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e USD retraces recent QE-induced losses as investor support returns. Threat of Market Research

USD devaluation and change of world reserve currency fails to weigh
George Tchetvertakov

Head of Market Research
horizon for the first time gtchetvertakov@alpari.co.uk

e Possible change of ECB stance towards monetary easing comes onto the

e JPY continues to suffer amidst dreadful economic data and depressed outlook
e Sterling holds ground despite concerns over BoE action and government policy
¢ Newly found confidence in the financial sector continues to hold

EUR/USD 1.3656 1.3288 -0.0368 -2.70% 3.51%
GBP/USD 1.4491 1.4319 -0.0172 -1.19% 3.54%
uUsD/JPY 95.65 97.85 2.20 2.30% 3.38%
USD/CHF 1.1235 1.1440 0.0205 1.82% 2.78%
EUR/GBP 0.9419 0.9280 -0.0139 -1.48% 2.81%
EUR/CHF 1.5343 1.5204 -0.0139 -0.90% 1.33%
GBP/CHF 1.6281 1.6382 0.0101 0.62% 2.69%
GBP/JPY 138.62 140.10 1.48 1.07% 4.73%
EUR/JPY 130.63 130.03 -0.60 -0.46% 3.93%
CHF/JPY 85.08 85.49 0.41 0.49% 3.15%
AUD/USD 0.6929 0.6940 0.0011 0.16% 3.28%
NzZD/USD 0.5608 0.5695 0.0087 1.55% 4.48%
USD/CAD 1.2366 1.2422 0.0056 0.45% 1.97%

| Source: Alpari (UK)

SD

The US Dollar put in a much needed strong performance last week amidst very nervous
trade. The Fed’s announcement of buying circa $300 billion of US Treasuries alongside
$750 billion of mortgage-backed assets 2 weeks ago overshadowed investor opinion as
the full ramifications of the move continued to be assessed. Over the course of the
week USD only fell against NZD (-1.55%) and AUD (-0.16%) because commodity prices
remained supported thus helping commodity currencies sustain their rallies from early
March. Equity markets and cyclical currencies are sustaining their strongest rallies for
years. Currencies such as AUD, NZD, NOK, SEK and CAD have risen by between 5-10%
against USD since the start of March 09. This has coincided with strong surges in equity
indices such as the S&P (+13%), Dow (+10%), FTSE (+7.5%) and DAX (+10%).
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The USD started the week lower following increased risk-appetite amongst investors. The latest
US toxic asset plan designed to blend government support with private investment helped to
extend an equity market rally going into its third week. Rising equity prices ensured market
participants didn’t fall into a pessimistic mindset regarding the recent bailout/government
support initiatives. Investors were also forward-looking with regards to next week’s G20
meeting in London because further confidence boosting commentary and announcements
looked increasingly likely.

A logical yet so far unexplored theme
US Dollar gicaly P
5% 4.50% came to the fore on Wednesday as US

Treasury Secretary Tim Geithner
2.70% 2.73%

230% e commented that the US would be open
1.19% 1.39%

’—‘ 0.45% ’—‘ to going into a SDR (special drawing
rights) currency system. We presume

0%

0.16%

he was referring to a plan aimed at

1.55%

stabilizing international trade and
currency fluctuations via a

5% 'basketisation' of world currencies. The
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK comment instilled doubt that the US

alpari

Dollar would maintain its primary
reserve currency status; this led to severe USD weakness across the board. The biggest beneficiary
of the development was the Euro as short-term speculative interest looked for alternative
currencies that possess similar reserve currency characteristics. However, the majority of the anti-
US Dollar price moves were erased minutes later as Geithner corrected his earlier comments by
saying the US Dollar would remain the world's reserve currency for a "long time". This calmed
market participants and allowed USD to recover almost all of its losses. Speculation still remains
as to how serious Geithner’s comments were, especially if the barrage of government support,
fiscal spending and monetary easing fails to generate demand around the globe. There is certain
to be further price action relating to this particular theme; our view is that this avenue will be
discussed as a medium-long term solution at the G20 meeting so commentary may be sparse for
now.

