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Review: 23rd February – 1st March 2009 

 

Currency pair 
At Open  

on 23
rd

 February 
At Open  

on 2
nd

 March 
Nominal Change % Change 

EUR/USD 1.2819 1.2618 -0.0201 -1.57% 

GBP/USD 1.4398 1.4269 -0.0129 -0.90% 

USD/JPY 93.49 97.63 4.14 4.43% 

USD/CHF 1.1577 1.1716 0.0139 1.20% 

EUR/GBP 0.8900 0.8838 -0.0062 -0.70% 

EUR/CHF 1.4843 1.4784 -0.0059 -0.40% 

GBP/CHF 1.6669 1.6718 0.0049 0.29% 

GBP/JPY 134.60 139.29 4.69 3.48% 

EUR/JPY 119.85 123.20 3.35 2.80% 

CHF/JPY 80.71 83.30 2.59 3.21% 

AUD/USD 0.6447 0.6370 -0.0077 -1.19% 

NZD/USD 0.5092 0.4970 -0.0122 -2.40% 

USD/CAD 1.2510 1.2776 0.0266 2.13% 
| Source: Alpari (UK) 

 

USD 

The US Dollar gained against every currency out there last week as investors sought 

refuge from the myriad of conflicting news regarding bailouts, insurance schemes, 

public initiatives and misleading economic data. Currency markets have been buffeted 

by several different factors making market direction very erratic and unpredictable. 

Investors have understandably been anxious to reposition their exposure in response 

to a rapidly evolving market. In the past week the US government came within 

touching distance of nationalising its largest bank – Citigroup alongside another giant 

US bank – Bank of America. Despite the finances required to support these institutions 

and the not too distant memory of AIG, Fannie Mae and Freddie Mac already being 

quasi-nationalised to the tune of hundreds of billions, the US Dollar strengthened 

significantly. The USD/JPY pair got the most attention because the Japanese Yen has 

represented stability and security throughout the financial crisis and yet at a time of 

 An anxious, downbeat mood prevailed despite fresh public sector solutions 

announced by UK, Japanese and US governments 

 Safe-haven status of JPY severely questioned following further deterioration in  

Japans’ economic outlook 

 US Dollar in demand amidst high volatility and widespread uncertainty as the 

spectre of nationalisation for some of America’s largest firms drew closer 

  Sterling outperformed once again as it held up well in a risk-averse 

environment and amongst pessimistic economic news 
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severe uncertainty and instability, the Yen fell almost 5% against the Dollar alongside 

similar falls against other currencies.   

Last week started poorly as speculation 

regarding bank nationalisations was at the 

forefront of people’s minds. A lack of 

economic data added to the tension as market 

participants looked for direction. Stock 

markets broadly fell but financial stocks held 

up well on expectations that government 

support would be available as and when it is 

needed. This belief was abandoned as 

investors began to analyse the practicalities of 

what is happening in the US right now. A 

country which has been the front-runner in market economics and capitalist enterprise is 

suddenly scrambling to nationalise its most heavily exposed firms that primarily operate in the 

private sector. The psychological aspect of this issue has been a key element in driving stock 

prices and in turn currencies because the severity of the financial crisis and consequently the 

logistics of a recovery can still be controlled; it’s just that appropriate decisions must be made. 

Could the US population as a whole accept a significant proportion of the US economy being 

owned by the government? What matters from a trader’s point of view is how many more firms 

are in the frame to be supported/nationalised and what reaction will this induce from other 

businesses, investors and the general public.  

Although the US Dollar was bullish over the week, investors were reminded of the severity of 

current economic times. US Consumer confidence figures made available on Tuesday (25 vs. 35.5 

expected) were at a record low which pushed the US Dollar lower. Market participants were 

eagerly anticipating Ben Bernanke’s testimony to the House of Representatives Financial Services 

Committee but his testimony was largely ignored by the currency market. The content of his 

testimony was largely idealistic and vague without any substance that could lift confidence.  

Following recent downward revisions to production, consumption and other economic data, US 

GDP figures for Q4 2008 came in much worse than expected. The US economy contracted at an 

annualised rate of 6.2% which sent US, UK and European stocks sharply lower. The US Dollar, after 

seeing volatile trade ended the day and the week higher despite this figure. The US Dollar showed 

signs of becoming the primary currency that investors are interested in as nations take part in a 

'race to the bottom' in some respects. Economic data is deteriorating in every region which 

nullifies the effect of negative US data. It should also be noted that in the two days previously 

existing/new homes sales and durable goods orders in the US were much lower than expected, 

which underlines that the troubles facing the housing sector have yet to reach a bottom. Almost 

50% of all sales were of ‘distressed’ properties i.e. discounted properties that have been or are 

close to being repossessed; so despite lower prices and a higher supply, demand for housing 

continues to fall. 

