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c e Record falls in USD against all currency pairs following unprecedented policy

LE move by the US Federal Reserve. The US began to buy back its own debt

through money supply expansion. Highest volatility seenin USD pairs as safe- Market Research
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haven status is severely dented.

e Commodity and Scandinavian currencies put in stellar performances with
investors rushing to reposition exposure to monetary expansion worldwide

e JPY suffers again as further deterioration in economic conditions and Bank of

Japan plans to increase asset purchases from private institutions weigh

e EUR performed well as Central European risks abated and negative mood
elsewhere in the G10 gave EUR bears little room for manoeuvre

e CHF had a strong week despite prospect of more currency intervention and
weight of quantitative easing plans

EUR/USD 1.2849 1.3581 0.0732 5.70% 6.92%
GBP/USD 1.3913 1.4465 0.0552 3.97% 5.40%
usD/JPY 98.07 95.93 -2.14 -2.18% 5.53%
USD/CHF 1.1901 1.1272 -0.0629 -5.29% 6.32%
EUR/GBP 0.9232 0.9388 0.0156 1.69% 3.79%
EUR/CHF 1.5293 1.5311 0.0017 0.11% 1.45%
GBP/CHF 1.6557 1.6304 -0.0253 -1.53% 4.48%
GBP/JPY 136.44 138.75 2.31 1.69% 3.70%
EUR/JPY 126.02 130.29 4.27 3.39% 3.53%
CHF/JPY 82.35 85.07 2.72 3.30% 3.95%
AUD/USD 0.6534 0.6867 0.0333 5.09% 6.26%
NZD/USD 0.5205 0.5584 0.0379 7.28% 8.05%
USD/CAD 1.2781 1.2405 -0.0377 -2.95% 4.62%
| Source: Alpari (UK)
us

The past week saw huge developments in the FX market primarily due to monetary
policy developments in the US. The major theme and pretty much all focus was on the
decision by the Federal Reserve to purchase $300bn of Treasuries and $750bn of weak
mortgage-backed securities from finandal institutions. The presence and magnitude of
the announcement on Wednesday evening was highly unexpected which meant very
heavy USD selling across the board. Other themes also made cameo appearances,
helping to add complexity to currency fluctuations.

Prior to the FOMC’s announcement we saw a continued rise in equities taking away

risk-averse demand for USD. Varied expectations of what exactly would be said
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overshadowed most currency pairs. USD remained under pressure but managed to maintain tight
ranges against other G10 currencies. Going into the FOMC announcement at 18:15 on Wed the US
Dollarwas broadly lower as expectations of direct buying of Treasuries by the Fed unnerved
investors and stirred speculators to sell USD.

Overall, the circa $1 trillion boost helped to depress short and long-term yields on all US dollar
assets undermining a key incentive to hold US Dollars and Dollar denominated assets for many
investors. Treasury yields and mortgage rates fell by record amountsimmediately after the
announcement which could spell further large falls in the USD over the longer termiif yields
remain low. The knee-jerk reaction in equities was an instant push higher; Gold surged by over
$40 in the space of minutes touching $966 per troy ounce as worries of USD devaluation and
inflation came to the fore. It is important to note that demand for Gold held up for the rest of the
week as uncertainty over inflation and USD value persisted.

The US Dollar fared worst against NOK (-7.40%), NZD (-7.28%), and SEK (-6.07%) as yield
differentials and lack of monetary expansion in Norway, New Zealand and Sweden gave market
participants more than enough reason to exit shaky USD positions.