Late in the week, very positive core durable good numbers (3.9% vs. -2.0% exp.) in addition to a
surprising increase in new home sales (337k vs. 302k exp) lifted spirits and heightened
expectations that the economic downturn is hitting a bottom in the US at least. USD was poised to
react to the good news at which point Geithner made his comments, encouraging speculators to
sell USD. However, the surprise in economic data was welcomed and was a factor in keeping
bullish sentiment on track.

More good news in the US economic data set came through on Thursday as a slightly better than
expected fall in GDP (-6.3% vs. -6.6% exp) helped markets maintain their strongest rally for
months. NZD and AUD were the biggest beneficiaries as they both gained strongly against USD. On
the same day, New Zealand announced a strong trade balance alongside a smaller than expected
fall in GDP g/q which gave the NZD/USD pair added upside momentum.

Another key event last week was the lacklustre bond auction in the US that reaffirmed the same
fears Sterling traders had following a UK bond auction earlier in the week. Lower than expected
demand for Treasuries (and Gilts) underlines the fact that the US Treasury is supplying more debt
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than market participants including the Fed want to buy. Some investors are beginning to perceive
this development as a sign that the US (and the UK) is becoming less trustworthy in terms of debt /\/\/\

E repayment. So far, a full blown crisis in confidence has not occurred and is arguably far from doing :
S so but if the majority of market participants did change their opinion on this issue we are likely to al pari
—_— see huge USD weakness as a result.

S8

o EUR

(D)

g The Euro let off some steam last week as surging prices following the Fed’s announcement of
© substantial asset purchases 2 weeks ago clashed with concerns that the ECB will succumb to

g market pressure to intervene in European credit markets. Expectations of government bond

L

purchases by the ECB remain quite low due to the EU political framework making it difficult for
the ECB to reconcile such a move with European citizens. Inflation has always been a taboo
subject in Europe so outright purchases of government debt that are ultimately perceived as
inflationary are not being welcomed by European market participants. However, a possibility of
the ECB providing ‘infinite’ funding at favourable rates to financial institutions does seem like a
reasonable compromise under the current circumstances. This possibility was priced into the
value of the Euro last week as EUR fell most heavily against NZD (-4.14%), AUD (-2.81%) and USD
(-2.7%). These moves became more pronounced on the back of continued strength in commodity
markets and risk tolerance remaining high overall.

‘Bear market rally’ has been a loosely used
Euro

0% term for the past few weeks for good reason.

0.06% Amidst an unprecedented decline in economic

-0.90% activity worldwide we have seen very

-1.48% confident buying of equities, commodities and

-2.24% risk-based currencies since the end of

~2.70% -2.81% February. A significant proportion of investors

have bought into the line of thinking that
-4.14% assumes the latest stimulus plans will be

5% successful and that aggregate demand in the

e USD GBP JPY CHF CAD NZD AUD G10 should begin to bounce soon. Others have
interpreted asset price moves in March as

either a short-squeeze and/or a bear market rally i.e. temporary rises within a longer-term
downtrend. This mix of opinion has both been a help and a hindrance for the Euro because of its
risk neutrality. EUR traders have at times been left perplexed by its weakness amidst vivacious
risk-appetite as well as its strength during risk-averse periods. It can also be argued that EUR
dynamics have become very blurry following the fall of the USD, JPY and CHF as primary safe
havens.

The key focus with respect to EUR weakness over the course of the week should be on the ECB
and the political arena. On Monday, Jean-Claude Trichet mentioned the possibility of using
"unconventional measures" to improve liquidity conditions within banks considering the already
low 1.5% interest rate being unable to go much lower. The comment induced market participants
to price in a higher probability of the ECB adopting a QE policy which is widely viewed as currency
negative. EUR weakness was most pronounced against USD and GBP but it strengthened against
JPY. The EUR/JPY pair was the 6™ most volatile currency pair last week.
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More sanguine commentary buffeted the Euro on Friday as German Finance minister Peer
Steinbrueck’s comments halted a resilient week and ensured EUR finished lower against every
currency. Steinbrueck said the Euro will be adversely affected if EU member states do not abide
by European fiscal laws, otherwise known as the Stability & Growth pact. It is a well known fact
that many European nations have breached their 3% fiscal boundaries already and seem more
likely to go further rather than reigning in government spending. The ongoing economic crisis
makes it unlikely that drastic spending cuts will be made anytime soon.

