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cC e The Japanese Yen and US Dollar were the worst performing currencies last
|.|3_ week as macroeconomic dataset showed minor improvements
e G20 meeting in London dominated investor focus and helped maintain Market Research
confidence in riskier assets. Further attempts at stimulating global demand
George Tchetvertakov
were announced
Head of Market Research
e ECB monetary policy action surprised investors and drove EUR higher gtchetvertakov@alpari.co.uk

e Volatility in JPY pairs was very high as further deterioration in Japan’s labour
market and manufacturing sector encouraged Yen selling
e Sterling had a strong week helped by banking sector confidence and G20

stimulus plans

Currency At Open At Close Nominal

pair on March 30" on April 3" Change % Change Volatility
EUR/USD 1.3221 1.3483 0.0262 1.98% 3.06%
GBP/USD 1.4245 1.4109 -0.0136 -0.95% 5.17%
uUsD/JPY 98.06 100.30 2.24 2.28% 4.47%
USD/CHF 1.1490 1.1308 -0.0182 -1.58% 2.19%
EUR/GBP 0.9284 0.9080 -0.0204 -2.20% 3.23%
EUR/CHF 1.5199 1.5251 0.0052 0.34% 1.47%
GBP/CHF 1.6367 1.6782 0.0415 2.54% 3.70%
GBP/JPY 139.64 148.83 9.19 6.58% 9.45%
EUR/JPY 129.70 135.23 5.53 4.26% 6.85%
CHF/JPY 85.28 88.64 3.36 3.94% 6.26%
AUD/USD 0.6900 0.7148 0.0248 3.59% 6.64%
NzZD/USD 0.5670 0.5854 0.0184 3.25% 6.49%
USD/CAD 1.2409 1.2294 -0.0115 -0.93% 3.39%

| Source: Alpari (UK)

There is a slight change to the format of our FX Weekly publication this week. We are
publishing a slightly shorter version designed to bring readers up to date with
developments as quickly as possible.

US Dollar
Sell-side influences---

- Suffered from strong risk sentiment and confidence that recent stimulus
announcements designed to help banks, homeowners and large corporations will
support global demand. Currencies that benefited most from the heightened risk
tolerance were SEK (+3.78%), AUD (+3.59%) and NZD (+3.25%).

- An agreement by the G20 to provide over $1 trillion in further stimulus, including
the expansion of the IMF’s funding by $500bn.
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- US monetary expansion has been perceived as USD negative since it commenced 2 weeks ago
although the US Dollar is still being bought at times of risk risk-aversion e.g. last Monday. Most /\/\/\

E investors are still in ‘wait-and-see” mode with regards to how the US dollar will be affected in ;
S the long-term. alparl
g Buy-side influences---

(b)

% - USD did very well last Monday as banking sector concerns looked to cancel out the broad asset

o rally in March. Confidence has been building from a massive stimulus in the US, quantitative

g easing in 4 different countries (with possibly more to follow), reports of profitability at large

L

financial institutions and a stabilizing macroeconomic outlook. On Monday, ‘Bank of Spain’,
‘Hypo Real Estate’ and ‘Dunfermline’ announced that public or private sector support is
required due to problems with bad debt.

- The US administration halted rescues of Chrysler and GM due to unacceptable levels of
progress by the companies’ management. Strong support for JPY and USD as risk-aversion
dominated investor psychology. Banking and automobile sectors were down heavily as a tough
approach to inefficient firms was rumoured to be on the horizon for the financial sector.
Possibility of more public money going into failing banks renewed investor fears that the
economic malaise is far from over.

- Bond auction was highly successful as investor demand for Treasuries resumed. Definitely
much better than last week's auction that spooked investors.

Economic calendar---
US Dollar

5%
- ADP employment estimate (-
2.28% 742,000 vs. -660,000 exp) was much
0.95% worse than expected but this failed

0% to dissuade market participants from
L]

0.93%
1.98% 1.58% 1.91% 3 ooy ramifications of G20

selling equities. Attention was still on

225% o developments/announcements (if
2= 3.78%

-5% any). Bullish sentiment continued
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK largely because US economic data

alpari
was poor but not as bad as it
potentially could have been. To investors, this suggested that we are reaching or have already
reached a floor in the rate of deterioration.

- The Non-farm employment report upheld the findings of the ADP report i.e. US unemployment
is rising month on month (-663,000 vs. -659,000 expected) but again, market participants did
not want to reduce their appetite for risk. A lot of US economic weakness has already been
discounted by the markets so only any good news or really bad news is having an impact.