Over the course of the week questions
US Dollar . .
0% remained as to what effect Fed policy

action would have and why exactly did

USD weaken; was it because the FOMC
2.95% announcement encouraged risk

5% 387 appetite within already buoyant

5 299, 5.09%

5.70% 5.44% o financial markets following cheerful

2.18%

news from equity markets? Orisit
because investors feel the Fed's

7.28% 7.40%

-10% decision will be inflationary and
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK negative for Dollar value going forward?

alpari

USD bulls will be holding onto the fact that the Dollar is an attractive currency for alpha heavy
portfolios, and this is unlikely to change in the short-term. Another significant downside surprise
in the financial markets could reverse some of the losses as risk appetite leaves the market. Also,
actions by other central banks along the same lines as the Fed would also act as a ballast for USD
weakness. Interpretation could either be that USD will fall further just like GBP, CHF and JPY
following their QE actions i.e. expectinginflation in the medium-long term. Orinvestors could
perceive that the Fed has taken actions ahead of expectations thus helping companies and more
importantly, banks to improve their capital positions. The surge in equities may suggest that it is
more the latter.

With all the attention on the Fed, let’s not forget that other news made an impactlast week.
Following the G20 meetinglast weekend, finance officials vowed to work together to help global
banks recover from more than S1.2 trillion in creditlosses. Thisled to speculation that global
monetary easingvia the IMF could be very inflationary although due to the multilateral nature of
the move, this may only have a transitory effect. Investors were not dissuaded by lingering doubts
and questions regarding sustainability or the long-term impacts. A preference to sustain the
previous week’s equity market rally prevailed. Attention tumed to reports that the IMF would
double its budget; this helped to boost confidence. At the time of writing, the EU had agreed to
expand the IMF’s budget over the weekend which should act as a confidence booster to
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currencies that are exposed to weakness in emerging economies (EUR, SEK and GBP to name a
few).

The financial sector got most attention for yet another week as Fed decision to buy assets from
banks boosted optimism that banks exposed to sub-prime debt would finally be cleansed and
could rebuild their balance sheets.

If all of this wasn’tenough, the economic calendar was eventful too. TIC data measuring foreign
investor demand for US assets showed a reversal of investor preferences. Foreigners sold
corporate and govemment agency debt while China made its smallest net purchase of US assets
since June 2008. The Chinese Prime Minister, Wen Jiabao, said he was “worried” about Chinese
holdings of US Treasuries which helped to dampen appetite for US Dollars. As a net total, $43bn of
assets was sold compared to $34.7bn of assets boughtin December 2008. Also on Monday,
industrial production figures revealed a fall of 1.4% in February, a fourth consecutive month of
decline. The US Dollar was lower across the board with only the Japanese Yen fairing worse.

USD negative sentiment remained although market participants began booking profits before
market close on Friday. USD fell against CAD in similar fashion to other currencies but this trend
failed to hold as the negative effects on USD overlapped onto CAD because of the geographical
proximity and close economic ties of Canada to the US.

EUR

The Single currency was one of the best performers as resilient economic data and substantial
portfolio rebalancing out of USD denominated assets boosted demand. The Euro had its best
performance against the US Dollar (+5.7%) due to Fed monetary policy action.

Euro Investors have seen traditional safe-havens
10% fall one by one; the US, Switzerland, Japan
and even the UK have all employed policies
5.70% aimed at easing monetary conditions with a
3.39% potential side-effect of elevated inflation. In
1.69% o stark contrast, the ECB have refrained from
’—‘ 0-11% ,ﬂ such polides and have gone the extra mile by

L] releasing strong commentsin an attempt to
-1.46%

5%

0%

allay fears of a European move into uncharted
5% waters being navigated by the Fed, SNB, Bol
apan  USD GBP JPY CHF CAD NZD AUD and BokE. This policy stance has given the Euro
an added advantage of being the only
significant reserve currency with strong safe-haven appeal. In addition, ongoing speculation
surrounding IMF support for emerging economies incduding those with EUR exposure helped to
sustain Euro interest because the risk of EU nations sufferinglosses on EUR denominated loans

fell significantly.

On the calendar front, a better than expected German ZEW figure (-3.5vs. -7.7 exp) which
measures economic sentiment in Germany (and to a large extent the EU) gave market participants
an upside surprise. Also, a smaller than expected fall in European Industrial Production in the
month of February (-3.5% vs. -3.8% exp) gave rise to hopes that the continually deteriorating data
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we have been seeing of late is finally beginning to plateau leading to some kind of stability in the
rate of deterioration, even though conditions are still far from expansionary.