Last week we had a much anticipated interest rate announcement by the Norwegian central bank
(Norges Bank). Interest rates were reduced by 0.5% to 2% alongside very dovish commentary
suggesting further interest rate reductions and the outside possibility of central bank asset
purchases. Some investors have been attracted by the Commodity and Scandinavian currencies
because of their relative yield to other G10 currencies. Also, Canadian, Australian and Swedish
monetary expansion policies have not been forthcoming so far which has also been a supportive
factor. Norway’s strong fiscal balance, insulated banking exposure and central bank policy stance
have all been NOK positive factors but last week’s interest rate cut and subsequent commentary
tarnished the Kroner’s reputation; most probably in the short-term only.

GBP

Sterling came through a volatile week relatively unscathed from a price point of view although
fears regarding the UK’s long-term economic prospects surfaced once more. The wide variety of
government backed support packages and expansionary money supply policies have been GBP
positive because of the likely boost to banking sector performance once economic recovery
begins to take place. Sterling is closely correlated to the financial sector because of the UK’s role
as major financial centre. By the end of a volatile week GBP was largely unchanged against CHF
(+0.62%), stronger against EUR (+1.48%) and higher against JPY (+1.07%). It is worth noting that
although no significant move happened against JPY, the GBP/JPY pair was the fourth most volatile
currency pair in the G10 last week. Overall, the Yen was part of 4 of the top 6 volatile pairs.

GBP was broadly higher after last Sunday’s

British Pound ) .
5% open because worries over banking losses

subsided further. Equity markets reacted

1.48% very positively on Monday and continued

1.07%

’—‘ 0.62% this performance on Tuesday although
0% some gains were trimmed late in the

European session. GBP tracked higher

-1.19%
because of an unexpected rise in year-on-

year inflation (3.2% vs. 2.6% exp). Weak
5% GBP over the past year has increased

alpari UsD EUR IPY CHF import prices thus keeping inflation above
target. The news allayed fears of deflation
which is what spurred the BoE to enact a substantial QE policy (refer to Market Insight article C
Why &2 dzNJ Y LINJCAEI0Y®)SHis méntd.{aHe opposite side of the coin, inflation,
created anxiety because persistently elevated inflation combined with a QE policy could hurt
Sterling in the long-term. This effect was countered by speculation that the second part of the
BoE’s easing policy (E75bn) wouldn’t have to be used.
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As mentioned previously with respect to the US Dollar, a fairly new focus has developed relating
to central bank asset purchases. A scheduled bond auction for Gilts was severely undersubscribed
which could suggest investor dismay at Britain’s financial position and its ability to repay its debt
back to investors. Sterling was sharply lower on Wednesday as a result. Gordon Brown
backtracking with regards to increasing government spending had both a negative effect
(admission of dire public finances underlines current problems) and a positive one (UK fiscal
balance will be stronger if more spending is avoided). Our view is that the auction results will only
be significant if they become regular i.e. a broader move of capital away from the UK in favour of
sovereign debt in other countries.

Sterling suffered a major setback amidst fluctuating sentiment because of a record fall in retail
sales (-1.9% vs. -0.3% exp) for the month of February. The number highlighted the impact of a
weakening economy on the consumer and reiterated the possibility that a period of prolonged
deflation could occur if demand remains low. The next day, Sterling suffered due to news
regarding the UK current account (-£7.6bn vs. -£5.8bn exp) for February. UK GDP figures were also
revised down which left investors disappointed and capped interest in Sterling going into the
weekend.

