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Review: 13" — 19" April 2009

‘ REcAp) ‘ a | a r i
e JPY surprises market participants with strong gains across the board P
e US Dollar puts in a mixed performance surrounding equity market
developments Market Research

e Commodity currencies faced a rough week as risk sentiment changed alongside
George Tchetvertakov

Head of Market Research
e Reaction to first tranche of Q1 earnings was very mixed as many investors defer gtchetvertakov@alpari.co.uk

conflicting earnings results and macro data

judgement until full picture becomes clear at the end of next week

EUR/USD 1.3189 1.3043 -0.0146 -1.11% 2.85%
GBP/USD 1.4640 1.4795 0.0155 1.06% 3.18%
UsD/JPY 100.39 99.13 -1.26 -1.26% 2.57%
USD/CHF 1.1550 1.1649 0.0099 0.86% 3.32%
EUR/GBP 0.9003 0.8812 -0.0191 -2.12% 2.62%
EUR/CHF 1.5232 1.5195 -0.0037 -0.24% 1.09%
GBP/CHF 1.6912 1.7235 0.0323 1.91% 3.11%
GBP/JPY 146.94 146.67 -0.27 -0.18% 2.73%
EUR/JPY 132.41 129.32 -3.09 -2.33% 4.15%
CHF/JPY 86.83 85.05 -1.78 -2.05% 4.55%
AUD/USD 0.7217 0.7223 0.0006 0.08% 2.65%
NzD/USD 0.5853 0.5672 -0.0181 -3.09% 4.82%
USD/CAD 1.2251 1.2130 -0.0121 -0.99% 2.59%

| Source: Alpari (UK)

US Dollar

Strong loan data from China and expectations of strong Q1 earnings pushed commodity
currencies higher as risk appetite remained strong going into the Q1 earnings season.

The Easter holiday period ensured volumes remained low although volatility was quite high. At
one stage, Gold prices surged by over $13 in an hour during the European trading session on
Monday only to recover over the rest of the week. Overall, a nervous mood hung over
proceedings due to wide-ranging expectations of US earnings reports. Investors found it
difficult to gauge how markets would react to each particular announcement. Even though
expectations of strong results were widespread, the full reality of how healthy banks actually
are was largely unknown, leading to uncertainty and anxiety.

Equities continued to rally across Asia following the holiday period as two main topics of
interest going into market open on Tuesday dominated: Goldman Sachs earnings figures and
the Singapore MAS decision to devalue the Singapore Dollar (SGD). SGD actually rallied because
the devaluation was by less than expected.
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Goldman Sachs announced very positive earnings results, better than all expectations and also its intent to
rid its dependence on US government money. This added to the issue of whether a two tier banking system
would emerge with strong banks that don't need government support (and would thus attract most
investment) and those that do. This theme is likely to be a key player for the next few weeks as US
government backed stress tests are conducted on US banks.

The macro data set was eventful last week and even threatened to overshadow seemingly good results
from various firms across several different industries. Most attention remained on financials however.

US Retail Sales (-0.9% vs. 0.1% exp) - USD

acted as a risk barometer once again

despite the disturbing outlook for the US
2.46% retail sector. Signs of deflation are worrying

UsS Dollar

5%

3.09%

1.11% 0.86% 1% because it could be an indicator of
e 0.66%

o e upcoming depression, or more distressingly,

0% . . . . .
0.08% that the US quantitative easing policy isn’t

1.06% 1 26e, 0.99% having an effect on the real US economy i.e.

the consumer. After some stabilisation
looked on the cards in January and February

5% figures, last week’s number disappointed

alpari EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK investors and hurt risk tolerance. With all

the focus on earnings and an overall good

mood because of expected positive results, the downbeat US data released on Tuesday put the brakes on

economic recovery hopes. Risk appetite resilience ensured mixed trade for the USD and EUR. Commodity
currencies were largely unchanged against USD with the exception of NZD.

US Producer Price Index (-1.2% vs. 0.0% exp) - Sanguine retail sales data was reaffirmed by sombre company
data as signs of deflation for producers indicated a similar fate for consumers later in the year.

Consumer Price Index (-0.1% vs. 0.1% exp) - USD got a boost from the negative CPI figure with the effect
being largely psychological rather than fundamental. The reading was close to market expectations but the
fact that the US has not experienced a negative CPl number since the mid-1950's dented confidence and
interest for risky assets.

