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Revisiting Currencies And Trade Weights
By Howard L Simans

We concluded a Febnuary 2007 Special Report on
dlangmgUS trade weights over fime:

some isoiated instances whersin

emart wgm to countries whose cumencies

fed mse and some isolsted

which goods
senvices are priced and other factors all are more
important than currencies in affecting frade flows
Let's update that analysis now that the world
allegedly 5 emergng from recesson and the
reserve role of the U.S. dollar is coming imto
queston once again.

Two methodological notes are in order. First, the
Fegeral Reserve caioulates its trade weights on an
annual basis; cumencies trade comtnuausly. We
m.erpu mnﬂwmweughs by a dual cubic

spine quarterly and then
from quameny to -mmm N oo compars

values to monthly trade weights.
Gwen the requisite data transformations, no attempt
i made to model the reisionship betwesn cumency
cha d trade weights. The i content

for each country refect the ole o each curency in
payment for LS. imports th
The results are pressnisd below grouped by major
currencies followed by the minor currencies grouped
geographically. Each thart contans three lines:
¢ o= urrensy dplayed oo et o s
on the chart and a weaker value
g (thin rect Ene). . This. corvemtion
familiar 1o traders of the EUR, ryp»c.iy
quoted as USD per EUR;

« The interpoisted Federal Reserve export
mghi thick blue fine); and

] interpolated Federsl Resenve import
mcgh! {hatched green fine)

Comments on the key peints in each chart wil

precede the chart.

Major Currencies

Regardiess nf whether the euro and its
predecessars rose or fell betwsen 1073 and 1007,
Fre export weigh trended lower The export weight
(0 the Ewozone hus trended igher snoe 1667
regardiess of whether the EUR has fimed o
weakened. ImmmwedﬁslmmﬂmEmuzmehm
not fallen as the cumency has strengthened in recent

is wisible in the following charts
previous conclusion, that trade pattems seldlwu
follow cumency changes, is reinforced strongly.

Second, the Federal Reserve weights reflect the use
of a curency in trade. This ignores the profound
impact of purely financial tansacons on currencies,
especially the yen and the dollar, these unis have
fisen and faen over the past D years 3 crise

jore than anything el

The trade weghts can be decepive for US, bating
partners whose trade is dominated by goods pri

payment for L5, exports thersto; the import weights
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Comorate Market

Benchmark Indices

[TKR 05/27/02 10/04/02 CHANGE b CHANGE INSTRUMENT
——— e
USFICORP (SBE) [4.80 487 0.8 3.55% [CORPORATE SUPPLY
[TYA 5PX) 11508 (11512 [3+32 0.05% 10YR FUTURES

GT10 (%YLD) B 583 |ooor  [nio% 10 ¥R VIELD

LEH CORF (%¥LD) [5.08 580 1.58% [CORPORATE INDEX.
JPSSPRD (B8PS)  [1092 (1088 EMERGING MARKETS
SPX_(3P%) 827 B01 [S&P 500 INDEX

| ESEYE] 42 a6z |34 [7-28% VoLATILITY

Select Investment Grade New lssues

DATE  ISSUER TKR RATING

E
E
:
£
:

10/3/02_|Portland Gen. Electric [ENRNQ _|Baa/BBE+ |150MM_[8YR

10/3/02_|Duke Energy Corp__|DUK Y [350MM_|30VR 175
102102 |Conoco-Philips. |coP
102102 [Conoco-Philips. |cor
102102 | Conoco-Phillips jcoP
10202 |Southen Cal Gas__[SRE
102102 |Emerson Elecinc EMR
10/1/02_|Mid American Energy |BRK.
10/1/02_|Mid American Ensrgy [BRK

10102 _|Wells Fargo & Co___|WFC.
G/30/02_|Union Oif Co Calf. __|UCL

Credit Spreads

The corporate market saw very light flows this week as investors absorbed numerous economic
reporis and the earmings season began with a couple of disappainting announcements. Investors
appear refuciant to add to corporate positions and many accounts confinue to discuss the
importance of a diversified portfoio going forward. The desire lo avoid the next credit blow-up
continues to lead to panic selling of troubled credits (TXLU) and increased risk aversion. As we've
discussed many fimes recendy., the lack of retail buying interest has led to an iliquid market in
which trading activity is being dictated by strest players. Issusnce was light again this week with
the excaption of a 52 bilion Conocophilips (COF) deal, Spreads traded in a relatively tight range.
until Friclay when spraads biew out in sympathy with the equity market weakness.

Atday's end, Banks were 5to 10 bps wider, Autos wers softer with Ford leading the way, some
30 to 35 wider, while GM and DCX ended only 5 o 10 bps softer. Ford was under pressure from
the At day’s end. Banks were 5 to 10 bps wider, Autos were softer with Ford leading the way.
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