JpY

The Yen was down across the board last week, only managing to gain modestly against the Euro
which was the worst currency of the week. The primary cause of the weakness was a continuation
of strong risk sentiment derived from equity markets. The plethora of government sponsored
stimulus packages has clearly persuaded some market participants that the financial sector is on
its way to being made healthy again. There has been little evidence of actual banking profitability
because official results for any of the major
so Japanese Yen banks have not been compiled yet.
Nevertheless, investors have been in a
positive frame of mind recently which has

0.46% boosted equities, commodity prices and

0% [ commodity currencies.
-0.49%
-1.07% Volatility in Yen pairs was very high with 4
-1.86%
-2.30% -2.44% of the top 6 currency pairs being Yen
-3.85% denominated. The elevated volatility is an

BP:u USD EUR GBP CHE CAD NZD AUD indicator of the mixed nature of opinion
towards the Yen at the current time.
Horrifically weak economic conditions have hurt the Yen’s risk-free allure and reminded investors
that even nations who are better insulated from the financial crisis are still likely to suffer if they
are export led economies. Many investors had identified Japan as a country that could avoid the
severe fallout whilst having very liquid financial markets that allow large capital flows to be
accommodated. This perception helped the Yen to gain 20-60% over the course of 2008 against

other currencies in the G10.

However, the sudden and rapid deterioration in exports because of a stronger Yen and lower
global demand has stunned the Japanese economy leading many foreign investors to question
Japan as a viable investment market. GDP declines are being quoted in double-figures, something
completely unheard of for a G10 nation. The stimulus efforts in the US and Europe have brought
down risk-aversion which has added momentum to Yen weakness.
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On Wednesday Japan’s trade balance moved into a surplus for the first time in five months
because a sharp fall in imports was offset by a record fall in exports. Japan's exports fell 49.4%
compared to this time last year, as global demand for Japanese goods such as cars and electronics
faded away. Japan’s economic growth is heavily reliant on exports so statistics such as these
underline the magnitude of the problem facing the Japanese economy. On Thursday, retail sales
figures showed a decline of -5.3% vs. -3.1% in February thus further undermining demand for the
Japanese currency.

CHF

The Swiss Franc had a mixed week but failed to avoid selling pressure due to a risk tolerant mood
in the FX market. Gains were only seen against EUR and JPY which were the 2 worst currencies of
last week. Commodity and Scandinavian currency strength on the back of lower risk-aversion left
no room for demand in traditional safe havens like CHF.

Swiss Franc Government intervention was off the radar last
week although some artificially weakening may
have been done without public scrutiny in order to

achieve a greater impact.

0.90%
0.49%

o e Most CHF pairs stayed within tight ranges in the
absence of direct news flow regarding the Swiss

-0.62%

-1.36% currency. There were also no economic calendar
-1.97%

-1.82%

highlights which left the Swiss Franc with no clear

direction.
-5%

USD EUR GBP JPY CAD AUD

alpari
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Preview: 29" March — 5™ April 2009

e G20 meetings stand out as a key fundamental price driver

e QE policy developments in focus with Canadian and Swedish central bank action rumoured
to be on the agenda

e ECB interest rate decision and subsequent commentary regarding asset purchases is a key
focus

e Financial services sector could dominate headlines as further bank rescues loom

This coming week in the FX market is likely to be overshadowed and influenced by the G20
meetings scheduled to be held in London on Thursday. We are expecting a steady news flow in
form of commentary and possible announcements of further stimulus plans. It is possible that

regulatory changes will be announced as this issue has been picked up by the political bandwagon.

There has been political pressure to implement effective regulation following failures amongst the
world’s regulatory bodies to foresee and prevent the current financial crisis. Even if new
multilateral regulation is announced that avoids any one country being left isolated in trying to
implement new regulation; we may see an effect on currencies. Restrictive regulatory reform
could have a negative influence on equity markets and in turn risk sentiment because investors
could become anxious that economic recovery will take much longer than hoped as a result of
prohibitive business conditions. In this scenario we would look for GBP and cyclical currency
weakness.

Another theme likely to be in play is the spectre of more nations entering the QE arena. Sweden
and Canada are widely expected to announce their versions of stimulative monetary policy soon
so although we may not see a definitive announcement, this point is worth bearing in my mind
due to the speculative and forward-looking nature of the FX market.