- Worse than expected jobless claims numbers were largely ignored as market participants
concentrated on the G20 meeting and the ECB press conference.

- ISM Manufacturing PMI (36.3 vs. 35.8 exp) was better than expected

- ISM Non-Manufacturing PMI (40.8 vs. 41.9 exp) was worse than expected
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Euro /\/\/\/\
Sell-side influences---
alpari

- The Euro fell against currencies that benefitted from risk: NZD, AUD and GBP to a large extent

because the performance of Sterling is closely correlated to how well the financial sector is

performing. Last week’s developments were a net benefit to the banking sector and equities in

general.
- At the ECB press-conference, Trichet said that unconventional measures are being considered;

this was enough to cap EUR gains made following the interest rate reduction. The single

currency retraced further after Trichet said that an announcement regarding unconventional

policy will be made at the next policy meeting on May 7.

Buy-side influences---

- Extremely volatile trade and large gains for EUR came on Thursday as the ECB cut its main
interest rate by 0.25%, (1.5% to 1.25%), marginal lending rate (2.5% to 2.25%) and overnight
deposit rate by 0.25% from 0.5% to 0.25%. Overall, the level of conventional easing was much
less than expected.

- EUR rose higher as Trichet failed to mention anything regarding quantitative easing in the ECB’s
press conference; this surprised investors because many had accepted the speculation and
hype prior to the press conference that some kind of announcement would be made.

- Commodity currencies were very strong performers last week with the exception of CAD. EUR
rose against JPY and USD because of the prevailing risk profile in the FX market but it rose
against CAD because the Canadian Dollar may have decoupled from the current risk-tolerant
trend due to prospective central bank action.

Economic calendar---

Euro
S% 4.26%

- European CPI Flash Estimate (0.6%
vs. 0.7% expected). Although most market
1.02% participants more or less expected a weaker
0.34% . . .
0% — figure, the fact that the European inflation

is now closer to zero than it is to 2% as
-1.26%

1.98%

-1.62% targeted by the ECB, worried Euro
-2.20%

investors. The figure brought back the QE

59 issue back on the agenda as a way to avoid

USD GBP JPY CHF CAD NZD AUD deflation. Also, market participants began
to speculate that the ECB’s rate cut would

alpari

be larger than 0.5% two days later.

- EU Unemployment Rate (8.5% vs. 8.3% exp). The higher level of unemployment had a negative
effect because unemployment is usually regarded as the primary indicator of economic
activity.

- Final Manufacturing PMI (33.9 vs. 34.0)

- Final Services PMI (40.9 vs. 40.1 exp)
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British Pound
Sell-side influences---

>
L
S - Monday’s news of Dunfermline being in financial difficulty and being rescued by Nationwide
= hurt confidence that the recent bear market rally could be sustained. Sterling weakness was
E short-lived as investors quickly turned their attention to UK specific data, the G20 meeting and
Q the ECB press conference.
(O Ly
e Buy-side influences---
C
>
L

- Higher risk tolerance coupled with good news in the financial sector helped Sterling to climb
higher.

- Bond auction had much better results than expected. Fears that the UK Treasury would be
unable to raise funding for its increasing fiscal exposure were put to rest.

- First rise in house prices (according to Nationwide HPI Index) since Oct 2007 spurred more
investors to buy into the idea that stabilization in asset prices is occurring. This gradual change
of sentiment has helped Sterling avoid selling pressure coming from QE implementation fears.

. British Pound Economic calendar---

6.58%

- Net Lending to Individuals (1.3bn

5% vs. 1.3bn expected) confirmed the

2.20% . tightness in lending conditions. Bear in
- mind that this indicator showed net
\W‘ lending of circa £10bn per month in 2007.
This indicator is usually not important but
-5% considering current plans to resurrect
alpari usD EUR JPY CHF economic activity are based on increasing

lending, this means that this indicator is of
primary importance when gauging the success of any stimulus plan.

Manufacturing PMI (39.1 vs. 34.9 exp) showed that deterioration in UK conditions is occurring
at a slower rate compared to a few months ago. The improvement in UK manufacturing data
helped Sterling higher against the US Dollar on the day.