Most EUR interest and volatility came on Wednesday in response to US news. Strong EUR demand
against commodity currencies suggests that the current approach to risk is very fragile. Market
participants are wary of buying currendes such as AUD, NZD, CAD against the Euro due to Fed
action. The failure of AUD, NZD, CAD, SEK, DKK and NOK to make serious headway against the
Euro suggests that significant risk aversion remains despite equity strength and the prospect of
banks purging damaging assets from their balance sheets. In addition, even if US and British banks
are able to attain higher levels of capitalization it is not a certainty that the extra capital will be
utilised. It may well be hoarded in similar fashion following previous attempts to ease monetary
conditions. The dominant theme following the Fed's announcementis the fear of Fed action
diluting the value of the US Dollar, more so than a surge in confidence leading to lower USD
demand in preference of riskier currencies/assets as demonstrated by EUR pairings with
Scandinavian and Commodity currencies.

Towards the end of Friday's European session, a high ranking German official (Otto Bernhardt)
commented that Ireland and Greece are two countries closest to bankruptcy but would be
rescued with EU funds to prevent a currency collapse. He also said that an unlimited amount of
EU funds would be used to prevent an EU member nation from leaving the Union. The news put
pressure on the Euro against all other pairs and put a bid into the US dollar as risk-aversion
returned to currency markets going into Friday’s close.

GBP

Sterling managed to gain ground against USD and JPY although performance against other
currencies was weak. Mixed data and rapidly fluctuating risk attitudes due to events occurring
elsewhere in the G10 has induced uncertainty and volatility into GBP pairs. The magnitude of
BoE’s quantitative easing policy is significantly larger as a proportion of GDP compared to other
central banks whichis slowly tuming investors away from Sterling. As more clarity is gained
regarding monetary expansionin Switzerland, US and Japan, the more transparency thereis when
comparing BoE plans with those of other countries.

.. Last week, Sterling traders were bus
British Pound & Y

5% - digesting an eventful economic calendar
and more good news from the financial
1.69% sector whichis closely linked to Sterling
value. At the beginning of the week
0% Barclays reported a “strong” start to 2009

thus providing confidence that the UK

-1.69% 1% banking sector would soon overcome the
large write-downs seen in 2008 and
-5% become profitable. Sterling rose against all
alpari usb EUR JPY CHF its counterparts following this news.

Investors were also relieved to know that
banking sector strength in the US is being transferred to other nations thus lifting hopes that a
banking led recovery will encourage capital inflowsinto the UK. One or two weeks of equity
market confidence doesn’t necessarily mean that we have turned the corner but investors were
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keen to remain optimistic which led to limited falls against EUR and CHF and understandable gains
against USD and JPY.

>
= Outlook for UK economy worsened again as IMF estimates predicted that the UK recession will al pa i
last well into 2010, in sharp contrast to BoE and UK Treasury estimates that the UK will recover in

EU late 2009 or early 2010. The G20 meeting last weekend was focused on dealing with deteriorating

= economic conditionsin emerging markets; this would likely be done via the IMF. Speculation soon

GE) surfaced that UK support for expanding the IMF fund was because of the gruesome outlook for

(C the UK. Also, contributions to the IMF are paid in domestic currendes so UK authorities may be
-g getting something for relatively little assuming that BoE QE plans are ratcheted up significantly

u:_) over the nextfew months leading to inflation and a sharply weaker currency.

Bank of England minutes confirmed that interest rates will not fall below 0.5% and that the
decision to carry out £75bn-£150bn of asset purchases, mainly comprised of Gilts, was unanimous.
Elsewhere, Unemployment benefit claims rose sharply (138,000 vs. 84,000 exp.) highlighting
further weaknessin the UK economy. UK public borrowingincreased to £9bn in the month of
February which reignited fears that the UK balance sheet will not be able to sustain £150bn of
asset purchases on top of spiralling increases in government debt. Labour, retail, credit, housing
and financial markets are all still very weak and deteriorating at record levels. These factors
continued to weigh on Sterling.

