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16™ March 2009

Review: 9™ — 15" March 2009

e Upbeat sentiment returned to financial markets lifting risk tolerance. USD, JPY
and CHF were broadly lower as risk-aversion subsided

e Equity markets rose strongly as bullish sentiment returned due to unexpectedly
good performance announcements by financial bellwethers

e Government intervention in FX markets became a reality following months of
speculation

e Despite a rosier risk outlook, downward pressure on Sterling persisted as UK
banking sector worries continued to weigh

EUR/USD 1.2674 1.2928 0.0254 2.00% 3.17%
GBP/USD 1.4126 1.4003 -0.0123 -0.87% 3.73%
usD/JPY 98.25 97.95 -0.30 -0.31% 3.59%
USD/CHF 1.1577 1.1849 0.0272 2.35% 4.63%
EUR/GBP 0.8969 0.9232 0.0263 2.93% 4.10%
EUR/CHF 1.4671 1.5320 0.0649 4.42% 5.53%
GBP/CHF 1.6353 1.6584 0.0231 1.41% 5.47%
GBP/JPY 138.78 137.10 -1.68 -1.21% 5.66%
EUR/JPY 124.53 126.64 2.11 1.69% 4.45%
CHF/JPY 84.83 82.61 -2.22 -2.62% 5.35%
AUD/USD 0.6413 0.6580 0.0167 2.60% 4.65%
NzZD/USD 0.5032 0.5244 0.0212 4.21% 7.11%
USD/CAD 1.2842 1.2714 -0.0128 -1.00% 3.41%

| Source: Alpari (UK)

SD

The most important theme in FX markets last week was the feeling that financial
markets had finally turned the corner in their struggle for recovery. Although weak
economic data continued to cast a shadow on investor confidence, the news that
Citigroup, Bank of America and JP Morgan were so far profitable in 2009 led many to
believe that some kind of bottom has been reached on bank losses.

Risk tolerance surged as Citigroup's CEO announced that Citigroup are on course to
have their best performance quarter on quarter since 2007. The news lifted sentiment
because it sparked hopes that the banking malaise could be over sooner rather than
later. Citigroup acts as a bellwether stock that has a knock-on effect on other financial
stocks. The surge in confidence lifted stock indices around Europe and in the US. USD
and JPY fell as risk aversion subsided.
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The economic crisis originated in the financial sector so signs of improvement within banks have a
very high impact on investors. Stock market developments had a profound effect as currencies
such as the NZD, CAD, AUD and EUR were the largest benefactors of the risk tolerant mood.
Sterling paired back losses made earlier in the week as financial sector confidence translated into
Sterling strength.

In terms of economic data, a lower than expected fall in US retail sales (-0.1% vs. -0.5% exp) was
counter-balanced by continuing increases in unemployment as claims rose from 645,000 in
January to 654,000 in February. The retail sector is a very important component of the US
economy because consumer demand accounts for approximately 30% of US GDP. If consumer
demand were to fall significantly any hopes for a quick US recovery would be stalled. On Friday we
saw a stabilisation of consumer sentiment as measured by the University of Michigan index
alongside the narrowest trade balance in 6 years (-$36bn) which reflected a scaling back of
imports in relation to exports.

Over the week, the US Dollar performed
US Dollar ] )
5% best against the Swiss Franc (+2.35%)
2.35% because of Swiss intervention aimed at

0.87% weakening its currency, and worst
0% — against SEK (-6.05%) as a surge in risk

3.00% 1 90% appetite led to a drop in USD demand
2.60%

3.00%

. in several currency crosses. The US
-5% 421%

Dollar has been acting as a safe-haven

6.05%

over the past year allowing investors to

-10% shelter from rapidly deteriorating
alpari EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK economic conditions worldwide; as a
perceived improvement in conditions
took place last week, market participants were quick to switch from USD based assets into more

risky investments such as equities and commodities which also bounced last week.
EUR

The single currency started the week poorly as monthly trade balances from France (-€4.5bn vs.
-€3bn exp) and Germany (€8.3bn vs. €10bn exp.) were much worse than expected. The Euro held
up well because data from the UK was worse which helped to shift attention away from the Euro
towards more prone currencies such as Sterling, Scandinavian and Commodity currencies.
However, EUR strength came through alongside rising sentiment towards the banking sector.
Downbeat results from UBS and a collapse in Germany’s industrial and manufacturing numbers
for the month of February failed to halt the surge in confidence because upbeat comments from
Citigroup on Monday followed by JP Morgan and Bank of America later in the week was by the far
the most dominant theme.

