading Desk 

The downtrend from the June '08 highs and the 
61.8% retrace of the drop from the June '09 highs 

to the October '10 lows are converged on 3.6% 

 A break above this region would be significant, but the 
weekly moving average setup is nothing like as aggressive 
as that on the 2-year (here the 200-wma only stands a 
further ~35bps above current levels). 

 

10-year USD swaps are also again testing important levels… 



5 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

This would be a pretty natural place for the 
curve to begin flattening again 

 The spread between 10-year and 2-year USD swaps 
currently stands at 268bps, very close to the prior cycle 
highs from 15th December/18th February ’10 at 273-
274bps. 

 In terms of structure the setup isn’t that clear, but given 
the curve began to flatten from just above current levels 
on two occasions over the past year it seems very 
reasonable to watch for signs of another similar move 
beginning. 

 Putting all the pieces together; the aggressive weekly 
moving average setup and triangle like consolidation on 
2-year swaps, the relatively less aggressive weekly 
moving average setup on 10-year swaps and the current 
extreme level of the 10-year/2-year curve, it seems the 
market is at a juncture where a break higher in short-
end yields would be very significant both in specific yield 
related terms and also due to the USD’s +ve correlation 
to short-end U.S. yields in a number of currency pairs. 

It therefore seems to fit that the 10-year/2-year curve is at the “highs”… 
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Foreign Exchange Strategies - From the Trading Desk 

The Index is now also pushing meaningfully 
above the downtrends from the August ‘10 highs 

 While there are still some significant resistance levels to 
deal with, notably the prior recovery high from 20th 
January which stands right at current levels, the 
underlying picture is looking increasingly constructive. 
The late-December drop below the prior all time lows 
from October/March ‘10 looking like an unsustainable 
move. 

 (*) A product of the GS Securities Division which shows the 
performance of GBP versus an equally weighted basket of 
the other "Old World G10" currencies, It’s GBP-based, so 
higher is GBP-strength and lower is GBP-weakness. 

Our GBP/Broad Index(*) now stands above pre-GDP release levels… 
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Foreign Exchange Strategies - From the Trading Desk 

2-year GBP swaps have retraced all of their 
post-GDP release drop and stand at new highs for 

the cycle 

 The underlying weekly moving average setup here is very 
similar to that in place on EUR 2-year swaps; extended 
trend below the 55-wma allowing a large gap to the 200-
wma to develop. 

 Now that the market has moved above the 55-wma 
(which is also gradually upward sloping for the first time 
since June ‘08) a multi-month move towards the 
converged cycle low from March ‘03 and the 200-wma; 
3.34-3.37% appears likely. 

GBP yields have also begun to rise again… 
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Foreign Exchange Strategies - From the Trading Desk 

The market has posted a series of two near 
perfect 76.4 retraces against the extreme wide 
which was set in February ’10. This is often a 

signal that a significant turn in trend is 
developing 

 Combined with the setup on 2-year swaps, which tend 
over time to be the main driver of the spread, a significant 
flattening trend could well begin from here. 

This could be the beginning of a cyclical flattening of the UK curve… 
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The weekly moving average setup remains similar to ‘95/’96 

 The interim high from 18th January and the downtrend from the 5th August ‘10 highs are 
converged on 1.5428-1.5449. 

 A break above this point would be further evidence of a ST base in place leaving the 200-
dma up at 1.5813 as the next level to watch. 

GBPCHF is now moving toward an important pivot on the daily chart 

 This is the weekly chart of GBPCHF looking back to the early-’90s. 

 It highlights how similar the current moving average setup is to that which developed into 
the late-’95/early-’96 lows. Following that, admittedly after a period of consolidation, the 
market began a very sharp recovery which saw GBP strengthen significantly, rapidly filling 
the gap between the two weekly moving averages and then actually continuing further 
over time. 

Looking at some specific GBP/Crosses… 

 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

Chart Source: Aspen Graphics     Data: Reuters 
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The market is also attempting to push above the 200-dma at 132.16 

 The next notable pivot is the 55-wma which stands at 134.40. 

 While the moving average setup here isn’t as clear as that on GBPCHF as the market has 
made a number of material, but false, closes above the average over the past two years, it 
is still worth watching given the wedge like move into the lows and the fact that the two 
material downtrends from the October ’07 and August ‘09 highs have been broken. 