EUR 

The single currency stayed out of the headlines and avoided much of the negativity that was 

affecting other currencies. The issue of eastern European debt defaults was in the end a dormant 

theme that failed to make any significant impact on Euro value. Economic data was surprisingly 



 

 
FX Weekly         Page 3 
 

robust with the exception of inflation data released on Friday that showed a larger level of dis-

inflation than expected (1.6% vs. 1.8% exp). This put some pressure on the Euro because the 

probability of the ECB lowering interest rates from their current level of 2% on March 5th 

increased because the obstacle of higher inflation is clearly becoming less of an issue. 

The Euro strengthened against most currencies as better than expected confidence in Germany 

(as measured by the IFO index) alongside a much better current account picture (7.3bn EUR vs. 

14.3bn EUR expected) were released on Tuesday. Rising confidence and a better current account 

picture are very good signs for a currency in today’s climate of persistently worsening news and 

falling sentiment. However, despite the 

comparatively better figures, Euro gains were 

limited and trading tended to remain within 

tight daily ranges. The largest gain was against 

the Yen (+2.8%) and the largest loss was 

against the US Dollar (-1.57%). The US Dollar 

and Swiss Franc were clearly the go to 

currencies considering the rapidly unfolding 

events over the course of the week. This 

tendency towards the Dollar was expected to 

a degree because of its safe-haven allure. In 

many respects, the Euro has been occupying the middle ground as the ECB has talked itself out of 

taking drastic actions and ensuring that European economic policy appeases both the hawks and 

doves in how it deals with the economic crisis. On monetary policy, the ECB has been tentative in 

reducing interest rates (at least not as quickly as other nations) and resolute in response to 

suggestions that quantitative easing will occur in the EU. On fiscal policy, European officials have 

been talking a good game but in reality, fiscal restrictions are being ignored by almost all EU 

member states, which has forced German authorities to promise support for member states. 

Overall, the European approach has been well received by investors in terms of currency 

movements because the Euro has outperformed most currencies since the start of the economic 

crisis with the exception of safe havens such as the JPY, USD and CHF. 

GBP 

On Monday of last week currencies were trading in risk tolerant mood as Sterling continued the 

previous week's strong performance. The largest gains came against JPY and CHF which was a 

signal to some market participants that risk appetite was finally going to remain in the market for 

a protracted period of time. Performance 

against the USD and EUR was mixed. 

Further evidence of risk tolerance being on 

the rise came as the Euro fell against CAD, 

NZD and AUD.  

Risk-aversion was quick to come back into 

investor’s minds as possible nationalisation 

of US banks, Japanese economic troubles 

and plummeting stock markets depressed 

confidence. On Wednesday, UK GDP was 

unrevised despite expectations that the 
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figure would be much worse. This news should have been a welcome surprise but this didn't help 

Sterling. The upward momentum of Sterling of the past 2 weeks evaporated on Wednesday 

leading to severe weakness in all GBP pairs. Investors were not able to see the positive aspect of 

the news and concentrated on the nominal (yet with very important relative significance) fact that 

the UK economy has gone into a severe recession. At week end GBP shed most of its gains against 

CHF(+0.29%) and EUR (+0.70%) but held onto gains made against JPY (+3.48%) which was the 

worst performing currency in the G10 last week, most definitely a rare sight under the current 

circumstances. 

Scheduled comments from Bank of England officials were generally downbeat with Blanchflower 

warning over the risk of a protracted recession and persistently worsening conditions. There were 

also renewed fears over the banking sector as the government prepared to launch a bank 

stabilisation plan that could see public sector exposure to the financial sector rise even further. 

The basics of the plan are that UK authorities would insure up to £500bn of bad (risky) assets in 

exchange for a return if and when the economic landscape improved. The scheme became 

effective immediately following its announcement as RBS agreed a deal to insure some its most 

risky assets against losses. The news of government support boosted confidence and instilled a 

sense of calm within panicky markets. The mood turned sour the next day as Royal Bank of 

Scotland posted a £24bn loss for 2008, the largest in British corporate history and said it will place 

£325bn of toxic assets into the UK government's asset protection scheme. Sterling fell sharply 

early in the London session on Friday as worries over bank solvency persisted to dominate 

sentiment. Lloyds Banking Group reported a £10bn loss for 2008, sending its share price 20% 

lower adding to the mood of disappointment and distrust towards the banking sector. The health 

of the UK economy is largely dependent on the financial sector so any negative news regarding 

banks tends to translate into Sterling weakness. 