Considering the amount of sanguine data that has been affecting every economy, the glimmer of
hope offered by the banks was immediately seized upon by investors. It is questionable how
important the comments really are because multinational banks are supposed to be profitable. In
addition, if we take into account how much government money has gone into the banking sector
directly on top of the monetary easing designed to make the financial environment more bearable
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and profitable for banks, it is no surprise that
Euro , ) .
5% 4.42% some banks are finally profitable. Despite

5 93% these pragmatic questions and questionable

2.00% L 69% logic employed by market participants risk
0.99%

aversion disappeared leading to large falls in
0% the value of the JPY, USD and CHF against the
-0.57% Euro. It will be interesting to see how bank

-1.95% profitability looks once official results are
reported later this year.

USD GBP JPY CHF CAD NZD AUD

alpari

BP

Sterling was initially lower across the board as worries over the banking sector, quantitative
easing, Lloyds Banking Group and Barclays joining the government’s asset insurance scheme
plagued investor sentiment. There was also immediate Sterling weakness as quantitative easing
plans were put into practice. The tide turned as the week progressed due to positive news from
the US regarding bank profitability. Sterling finished the week broadly lower, gaining only against
the Swiss Franc as government intervention took its toll.

British P d The economic calendar was not kind to
ritis oun . . .
5% Sterling bulls as Manufacturing production

(-2.9% vs. -1.5% exp) and Industrial
production (-2.6% vs. -1.2% exp) figures

1.41%

’—‘ showed large declines in February, beyond

0% even the worst expectations. The news
L |
0.87% \—‘ heightened fears that UK GDP declines
-1.21%
would be larger than current estimates.

~2.93% Factory production dropped 2.9 percent

5% from December which is the largest
slpari usb EUR JPY CHF quarterly drop in four decades as the
recession shredded demand for
manufactured goods. Sterling fell sharply against all currencies following the announcements. On
Wednesday, the UK Trade balance remained stable and broadly in line with expectations at -
7.7bn. GBP was not adversely affected.

Wednesday’s Gilt auction in the UK was eagerly anticipated with over 5 times more demand for
Gilts than the amount supplied. This could either mean that expanding the money supply could be
a beneficial thing because many banks will participate but at the same time it could signal
extensive balance sheet imbalances within large banks that have still not been revealed. The fact
that this type of monetary policy has not been tried before (at least not in the UK) is likely to
induce varied opinions by market participants. Any news regarding the upcoming auctions could
look very convincing at first glance but could in fact be interpreted in various ways depending on
other influences. Wednesday'’s first auction pushed GBP lower but falls were not alarming. In the
medium-long term, quantitative easing plans are likely to be negative for Sterling because the
Bank of England has expressed an interest in seeing inflation rise to meet its target of 2%. Also,
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the amount of easing announced is approximately 10% of UK GDP (much higher in contrast to

other nations following this path) with possibly more funds allocated in future. /\/\/\
n
_ CHE alpari
e Swiss Franc Major market moving news affected the Swiss Franc
= o on Thursday as the Swiss National Bank (SNB)
Q \_‘ announced a 0.25% rate cut, a quantitative easing
% i e — approach similar to the US/UK as well as
© R intervention in the Swiss Franc. SNB voiced
% 5% 4.02% concerns that deflation could become a problem
e oo which is why the monetary easing was sanctioned.
Another factor likely to have played a part was
lobbying pressure from Swiss exporter trying to gain
-10% a competitive advantage via a weaker CHF. The
alpari USD EUR GBP JPY CAD AUD cumulative effects were profound as CHF turned

from a positive position for the week to a negative
one within minutes. The Swiss Franc suffered most against AUD (-5.08%) and EUR (-4.42%) as its
safe-haven status took a severe hit. Overall, the Swiss Franc fell across the board although some
of its losses against JPY were retraced late in the week.

Py

Equity market strength in conjunction with elevated risk tolerance helped the Yen maintain its
slide lower. The Yen performed worst against the commaodity currencies and the Euro. More
downside surprises in economic data made things worse as investors witnessed the first Japanese
current account deficit in 13 years which further undermined the secure reputation of the Yen. In
January, the current account balance showed a deficit for the first time since 1996, while the basic
balance of payments is expected to reach an unprecedented level of -4.5% in Q1 2009, compared
to-2.3% in Q4 2008. An upward revision to
Japanese Yen Q4 2008 GDP of 0.3% did little to arrest the
5% negative sentiment. The Yen has fallen
2 62% from grace quite rapidly over the past few

1.91% weeks as lacklustre fundamentals continue

0.31% F to apply downward pressure on demand.