JPY

In absence of key economic indicators trade activity was focused on the BoJ interest rate decision
(Wed) and the subsequent press conference. Rates were left on hold at 0.10% while the dedsion
to increase purchases of sovereign debt by ¥1,800bn (£13bn) in 2009 had little immediate impact
on JPY valuations. The announcement only had animpact when its relative significance could be
evaluated following the Fed statement
Japanese Yen later that day. The clear divergences
5% between G10 countries with regards to
2.18% monetary expansion (and their
magnitudes) are starting to have

\—‘ 0.81% significantimpacts on FX values.

0%

-1.69%
-3.39% -3.30% 2T7% The Yen rose against USD but fell against

-5%

-4.94% all other currencies because the JPY was
seen as undervalued against the US Dollar
-10% (Fed action was much larger than Bol) and
span USD EUR GBP CHF CAD NZD AUD overvalued against all other currencies
(lack of quantitative easingin most other

countries, higher yields, better GDP growth expectations) because of domestic weakness, good
news from the banking sector and commodity prices helping to maintain supportfor Commodity
and Scandinavian currencies.

Overall, what we saw in the FX marketlast week was a combination of risk-aversion and a search
for yield because market participants were split between looking at the short-term and fathoming
the long-term implications of the vast, unparalleled policy actions we’re seeing on a weekly basis.
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Risk aversion was clearly present to some degree which explains the interest in CHF and Gold but

there is also a case to be made that many investors were keen to buy higher yielding currencies

such as the NOK, AUD, NZD, SEK and EUR for their rate of return and lack of monetary expansion.

CHF

alpari

Swiss National Bank intervention was the key focus two weeks ago but this theme stayed off the
radar for most market participants as improving economic data helped CHF recover some of its
intervention-induced losses. Positive growthin retail sales (+1.2% vs. -0.6% exp) helped CHF
sentiment although most gains were due to USD weakness.

5.29%

5%

0%

Swiss Franc

1.53%

3.30%

2.40%

0.46%

5%
usD

alpari

-0.11%

EUR

GBP

JPY

CAD AUD

The immediate reaction to the Fed decision was CHF
strength against all other currencies. This effect
diminished as the week went on because investors
began to react to equity and commodity market
strength. As ail prices climbed higher so did the
currencies which are used to carry out commodity
transactions i.e. CAD, AUD and NZD. Most gains made
after the Fed decision were slowly eroded over the
rest of the week as the knee-jerk reaction of buying
CHF for its safe-haven allure diminished.

CHF weakened sharply against all currendes going

into Friday's close on the back of SNB governor's (JP Roth) comments that the CHF exchange rate
is a "problem" and that deflationis a "big risk". The news extended worries of further SNB
intervention against CHF in addition to existing concems regarding SNB's newly implemented
guantitative easing policy which is expected toinflate SNB's balance sheet to 40% of GDP
compared to 23% for the BoE and 9% for the Fed.
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. e Central bank commentary likely to be a key theme as speculation regarding development of

B quantitative easing policies intensifies

QC_, e Intriguing economic calendar has a high probability of causing significant surprises and

= altering recent trends

% e Some attention remains on SNB regarding further CHF intervention

% e Prospect of historically low yields for the foreseeable future in the US and other nations

LL could provide supportfor EUR, Commodity and Scandinavian currencies

Currently, the most important theme in the FX market is the differing approach to easing
monetary conditions. The range and magnitude of action will be the predominant influence on
both short and long term fluctuations. So far only Switzerland, US, UK and Japan have begun to
purchase sovereign and private assets via money supply expansion. It islogical to assume that a
major factor will be which other countries wade into such policies and how far existing
participants will expand their programmes. Itis important to note that quantitative easing/credit
easing measures have a higher probability of being negative towards a currency in net debtor
countries such as the UK and the US rather than net creditor countries such as Japan and
Switzerland. It appears that easing polidies have been received with some pessimism which in tum
has helped currencies that have rejected such pathsi.e. EUR, NOK, NZD and AUD. In the case of
the Euro, if economic deterioration persists we could see a change in the ECB stance on the
subject with investors likely to price in further interest rate cuts as a first step.