Euro progress could be severely constrained as several themes overlap. The G20 meetings may
instil further confidence to financial markets following weeks of positive risk tolerant trade
although a major obstacle to this rationale could be the scheduled ECB interest rate decision on
Thursday. The ECB meeting will be a key test considering that every major central bank meeting in
March has led to a surprise in the range and magnitude of its easing policy (Fed, BoE, SNB), or in
the loose nature of its outlook (Norges Bank). The ECB is expected to reduce its main policy rate
from 1.5% to 1.0% accompanied by a statement suggesting interest rates will not fall further. This
could actually be EUR positive if market participants assume that no more unexpected easing
occurs. Another nuance in play here is that the ECB may reduce either its overnight deposit rate
(0.5%) or its overnight lending rate (2.5%) which could act as a surprise to the market.

The other key focus is whether the ECB announces some form of monetary expansive policy
similar to the UK, US, Japan and Switzerland. Many investors have positioned their exposure on
the assumption that the ECB will remain philosophically hawkish and resist the temptation to buy
assets from European banks on a large scale. If the ECB continues to reiterate this stance we are
likely to see further EUR upside, supported by the fledgling recovery we are seeing. The other
scenario (which the events of last week made more likely) is that the ECB announces a broad-
based stimulus to the European financial sector via asset purchases in the form of government
bonds/corporate debt/mortgage-backed securities. This could encourage investors to shed EUR
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assets and rebalance their positions in favour of other currencies. If this occurs we would expect

. most EUR downside to come in the USD, CHF and JPY crosses. A
= More support for Commodity and Scandinavian currencies at the expense of the US Dollar is in the al pa i
T balance and in our opinion, depends on the following themes:

‘g e Level of demand (and/or demand expectations) in the US and globally

Q-’ e Effect of US stimulus programmes judged by the level of private investor participation in PPIP

% (Public-Private Investment Programme) and actual effect of TALF programme on business

'g sentiment and activity

u:_) e Intensity of Fed asset purchases

e How quickly, with what scope and on which scale (if at all) the ECB implements its version of
quantitative easing

The first Friday of April falls into this week which means the US employment report on Friday and
its indicative sidekick, the ADP employment report on Wednesday, are scheduled for release. The
deterioration in the US labour market is expected to continue unabated despite political cries of
support for US workers. We are expecting around 600,000 jobs to have been lost in February
which would push the official US unemployment level up to 8.5%.

FX Sensitive Calendar Events:
Monday 30" March

(JPY) Manufacturing PMI
(JPY) Household Spending
(JPY) Unemployment Rate

Tuesday 31 March
(CAD) GDP
(JPY) Tankan Manufacturing Index

Wednesday 1 April

(AUD) Retail Sales

(EUR) German Retail Sales
(GBP) Halifax House Price Index
(GBP) Manufacturing PMI
(EUR) Unemployment Rate
(USD) ADP Employment Change
(USD) ISM Manufacturing
(USD) Pending Home Sales
(JPY) Monetary Base

Thursday 2™ April

(AUD) Trade Balance

(GBP) Nationwide HPI

G20 Meetings

(EUR) Interest Rate Decision
(EUR) ECB Press Conference
(USD) Unemployment Claims
(USD) Factory Orders
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Friday 3™ April

(CHF) Consumer Price Index

(USD) Non-farm Employment Report
(USD) Unemployment Rate

(USD) ISM Non-Manufacturing

The economic calendar could provide some surprises this week but watching central bank and
political commentary could be more important. Commodity price rises are being put down to
inflation hedging by medium-long term investors. Assuming the riskiness of this strategy was
compatible with the current economic times, we don’t see this as the major influence on
commodity prices. We remain in the opinion that quiet expectations of most financial sector
losses having been priced in and the prospect for better global demand in 2009 due to stimulative
actions by almost half of the G10 are the primary foundations for commodity price rises since
February 2009.

At the time of publication Japanese Industrial production figures (-9.4% vs. -9.1% exp) were
already released (late on Sunday 29" March). Despite the large fall, JPY strengthened across the
board as risk appetite evaporated at the start of trading on Monday 30™. Stock prices are heavily
down with most volume coming from trading in financial stocks. We have seen daily fluctuations
of approximately 5-15% in financials over the past few weeks as the effects of government
support (positive) have been contrasted with the prospect of further bad debt in 2009 and full
government nationalisation (negative). News of fresh bank rescues in Spain (Bank of Spain),
Germany (Hypo Real Estate) and UK (Dunfermline) via a combination of private and public money
has put a sour tone to the market open today.

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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