0%

-0.69% Market participants are particularly

-1.69% 2.24% concerned about consumer sentiment

indicators being stuck at near their

N -3.88% . .
-5% historical lows. Also, employment levels

USD EUR GBP CHF CAD NZD AUD which are a key factor of consumer

alpari

sentiment are deteriorating unabated thus
decreasing the chances of a spending —led recovery. Furthermore, signs of improvement in the
medium-long term are focused on government action which is finite and is unlikely to be
sustained at current levels. Investors are also weary of relying on government-led recoveries
following failures to resurrect chronic problems in the Japanese economy in the 1990’s.
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Preview: 16" — 22" March 2009 PN

n

- alpari
. e Impact of G20 meeting could be significant as promises of support for Emerging economies

B are made over the weekend. Media attention to comments made also likely to sway

QC) sentiment

= e Relatively subdued economic calendar likely to put emphasis on central banks and latest

% developments regarding credit easing plans

o e Fed and Bank of Japan (BolJ) policy meetings on Wednesday will be a key focus

u:_') e The Yen is the next likely candidate for intervention as several central banks consider

following the SNB in manipulating short-term exchange rates

A key focus going into this week is whether the events of last week represent a turning point in
risk perception and economic conditions overall. If we see further stabilisation in economic data
as well as more good news from firms regarding profitability then risk-averse currencies such as
the USD, JPY, CHF are likely to fall further as investors are tempted back to taking on risk. On the
other hand, if last week was simply a short-term peak amidst a prevailing down trend of falling
confidence, asset prices and risk appetite then a reversion back to the safety of the US Dollar, Yen
and Swiss Franc may resume.

The G20 meeting over the weekend generated interesting comments relating to world financial
markets. Promises to support emerging economies via fiscal and monetary means could act as a
significant depressor of risk-aversion, especially towards the Euro because of Eastern European
exposure to EUR based loans. Furthermore, if a serious commitment towards weaker economies is
accepted as being tangible by market participants, a broader elevation of confidence could ensue
resulting in higher demand for more risky currencies such as the NZD, AUD, and CAD in addition to
currencies that are directly affected such as the Zloty, Koruna and Forint. Investment in emerging
markets has fallen sharply throughout the economic crisis as investors have repatriated funds
back to domestic markets such as North America, Japan, EU and UK. If the past week’s surge in
confidence towards the banking sector is sustained then a turning point may well have been
reached leading to a scaling back of safe-haven interest and risk intolerant investment decisions.

A key theme that will surely develop this week is commentary following policy meetings in the US
and Japan. Although we are certainly not going to see direct policy action by the FOMC or BoJ, we
are likely to see influential commentary on future central bank action, especially in terms of asset
purchases. Comments on the economic outlook will probably remain substantially bearish so
expect to hear the Fed reiterate that the base rates will remain low for a considerable amount of
time.

FX Sensitive economic data:
Monday 16" March

(USD) TIC Long-Term Purchases
(EUR) Consumer Price Index

Tuesday 17" March
(EUR) ZEW Economic Sentiment
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Wednesday 18" March
(JPY) Interest rate decision
(GBP) MPC Meeting minutes
(GBP) Unemployment Rate
(USD) Consumer Price Index
(USD) Current Account
(USD) Interest rate decision

Thursday 19" March

(CHF) Trade Balance

(GBP) Public Sector Net Borrowing
(GBP) M4 Money Supply

(CAD) Consumer Price Index

(CAD) Foreign Securities Purchases
(USD) Unemployment Claims

Friday 20" March
(CAD) Retail Sales

The highlights on the calendar front are likely to be US TIC data which gauges how much interest
there is for US assets from foreign investors. Bank of England MPC minutes could provide an
interesting nuance to GBP opinion because of the recent move into quantitative easing. Exactly
how much easing UK authorities do and how quickly are extremely important factors for GBP
value going forward. For now, the outlook for GBP is skewed to the downside subject to economic
conditions improving rapidly thus allowing the financial sector to lead GBP higher.

From a wider perspective watch for further developments on the central bank front, both in terms
of quantitative easing and currency intervention. Also, the past week’s events could be reigned in
if a major financial institution were to conflict profitability statements made by major US banks
last week. Although some confidence has been restored it remains fragile and prone to being
dented. Negative surprises are still likely both on macro and micro economic levels so a pull back
from risk tolerant trade could occur.

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.
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