The countries next in line to adopt easing policies are Sweden and Canada judging by recent
central bank commentary. If we do see this occur, the scale of purchases and exactly which type of
assets are bought will be crucial in deciding the effect on SEK and CAD. Our research suggests that
from a fundamental perspective there is likely to be further weakness in USD, JPY, CHF and GBP
against currencies that have yet to announce offidal plans to expand their money supply (NZD,
AUD, NOK and EUR). Rumours of more policyintroduction are likely to induce volatility in the
short-term. The long-term impacts will probably be gauged by comparative policies elsewhere and
the likelihood of participant nations being able to sustain the added liquidity.

Murmurs from Chinese authorities regarding safety and viability of US assets has become a
potential theme in the US Dollar following the G20 meeting and Fed policy actions. President
Obama felt compelled to reiterate statements made by Treasury and Fed officials which to some
market participants seemed like an act of desperation to hold onto capital inflows from Asia.
China and Japan are by far the largest buyers of US govemment bonds($739.6bn invested by
China and $634.8bn by Japan) so a slowdown in purchases, or worse, a sell-off by market
participants would make US fiscal problems much worse considering the huge circa £1 trillion
stimulus plans being enacted by US authorities.

Fed has now doubled its balance sheetin less than 1 year; this precedent is worrying investors
because USD denominated debt and assets could potentially lose much of their value toinflation
or heavy price dedines. Chinese officials were clearly worried about US Treasuries losing their
value alongside the Dollar because of huge exposure to US debt. If the US decides to aggressively
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buy its own debt via a larger money supply that would be detrimental to foreign holdings of US
assets.

In the US, purchases of 2-10 yr government debt will begin at the end of this week. The level of
uptake will be interesting. If uptake is good like it was in the UK following the BoE announcing
guantitative easing plans that could act as an indicator as to how much toxic debt there truly is on
bank balance sheets.

The economic calendar is eventful this week and contains multiple opportunities for trends to
change. The amount of central bank commentary is expected to be higher than usual this week.
We are expecting to hear comments relating to central bank plans going forward with particular
focus on quantitative/ credit easing and currency intervention. Below is a list of scheduled
commentary which could play a pivotal role in market direction.

FX sensitive economic data:
Monday 23" March

(EUR) Trade Balance

(USD) Existing Home Sales
Trichet (ECB)

Geithner (US Treasury Secretary)
Lowe (RBA)

Tuesday 24" March

JPY) Bank of Japan Minutes

EUR) French/Geman Manufacturing & Senvices PMl’s
EUR) Current Account

(

(

(

(GBP) Consumer Price Index
(GBP) BBA Mortgage Approvals
(GBP)Inflation Report Hearings
(USD) Bernanke testifies to Congress
Evans (FOMC)

Bernanke (FOMC)

King (BOE)

Roth (SNB)

Blanchflower (BoE)

Wednesday 25" March

(JPY) Trade Balance

(EUR) German IFO Business dimate
(NOK) Interest rate dedision

(USD) Durable Goods orders

(USD) New Home Sales

(NZD) Qurrent Account

Stevens (RBA)

Yellen (FOMC)

Thursday 26™ March

(GBP) Nationwide House Price Index
(GBP) Retail Sales

(EUR) M3 Money Supply

(USD) Unemployment daims

(USD) Final GDP Q/Q

(NZD) GDP Q/Q

(NZD) Trade Balance

Lockhart (FOMC)
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Lacker (FOMC)

Geithner (US Treasury Secretary /\/\/\’\

Friday 27™ March .
(JPY) Consumer Price Index alParl
(JPY) Retail Sales

(EUR) German Preliminary CPI

(GBP) Current Account

(GBP) Final GDP Q/Q

(CHF) KOF Economic Barometer

(USD) Core PCE Index

(USD) Personal Spending

(USD) Personal Income

(USD) Uniwversity of Michigan Consumer Sentiment

Dale (BoE)

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. Itis
possible tolose 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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