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;% SUMMARY

« SHORT TERM MONEY FLOWS: WHAT ARE
THEY TELLING US

« EQUITY VOLATILITY: HAS SOMETHING MAJOR
HAPPENED?

 VOLUMES AND LIQUIDITY

« CONCLUSIONS

LIQUID CAPITAL Page 2
SECURITIES



,:% COMMITMENT OF TRADERS

COMPREHENSIVE REPORT OF HEDGING AND SPECULATION IN
REGULATED FUTURES MARKETS

COMMERCIAL IF THE TRADER USES FUTURES CONTRACTS IN
THAT PARTICULAR COMMODITY FOR HEDGING

NON COMMERCIAL IN THE TRADER USES FUTURES TO GAIN
EXPOSURE (SMART MONEY)

DOES NOT INCLUDE RETAIL INVESTORS

IT IS THE BEST INDICATION OF MONEY FLOW IN DERIVATIVES
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L S&P 500 - COMMITMENT OF TRADERS
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Historical Implied Volatility 1996-2009
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Historical Implied Volatility 2007-2009

- 600Z/11/50

- 6002/60/50

- 600¢/20/50

- 6002/50/50

- 6002/€0/50

- 6002/10/50

- 8002/L /S0

- 8002/60/50

- 800¢/.0/S0

- 800¢/50/50

- 8002/€0/50

- 800¢/10/50

- 200Z/11/50

- 2002/60/50

- 200¢/20/S0

- £00¢/50/S0

- £002/€0/S0

90 -

80 +

70 -

60

50

40 ~

30

20

10

£00¢2/10/50
o

Page 9

LIQUID CAPITAL

SECURITIES



DOES VOLATILITY EXPLAIN RETURNS?

S&P500 daily returns - S&P 500 3-Mth. ATM Impl. Vol. returns
2007-present
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DOES VOLATILITY EXPLAIN RETURNS?

S&P 500 daily returns - S&P 500 3-Mth. ATM Impl. Vol. return 20d rolling
correlation 2007-present

-0.6 -
-0.65 -
-0.7 +
-0.75
-0.8
-0.85 -
-0.9 +
-0.95 -
'1 T T T T T T T T T T T T T T

N~ N~ N~ N~ N~ (e} (o0} (o0} (e} (o0} (e D D [e)] D D [e)]

o o o o o o o o o o o o o o o o o

o o o o o o o o o o o o o o o o o

N N N N N N N N N N N N N N N N N

~ ~ -~ =~ ~ ~ ~ ~ -~ =~ ~ ~ ~ ~ -~ =~ ~

(90 w0 N~ (o)) ~ - ™ [Yo] N~ (o)) ~ — ™ [Yo] N~ (o)) ~

o o o o s o o o o o \u o o o o o s

o e e e -~ e e e e e -~ e e o e e -~

D D D D D D D D D D D D D D D D D

o o o o o o o o o o o o o o o o o

LIQUID CAPITAL Page 11
SECURITIES



ﬁ% DOES VOLATILITY EXPLAIN RETURNS?

Eurostoxx 50 daily returns - Eurostoxx 50 3-Mth. ATM Impl. Vol. returns
2007-present
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Eurostoxx 50 daily returns - Eurostoxx 3-Mth. ATM Impl. Vol. return 20d rolling

correlation 2007-present
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;% DOES VOLATILITY EXPLAIN RETURNS?

DAX daily returns - DAX 3-Mth. ATM Impl. Vol. returns
2007-present
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L DOES VOLATILITY EXPLAIN RETURNS?

DAX daily returns - DAX 3-Mth. ATM Impl. Vol. return 20d rolling correlation
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L DAX INDEX
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L FTSE 100 INDEX
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4% CONCLUSIONS

WE EXPECT MID-TERM VOLATILITY SKEW TO REMAIN MODERATELY
STEEP IN EUROSTOXX AND DAX AND TO BECOME STEEPER IN FTSE

GENERAL FEELING OF UNCERTAINTY IS CONFIRMED BY THE
VARIANCE TERM STRUCTURE - BUYERS OF MID/LONG-TERM
VOLATILITY

DERIVATIVES VOLUMES HAVE DECREASED BUT OPEN INTEREST
REMAINES STABLE

ACTIVITY IS NOW CONCENTRATING IN INDEX PRODUCTS

IN BOTH PRODUCT CATEGORIES, LIQUIDITY IS PATCHY AND IT HAS
NEARLY DRIED UP IN SINGLE STOCK OPTIONS
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L CONCLUSIONS

LIQUIDITY FLOWS REMAIN THE MAIN CONCERN
FORGET ALPHA, CAPITAL PRESERVATION IS THE NEW BLACK

THE PERFORMANCE OF EQUITY MARKETS IN THE NEXT IN THE NEXT 3
6 MONTHS IS PREDICATED ON QE PROGRAMS

INVESTORS WILL LOOK FOR CONFIRMATION IN EXTENSION OF QE
PROGRAMS OR IN CONSISTENT BUY SIGNALS FROM MEDIUM-TERM
INDICATORS

WEAK DOLLAR AND STERLING COULD GENERATE INFLATIONARY
PRESSURE IN THE US AND UK
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k Disclaimer

» Liquid Securities Ltd is part of the Liquid Capital Group, which includes Liquid Capital Markets Ltd.

* Liquid Capital Securities Ltd (hereafter LCS) makes no warranties of any kind, express or implied,
as to the accuracy of their prices. Prior to entering into any derivatives trade you are advised to
consult your own advisors regarding tax, accounting, or legal aspects of the information in this
document email. Derivatives transactions involve the risk of adverse or unanticipated market
developments, risk of counterparty default, risk of illiquidity and other related or similar risks.
Trading or investing in derivatives can result in substantial risk and unlimited losses.

« This document contains information that is intended for information purposes only; it is not an offer
or solicitation for the purchase or sale of any financial instrument, nor a confirmation of the terms;
neither does it constitute investment advice. Prices and availability are indicative only and are
subject to change without notice. Any person or persons placing reliance on this information does
so entirely at their own risk and LCS does not accept any liability of any kind.

» Liquid Capital Securities Limited is authorized and regulated by the FSA. Registered in England
and Wales at the above address. Registered number 41188909.
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