TICS data ($22bn vs. S17bn exp) was good on one hand (better than expected inflows + a smaller budget
deficit compared to previous years) and bad on the other hand (most capital is coming from only 2 sources —
China and Japan, which is a worrying sign).

US Industrial Production (-1.5% vs. -0.9%) - 5th straight month of decline continued a difficult week for the
US dollar as total industrial capacity utilization fell to 69.3% from 70.3% percent — a record low going back to
1967. QOil prices fell sharply on Wednesday as investors priced in gloomy macro data while crude stockpiles
swelled with the biggest surplus in 19 years. Global demand for raw materials remains anaemic thus
dampening any hopes for a sharp recovery.

Euro
The Euro suffered on several fronts last week. German wholesale prices fell -0.9% vs. -0.1% exp, which was
the the largest fall since the 1980's. The news extended fears of economic conditions taking another turn for

the worse and spoilt the party mood which had been strong in view of the recent surge in confidence
amongst market participants.

FX Weekly Page 2

alpari



\

UBS, the largest Swiss bank, reported very pessimistic earnings and announced 11% of its workforce would
be cut. This reminded investors that the banking sector is fragmented at best and deceptively solvent at M
worst. The Euro suffered as a result, pretty much against all currencies.
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Later in the week, Axel Weber confirmed that the
5% Euro ECB will be announcing a package of alternative
monetary policy measures at its next meeting on
May 7™. The news added weight to the Euro which

was already suffering from mixed earnings results.

1.99%

Weber put further pressure on Euro bulls by saying
o that the ECB shouldn’t reduce its benchmark

-0.24%
-1.11% 1.20% interest rate below 1%, from 1.25% currently,

Fundamental

2.12% 533y -2.08% putting him into a clear contradiction with other
ECB members who believe that borrowing costs

-5% must fall to near zero. Although this particular
s USD GBP JPY CHF CAD NZD AUD comment was seen as hawkish and theoretically
beneficial for EUR, the fact that a rift is clearly
developing between ECB members dissuaded potential EUR buyers.

JP Morgan reported profit for Q1, beating analyst estimates. Earnings fell 10% from 2008 which is much
better than anyone could have expected considering the events of the past year. The results relieved
anxiety surrounding banks and poor results elsewhere but failed to halt the slide in the Euro.

British Pound

The March RICS survey added to recent indications that the UK housing market may finally be stabilising i.e.
house prices are beginning to fall more slowly than in 2008. At this particular time, it seems that any good
news is brilliant news which can be attributed to an economic recovery. Market participants were quick to
be fearful but they are also quick to be optimistic because a lot of Sterling negative news has already been
discounted by the financial markets. New buyer enquiries rose again which is encouraging because the UK
property market is suffering from extremely low demand rather than over-supply. Investors are more
assured now that stabilisation is taking place and a bottom has seemingly been reached. Speculation over
when economic expansion will begin is leading to spikes in trading activity at the slightest hint of a
turnaround in aggregate demand and more importantly, sentiment.

. According to the IMF, Britain’s economy will
504 British Pound shrink less than the U.S. and Europe this year.
The UK is expected to contract 3.7%, compared
1.91% with 4.1% in the EU and 4% in the US. Other
1.06% reports suggest Britain will have a deficit of
- 9.5% of GDP in 2009 (highest in the G7)
0.18% compared with shortfalls of 7.7% the US, 8.1%

in Japan and 4% in Germany. The mixture of

2.12%

reports was published last week by the

International Monetary Fund (IMF) and the
3% Organization for Economic Cooperation and
alpari usD EUR JPY CHF Development (OECD). Comparatively, this is
good news for the UK which helped Sterling to

gains against its major rivals but progress against the Yen was muted.

Annual public borrowing is set to increase to £175bn over the next two years according to reports. The
news, first seen in the Financial Times on Thursday hit Sterling bulls hard as GBP shed 200 pips against USD,
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300 against JPY and 100 against CHF in early morning trade. At the time of writing, speculation surrounding
the UK budget, to be announced on Wednesday 22M April, was the primary talking about amongst Sterling
investors. The state of the public purse in the UK has come under great scrutiny in recent months so expect
this event to gain firm traction this week.

Japanese Yen

The Yen was by far the strongest currency in the G20 last week as risk averse flows were concentrated there
despite upbeat bank results. So far this week, a significant amount of risk has left the currency market
because bank results are being discounted in relation to unrevealed losses or potential problems with
efficiency and profitability due to state sector involvement. The Yen has benefited from this because its
banking sector has been unscathed in comparison to its US, UK and European counterparts.