It’s now above the downtrends from the October ‘07 and August ‘09 highs 

 The last time a close above this particular moving average was achieved was on 1st 
January 2010. Really seems quite an important level to watch given the increased focus 
the 200-dma has received across FX markets over recent months. 

 You can also argue that a Reverse Head and Shoulders (bullish) is forming with a neckline 
at 132.62 and a potential extension target of 140.08 if the market closes above the pivot 
today. 

GBPJPY is the other cross which warrants close attention… 

 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

Chart Source: Aspen Graphics     Data: Reuters 
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 This week’s low at 0.9329 was only fractionally above the all time low from 31st December 
last year at 0.9298. 

 This could therefore be viewed as a double bottom in the process of forming. 

 The first real pivot above is the 55-dma which stands up at 0.9659. 

A double bottom against the December lows? 

Looking at other CHF crosses, USDCHF looks ripe for a bounce… 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

The market also based near the trend across the lows from Dec ’08 

 Again, while not one of the standout charts of all time, this does add some weight to the 
theory of this being a good level from which to see the market bounce. 

Chart Source: Aspen Graphics     Data: Reuters 



12 

Chart Source: Aspen Graphics     Data: Reuters 

Past performance is not an indicator of future results. Future returns are not guaranteed, and a loss of original investment may occur. 

Foreign Exchange Strategies - From the Trading Desk 

At current level a tactical bullish stance looks 
most appropriate 

 The market has continued to consolidate, unable to break 
the upside pivot where the 200-dma and trend across the 
recent highs are converged; 82.97-83.01, and 
subsequently dropping back to the base of the 
consolidation where support currently stands at 81.30. 

 Ultimately our bias is for the JPY to under-perform in the 
crosses, but USDJPY remains quite unclear at this stage. A 
close basis break either way from the current 
consolidation would be a notable development. 

USDJPY remains in a triangle like consolidation… 
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Foreign Exchange Strategies - From the Trading Desk 

Late last week our Broad/JPY Index broke higher 
from its extended triangle like consolidation, but 

has so far been unable to sustain the break 
higher 

 We do still have a bias for the index to push higher over 
time given the setup on a number of its components and 
correlated markets, but this is certainly not the type of 
price action you want to see as a market attempts to 
break in either direction from a multi-month range. 

 (*) A product of the GS Securities Division which shows the 
performance of the  JPY versus an equally weighted basket 
of the other “Old World G10” currencies, it’s JPY-termed 
so higher is JPY-weakness. 

Our Broad/JPY Index (*) very disappointingly fails to sustain the break… 
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Foreign Exchange Strategies - From the Trading Desk 

Given the underlying setup here and on a 
number of the other G10/ZAR crosses our bias is 

for an eventual upside break 

 ZAR generally looks like it could become a significant 
under-performer going forward. 

USDZAR is now putting pressure on the major pivot at 7.18-7.23… 
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Foreign Exchange Strategies - From the Trading Desk 

EURHUF has broken lower from its extended 
triangle like consolidation, moving substantially 

below the uptrend from the July ‘08 low 

 The next interim support/pivot is very close to current 
levels; the prior low from October last year at 268.70. 
However, ultimately a test of the March ’10 low at 260.93 
seems likely. 

There are some other interesting developments in EM space… 
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Foreign Exchange Strategies - From the Trading Desk 

The market is attempting to form a large double 
top against the all-time highs from Sep. ’10 

 The most important pivot to watch below here is the 
converged 55-wma and uptrend from the July ’08 lows; 
201.57-199.67. Beyond there the neckline of the potential 
double top stands at 194.36 (the November ’10 low), a 
weekly close below that point would complete the 
pattern giving an extension target of 162.84. 

CHFHUF is another cross with what appears a clear setup… 
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Foreign Exchange Strategies - From the Trading Desk 

USDKRW has a setup that is worth keeping a 
close eye on 

 The market has been forming a contracting triangle like 
consolidation over recent months. 

 The base of the pattern stands at 1,104-1,102 where the 
interim lows from April to November ‘10 are converged. 

 A weekly close below this region, if and when it is 
achieved, would likely be very significant. 