JPY 

The major theme in the Yen last week was its dislocation from so far customary risk-averse capital 

flows. So far, the Japanese Yen has been the strongest currency in the world, appreciating by over 

30% against the US Dollar in the past 12 months, and by even more against others. The rationale 

behind this trend was that the Japanese economy was much better insulated from the effects of 

the financial crisis due to far less exposure 

to sub-prime related products compared to 

other countries such as the US, UK and 

Europe. In addition, it was argued that 

domestic Japanese investors have been 

repatriating funds invested overseas back to 

Japan throughout 2008 which resulted in a 

steady demand for Yen. Other factors such 

as a prevalent savings culture (as opposed 

to borrowing in other G10 economies) 

combined with a strong export led economy 

encouraged US and European investors to 

look towards Japan as an excellent place to weather rapidly deteriorating asset prices back home. 

This dynamic has held up so far and has enabled many investors to attain significant returns from 

moving into FX as an asset class.  However, a potentially seismic shift in the psychological stance 

towards the Yen took place last week. 
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Data released two weeks ago showing a 13% annualised fall in GDP, combined with the 

resignation of the Japanese Finance Minister added weight to data last week showing exports 

falling by a record 45% in January compared to a year earlier. That is truly a staggering number; in 

other words, Japan exported half as many goods in January 2009 as it did in January 2008. JPY 

weakened most aggressively against USD, GBP and CHF, underpinned by worries for the Japanese 

economy and its status as a safe-haven although there was severe weakness in all Yen pairs. The 

Yen’s inverse correlation with stock market moves broke down in spectacular fashion as stock 

prices fell sharply to 3 year lows alongside the Yen which fell in a heavily risk-averse environment 

for the first time since July 2007. On Wednesday, risk appetite fell further as the head of sovereign 

ratings at Standard & Poor's said he expected more downgrades than upgrades this year 

compared with the year earlier. This comment may not have been directed at Japan directly but it 

definitely weighed on risk tolerance and equities. 

CHF 

An almost non-existent economic calendar ensured the Swissie traded off other factors this week. 

The predominant factor was the theme of widespread nationalisation of two large financial 

institutions in the US and possibly the UK if 

losses in the banking sector continued to 

mount. The bias towards risk aversion helped 

the Swiss Franc gain ground and keep it. The 

developing theme of US government 

prosecution of wealthy tax evaders holding 

accounts in Switzerland stayed off the radar for 

most market participants although this remains 

an ongoing and potentially market moving 

theme. CHF trade was helped by better than 

expected employment statistics released on 

Tuesday which confounded worries that 

employment in Switzerland would follow the path of the US, UK, Japan and the rest of Europe i.e. 

sharply lower due to lower economic activity.  
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Preview: 2nd – 8th March 2009 

 

At the time of writing, news of a new $30bn bailout of AIG was on the verge of being completed, 

bringing the total US government exposure in the insurance provider to $150bn. AIG is expected 

to post a $60bn loss in Q4 2008; the largest quarterly loss in history. Stock markets were sharply 

lower at the European open which suggests heightened risk aversion. A further setback for the 

financial sector has been HSBC who announced a £12bn rights issue this morning as management 

scrambles to cover up large gaps in its balance sheet, made larger by losses via exposure to US 

mortgage related markets. The mood on Monday morning was severely pessimistic as negative 

news from the financial sector continued to make headlines. 

This coming week is likely to be extremely eventful which means a volatile week is expected. A lot 

of attention will undoubtedly fall on the 4 interest rate decisions due: Australia (Tue), Canada 

(Tue), EU (Thu) and UK (Thu). Although interest rates and their expectations have been sidelined 

as market drivers due to the rapid, almost perfect equalisation of interest rates at just above zero, 

we are still expecting speculation and thus price activity to be focused on central bank actions 

which in today’s unfamiliar environment means comments made by central bank members 

regarding future monetary policy plans in the absence of interest rates as being a realistic option. 

Many market participants are anticipating the ECB to succumb to pressure from some quarters to 

begin some form alternative action similar to plans outlined in the US, UK and Japan whereby a 

central bank can potentially purchase unlimited quantities of private assets in order to provide 

liquidity to financial institutions who are in turn expected to utilise the funds wisely by lending to 

businesses etc.  Investors are keen to see how many countries take this potentially inflationary 

route (and to what degree) and how many abstain. Either method could work or both could fail 

which makes today’s trading decisions all the more difficult. Regarding the decisions themselves, 

all expectations point to cuts. The ECB, BoE and Canada are all expected to cut 50 basis points. A 

survey of analysts suggest that the Australian Central Bank will reduce rates by 25 basis points; 

there could be a significant surprise here because Australian rates stand at 3.25% and a larger cut 

would still leave room for more easing at some stage in the future. Again, comments following the 

policy decisions could very well be more important than the decisions themselves, especially in 

the case of the ECB and BoE. 