Construction PMI (30.9 vs. 27.6)

Halifax House Price Index (-1.9% vs. -1.9% exp)

Services PMI (45.5 vs. 43.6)
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Japanese Yen

Sell-side influences A

n .
S - The Yen trended down against all other currencies because of rising risk-appetite. The G20 al pari
— meeting succeeded in maintaining existing confidence that has been present since the

g beginning of March and provided an announcement of circa $1 trillion in further stimulus.

(<)) - A $500bn boost to the IMF budget was agreed by the G20 which (in the eyes of market

% participants) decreased the chances of an emerging nation becoming bankrupt.

© - Poor Tankan survey pushed the Yen lower, accelerated by sustained risk sentiment. Equity

% strength in the US, EU and Japan encouraged JPY, USD and CHF weakness.

L

- Heavy Yen selling was accompanied by elevated volatility; 5 of the top 6 currency pairs by
volatility were JPY denominated.

Buy-side influences

- Fearful markets due to banking sector worries and possible automobile bankruptcies in the US
shocked equity investors out of their climb higher and induced risk-aversion in currency
markets. JPY, USD and CHF benefited most last Monday although sentiments changed quite
quickly and remained risk tolerant for the rest of the week.

Japanese Yen
0%

Economic Calendar

-2.28%

- Preliminary Industrial
-3.25%
-3.94% Production (-9.4% vs. -9.1% exp)

5% -4.26%

5.63% - Unemployment Rate
-5.97%

-6.58% (4.4% vs. 4.3% exp)

- Household Spending (-
-10% 3.5% vs. -4.6% exp).
USD EUR GBP CHF CAD NZD AUD | _ Tankan Manufacturing

Index (-58 vs. -55 exp)

alpari

- Tankan Non-Manufacturing Index (-31 vs. -26 exp)

A smaller than expected decline in household spending wasn’t enough to arrest the slide in the Yen.
Almost every single economic indicator was lower or worse than expected last week. The economic
deterioration has not stabilised and continues to hurt Yen value. The primary macroeconomic
indicator was the Tankan survey; the survey showed record weakness in both the manufacturing
and services sectors as exports have declined at double-digit rates. Lower global demand alongside
an appreciating Yen have made it more difficult for Japanese businesses to export abroad.
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Swiss Franc

>< Sell-side influences

L

_ alpari
. - Over the course of the week, CHF had a negative skew as safe-haven currencies were broadly

B sold. CHF fell against currencies that directly benefit from expectations of recovering economic

QC) growth, better trade and so on (AUD, EUR, GBP) and rose against safe-haven currencies that

- are considered more safe than CHF (USD, JPY).

% - The surprise was CHF performance against CAD as we approach developments on quantitative

C easing. Our research suggests that the Bank of Canada will make an announcement regarding

uj_ monetary easing at their next meeting on April 21%. Speculators have tended to sell into CAD

because of this issue which has led to the currency trailing behind its commodity counterparts
such as the AUD and NZD. In addition, actions by US authorities to conduct monetary
expansion have had a knock-on effect on Canada because of the interconnectivity of the two
nations on many issues.

- Hildebrand talked the Swiss Franc lower by suggesting the SNB will continue to weaken CHF in
order to prevent deflation. EUR/CHF reached session highs early on Thursday as a result.

Buy-side influences

- Most of the buying interest came into the Swiss Franc on Monday as risk-aversion spiked on
the news that several banking institutions require further state help. This move was not
sustained as the week progressed. Appreciation against USD, JPY and CAD was more a case of
opposite currency weakness rather than CHF strength.

. Economic Calendar
Swiss Franc

5%

3.94% - SVME PMI (32.6 vs. 33.0 exp). Weakness in
the Swiss PMI was echoed in other countries as last

158% week’s PMI bonanza showed investors the state of

0.66%
o . business conditions around the globe.

034% - Consumer Price Index (-0.3% vs. 0.0% exp).
Lower than expected prices brought expectations of

-1.98%
2.54%

further CHF weakening by the SNB and possibly more

5% rapid implementation of asset purchases in a bid to
USD EUR GBP JPY CAD AUD stimulate demand and economic activity. The CPI
decline was the largest since the 1950’s.

alpari

Others

Very dovish comments by Reserve Bank governor Alan Bollard sent NZD down across the board
late in Tuesday's European trading session. Bollard said "we believe the rise in longer-term
interest rates is unwarranted and inconsistent with the monetary policy outlook". The
commentary is highly significant because it indicates an easing in the approach to monetary policy
but also puts forward the possibility of central bank intervention akin to policies currently being
implemented in the US, UK, Japan and Switzerland.
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Preview: 7" — 12" April 2009 JOAN

n

- alpari
EU e Q1 earnings and expectations surrounding them begin this week as investors look to