Over the past week there’s been renewed focus on Asian appreciation… 



The  market is just beginning to bounce from the 
uptrend formed off the September ‘92 low 
(allowing for the very slight over-shoot in 

October ‘08, which seems fair given the extreme 
volatility at that time) 
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Chart Source: Aspen Graphics     Data: Reuters 
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Foreign Exchange Strategies - From the Trading Desk 

 Monthly oscillators are also attempting to turn higher 
from the base of the range for the first time since January 
‘07. 

 A significant bounce in this particular cross looks very 
possible, and with particular reference to the short-SEK 
leg it’s likely quite anti-consensus. 

Finally, could NOKSEK be an interesting “risk-off” hedge?.. 
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Disclaimer for clients based in Japan 

Product Specific Risk Disclosure 
The ideas detailed in this presentation may involve the purchase of options, in this case the premium paid may be lost if favourable market movement for the structure concerned does not take place. 
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Disclaimer for clients based in Australia 

Product Specific Risk Disclosure 
The ideas detailed in this presentation may involve the purchase of options, in this case the premium paid may be lost if favourable market movement for the structure concerned does not take place. 

This message has been prepared by personnel in the Equities or Fixed Income, Currency and Commodities Sales/Trading Departments of one or more affiliates of The Goldman Sachs Group, 
Inc. ("Goldman Sachs") and is not the product of the Global Investment Research Department or Fixed Income Research. It is not a research report and is not intended as such.  
 
In Australia, this document, and any access to it, is intended only for a person that has first satisfied Goldman Sachs that: 
 

• The person is a Sophisticated or Professional Investor for the purposes of section 708 of the Corporations Act of Australia; and 
 

• The person is a wholesale client for the purpose of section 761G of the Corporations Act of Australia. 
 
To the extent that Goldman Sachs International (GSI) is providing a financial service in Australia, GSI is exempt from the requirement to hold an Australian financial services license for the financial 
services it provides in Australia. GSI is regulated by the UK Financial Services Authority under UK laws, which differ from Australian laws. 
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Disclaimer for all clients not based in Japan or Australia 

Product Specific Risk Disclosure 
The ideas detailed in this presentation may involve the purchase of options, in this case the premium paid may be lost if favourable market movement for the structure concerned does not take place. 

This message has been prepared by personnel in the Equities or Fixed Income, Currency and Commodities Sales/Trading Departments of one or more affiliates of The Goldman Sachs Group, Inc. 
("Goldman Sachs") and is not the product of the Global Investment Research Department or Fixed Income Research. It is not a research report and is not intended as such.  
 
Non-Reliance and Risk Disclosure: This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation 
would be illegal. We are not soliciting any action based on this material. It is for the general information of our clients. It does not constitute a recommendation or take into account the particular 
investment objectives, financial conditions, or needs of individual clients. Before acting on this material, you should consider whether it is suitable for your particular circumstances and, if 
necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on 
any investments. Past performance is not a guide to future performance. Future returns are not guaranteed, and a loss of original capital may occur. We do not provide tax, accounting, or legal 
advice to our clients, and all investors are advised to consult with their tax, accounting, or legal advisers regarding any potential investment. The material is based on information that we consider 
reliable, but we do not represent that it is accurate, complete and/or up to date, and it should not be relied on as such. Opinions expressed are our current opinions as of the date appearing on 
this material only and only represent the views of the author and not those of Goldman Sachs, unless otherwise expressly noted.  
Limitations of statistical analysis: GS provides no assurance or guarantee that the investment will operate or would have operated in the past in a manner consistent with the statistical analysis 
presented in this document.  
 
Risk Disclosure Regarding futures, options, equity swaps, and other derivatives as well as non-investment-grade securities and ADRs: Please ensure that you have read and understood the current 
options disclosure document before entering into any options transactions. Current United States listed options disclosure documents are available from our sales representatives or at 
http://theocc.com/publications/risks/riskstoc.pdf. Certain transactions - including those involving futures, options, equity swaps, and other derivatives as well as non-investment-grade securities - 
give rise to substantial risk and are not available to nor suitable for all investors. If you have any questions about whether you are eligible to enter into these transactions with Goldman Sachs, 
please contact your sales representative. This material is not for distribution to retail clients, as that term is defined under The European Union Markets in Financial Instruments Directive 
(2004/39/EC) and any investments, including derivatives, mentioned in this material will not be made available by us to any such retail client. Foreign-currency-denominated securities are subject 
to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income derived from, the investment. In addition, investors in securities such as ADRs, the values of 
which are influenced by foreign currencies, effectively assume currency risk.  
 