As usual the US employment report due on Friday will be a key driver in short-term price action at 

least in the USD pairs. Market analysts will be keen to see whether another record is set for job 

losses in a single month which currently stands at 598,000. A worsening employment situation in 

 Four interest rate decisions due this week amongst a packed economic calendar 

 Multiple themes likely to surface this week as most G10 countries have significant data 

releases 

 JPY safe-haven status likely to be an important factor as investors question whether the Yen 

is as safe as it seems (seemed)? 

 Several currencies currently clouded in uncertainty as conflicting news, economic data and 

perceptions continue to sustain a difficult market environment  

 US Dollar looks to continue its strong performance in light of likely downward surprises in 

economic data 

Looking ahead 
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the US could be the core fundamental indicator that pushes foreign investors away from investing 

in the US, thus hurting the US Dollar. This brings up a number of potentially important themes; 

could the US Dollar lose its safe-haven appeal? If in time, we see that perceptions of the Japanese 

Yen have in fact changed, could the same happen to the Dollar? If so, where would all the risk-

averse capital run to next? It’s quite possible to have a different safe-haven each week! These are 

only possibilities for now; possibilities which have an immense number of variables so we will 

leave this issue to rest for now. 

Due to the vast number of potentially important economic data releases we would urge all 

readers of this publication to refer to our online calendar on a daily basis for more detail 

regarding what is expected and what each release signifies although we have summarised the key 

releases nevertheless: 

Monday 2nd March 

(GBP) Manufacturing PMI 

(GBP) Mortgage approvals 

(GBP) Net Lending to Individuals   

(EUR) CPI Estimate  

(CAD) GDP  

(USD) Core PCE Index  

(USD) Personal spending  

(USD) ISM Manufacturing PMI  

Tuesday 3rd March  

(AUD) Retail Sales  

(AUD) Current Account 

(AUD) Interest rate decision 

(CHF) GDP Q/Q 

(GBP) Halifax House Price Index 

(CAD) Interest rate decision 

(USD) Pending home sales 

Wednesday 4th March  

(AUD) GDP Q/Q 

(GBP) Services PMI 

(USD) ADP Non-Farm Employment Change 

(USD) ISM Non Manufacturing PMI 

(USD) Beige Book 

Thursday 5th March  

(AUD) Trade Balance 

(EUR) German Retail Sales 

(EUR) Revised GDP 

(GBP) Interest Rate decision 

(EUR) Interest Rate decision 

(EUR) ECB Press Conference 

(USD) Unemployment Claims 
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Friday 6th March 

(CHF) Consumer Price Index 

(USD) Non-farm Employment Change 

The above list are what we believe to be very important economic releases that are likely to play a 

part in developing several of the active themes in the FX markets in play at this time (refer to 

Market Insight Article ς ΨA wide selection of themes continue to drive currenciesΩ ).  

It is quite probable that we see some surprises on the data front which should provide short-term 

trading opportunities but more broadly market participants will be keenly watching developments 

in the Yen and Sterling. Yen participants are gauging how much damage the currency has taken 

and whether there is any more upside considering recent economic data releases and last week’s 

disconnection from equity market correlations. Sterling participants are likely to be analysing the 

potential impact of imminent asset purchases by the BoE and whether any comments are made in 

this regard by BoE members. 

 

Disclaimer: 

 
Alpari (UK) provides an execution-only service. The material contained here does not contain (and 

should not be construed as containing) investment advice or an investment recommendation, or, 

an offer of or solicitation for, a transaction in any financial instrument. Alpari (UK) accepts no 

responsibility for any use that may be made of these comments and for any consequences that 

result. This communication must not be reproduced or further distributed. All information in this 

publication has been compiled from publically available sources that are believed to be reliable; 

however we cannot guarantee the accuracy of all information. All information and documentation 

associated with this report has been produced for the purposes of providing the report only. 

Please remember that trading financial markets carries a high degree of risk to your capital. It is 

possible to lose more than your initial stake. Leveraged products may not be suitable for all 

investors, therefore please ensure you fully understand the risks involved, and seek independent 

advice if necessary. 

 