C confirm or disconfirm the recent rise in risk appetite

GE) e Scale and magnitude of quantitative easing remains a key theme despite no significant

(C developments last week

-8 e Commodity prices are likely to be a good indicator of risk sentiment and health of global

u:_') demand

e Commentary regarding future monetary policy development in the EU will be important
following ECB statement made last week

This week is once again a pivotal one. The key theme this week is whether the strong equity and
commodity rallies we have seen in March continue or not. A large part of the reason why we have
seen risk tolerance rise so strongly is the expectation that the top banking institutions have
already become profitable in addition to huge government support in several countries acting as a
safety net for banks as well as a stimulus for new economic activity. Economic data will help this
theme play out but this is unlikely to occur conclusively this week. Due to the shortened nature of
this week and the relatively quiet economic calendar, we are likely to see a consolidation of
current opinion expressed via ranging patterns on the charts. We say this because the most
significant Q1 earnings results with respect to FX markets will probably be next week
(commencing 13" April). Also, most of the data we are scheduled to see has been already been
discounted to a large degree, unless we see ridiculous downward surprises that shock financial
markets.

At the time of writing (Tuesday afternoon) we are currently seeing somewhat of a pause in the
recently buoyant investment mood. Equity markets are down today as a downward revision to
European growth and doubts over the upcoming Q1 earnings results have tempted market
participants to readjust their expectations regarding economic recovery. Equities and cyclical
currencies are lower so far this week despite a good continuation of last week’s mood at FX
market open on Sunday.

The Australian Dollar rose early in Tuesday’s European session despite a relatively unexpected
0.25% interest rate cut. The rate cut was accompanied by a statement suggesting further rate cuts
would be looked at with caution, inducing investors to buy AUD in favour of USD, EUR, CAD and
JPY. This was probably because market participants do not expect more interest rate cuts for the
time being. Volatility was high which led to erratic, choppy trading conditions.

This coming week will be key because several companies are due to report their 2009 Q1
performance figures. Expectations as to how well different companies are doing have become
fragmented because on the one hand we have plummeting asset prices, falling demand and rising
unemployment, and on the other hand we have commentary from top banking officials that 2009
performance has been excellent with profitability on the rise. We are likely to get some
clarification on this theme this week as ‘Alcoa’ is due to report Q1 earnings after US market close
on Tuesday.
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Bear in mind that further earnings reports will be made periodically over the coming weeks,
including Goldman Sachs (Apr 14), JP Morgan (Apr 16) and Citigroup (Apr 17). We will comment f/\/\’\

E further on this issue in next week’s publication. :
alpari

o

C FX sensitive calendar events

QE" Wednesday 8" April

4°)

o (JPY) Current Account

g (AUD) Home Loans

(W (EUR) German Trade Balance

(USD) FOMC Meeting minutes

Thursday 9" April

(AUD) Unemployment Rate
(GBP) Trade Balance

(CHF) Unemployment Rate
(CAD) Unemployment Rate
(CAD) Trade Balance

(GBP) Interest Rate decision
(USD) Trade Balance

(USD) Unemployment Claims
(NzD) Bank Holiday

(AUD) Bank Holiday

Friday 10" April

CHF) Bank Holiday

EUR) Bank Holiday

GBP) Bank Holiday

CAD) Bank Holiday

(JPY) BoJ Meeting minutes
(USD) Federal Budget Balance

(
(
(
(

With a shortened week and a sparse economic calendar, what may cause a significant change of
direction are further developments on the QE arena. Whether more central banks announce asset
purchase plans (BoC and Riksbank are rumoured to be next in line) or whether existing QE
participants alter levels of current involvement (BoE at its policy meeting press-conference & the
Fed via published minutes) are both possible scenarios where we could see significant price
moves in GBP, SEK, USD and CAD to name a few examples. This theme could affect EUR value
following Trichet’s comments rejecting immediate action last week. An extension or a
retracement of last week’s price moves is quite likely as both investors and speculators position
themselves for either a move higher (if ECB rejects all inflationary methods of QE) or a move
lower (if the ECB adopts a QE policy that is considered inflationary by market participants) in the
Euro.
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Disclaimer:

AN

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, d l P arl
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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