Special Risk Disclosure related to U.S. Registered Exchange-Traded Funds ("ETFs") and Exchange-Traded Notes ("ETNs"): To the extent this communication contains information pertaining to U.S. 
registered ETFs or ETNs, consider the investment objectives, risks, and charges and expenses of the ETFs and ETNs carefully before investing. Each ETF and ETN has filed a registration statement 
(including a prospectus) with the SEC which contains this and other information about the ETF or ETN as applicable. Before you invest in an ETF or ETN, you should obtain and read carefully the 
prospectus in the registration statement and other documents the issuer has filed with the SEC for more complete information about the product. You may get these documents for free by visiting 
EDGAR on the SEC website at www.sec.gov. Alternatively, you may obtain a copy of the prospectus for each of the ETFs and ETNs mentioned in these materials by (i) contacting your Goldman 
Sachs sales representative, or (ii) sending a request by calling toll-free 1-866-471-2526, or (iii) sending a request by email to Propsectus-ny@ny.email.gs.com, by fax to (212) 902-9316, or by mail to 
Goldman Sachs, 85 Broad Street, NY, NY, 10004, Attn: Prospectus Department.  
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Disclaimer for all clients not based in Japan or Australia 

ETFs are redeemable only in Creation Unit size aggregations and may not be individually redeemed; are redeemable only though Authorized Participants; and are redeemable on an "in-kind" basis. 
The public trading price of a redeemable lot of the ETFs may be different from its net asset value. These ETFs can trade at a discount or premium to the net asset value. There is always a 
fundamental risk of declining stock prices, which can cause losses to your investment. 
 
Most leveraged and inverse ETFs “reset” daily, meaning that they are designed to achieve their stated objectives on a daily basis. Due to the effect of compounding, their performance over longer 
periods of time can differ significantly from the performance (or inverse of the performance) of their underlying index or benchmark during the same period of time and as such are not meant to 
be held for the long term. This effect can be magnified in volatile markets. Prior to entering into a transaction in leveraged or inverse ETFs, you should be aware of the general risks associated with 
such transactions. You should not enter into leveraged or inverse ETFs transactions unless you understand the nature and extent of your risk exposure. You should also be satisfied that the 
leveraged or inverse ETFs transaction is appropriate for you in light of your circumstances and financial condition. 
 
Order Handling Practices for Listed and Over-the-Counter Derivatives: While the firm is holding your derivative (e.g. options, convertible bonds, warrants or preferred shares) order, the firm or its 
clients may engage in trading activity in the same or related products, including transactions in the underlying securities. While such trading activity is unrelated to your order, it may coincidentally 
impact the price of the derivative that you are buying or selling. 
 
Not a Valuation: Values herein are not customer valuations and should not be used in lieu of a customer valuation statement or account statement. These values may not reflect the value of the 
positions carried on the books and records of Goldman Sachs or its affiliates and should not be relied upon for the maintenance of your books and records or for any tax, accounting, legal or other 
purposes. The information provided herein does not supersede any customer statements, confirmations or other similar notifications. 
 
Conflict of Interest Disclosure: We are a full-service, integrated investment banking, investment management, and brokerage firm. The professionals who prepared this material are paid in part 
based on the profitability of The Goldman Sachs Group, Inc., which includes earnings from the firm's trading, capital markets, investment banking and other business. They, along with other 
salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed 
herein or the opinions expressed in research reports issued by our Research Departments, and our proprietary trading and investing businesses may make investment decisions that are 
inconsistent with the views expressed herein. In addition, the professionals who prepared this material may also produce material for, and from time to time, may advise or otherwise be part of 
our trading desks that trade as principal in the securities mentioned in this material. This material is therefore not independent from our proprietary interests, which may conflict with your 
interests. We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have "long" or "short" 
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