Another factor that helped the Yen last week

Japanese Yen was the absence of sell-side triggers i.e. weak
5%
4.29% economic data that has plagued its

performance over the past couple of months.

. Also helping the Yen was the recently

2.05% announced ¥15 Trillion public spending
. increase which has been interpreted as a
1.26% 1.17%
positive buy-side influence. The fact that Japan
0.18% 0.22% is slowly becoming one of the world’s largest
0% internally indebted countries has not affected

apari USD EUR GBP CHF CAD NZD AUD investor sentiment — so far.

Swiss Franc

CHF weakened across the board but not significantly. Initially, the Swiss Franc performed excellently as it

strengthened by almost 3% against USD on Monday. However, CHF to USD flows did not last long as

dreadful retail sales (-3.8% vs. -0.2% exp) and deflationary PPI figures (-0.5% vs. -0.2% exp) caught up with
the Franc. The issue of SNB intervention aimed at

Swiss Franc weakening CHF is still on the table which has tended to add
momentum to CHF falls in the event of negative news
affecting the currency. On the flip side, positive data has
usually capped gains because investors are aware of

5%

0205 possible/probable central bank action in the event of

0% — extended gains. Deflationary threats continue to
\W‘ \W‘ overshadow Swiss fundamentals and SNB comments have
191%  osq  189% not helped inflation expectations to stay elevated. If
anything, SNB officials have connected CHF price action
- with the level of inflation they are happy to tolerate thus
USD EUR GBP JPY CAD AUD signalling to market participants to aggressively sell CHF in

alpari

the event of below par inflation readings. The other
scenario, rising inflation is not the best target to have because inflation devalues a currency so even if the
intention is well intended it is unlikely to be well received. It is understandable that Swiss authorities are in a
tough situation which has forced them to aim for the lesser of two evils but exactly in which fashion this is
accomplished has so far been negative for the Swissie as it has lost almost all of its safe-haven allure since
the announcement of planned intervention and quantitative easing policies.
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Preview: 20" — 26™ April

‘ Lookingianead

e Bank stress tests in the US are getting significant attention; market moving developments
are likely due to close ties between financials, FX and risk

e Q1 earnings season continues as dozens of firms are expected to report

e Apparent economic recovery continues to be questioned and remains the major talking
point amongst market participants

e QE arena still in focus with European, Canadian and Swedish involvement at the forefront of
speculation

This coming week sees more Q1 earnings results (earnings calendar on page 7) which is again a key focus
considering the current predisposition to buy into, or sell out of, risk. Also, the Obama administration is
expected to disclose details about ongoing banking stress tests and what exactly each particular firm needs
or in some cases, doesn’t need. Investors will be looking for any negative connotations even if all banks
‘pass’ the tests. In the same way as last week when we saw strong banking results lead to suspicions about
their validity, we could see a similar effect occur this coming week. Stress tests may well reveal unsavoury
aspects which investors deem more important than mere capital reserves, which are more than likely going
to be strong due to the huge government support plus cheap lending offered to financial institutions.

Worries about hidden debts not revealed as of yet by the major banks continue to create a false start effect
whereby positive developments are doubted due to past events i.e. quasi-nationalisation, bank failures etc
leading to limited upside progress. Investors are clearly concerned that the rosy outlook given by some of
the large banks via commentary and Q1 results will be trumped by crippling losses further down the line.
The recent bounce in risk appetite, asset prices and most importantly, confidence is being questioned;
arguably for the right reasons.

Developments in the QE arena could prove key as ECB officials admitted last week that they are preparing
an announcement in early May regarding the scale and breadth of future QE policy. Although we are not
quite in early May, commentary from ECB officials will no doubt be scrutinised and speculated on.
Suggestions that a comprehensive policy akin to the UK’s is close to being finalised could send EUR to fresh
lows as investors itch to sell the Euro pre-emptively. Rumours have been circulating that Canada and
Sweden are also close to announcing QE policies which (if proven true) is likely to be a negative influence on
CAD and SEK. Some market commentators are dubbing the upcoming EU and Canadian policy response as
‘QE-lite’ suggesting that very soft and docile policies will be announced that are nowhere near the
magnitude of policy currently being employed by the US, UK and Switzerland. In this case we could well see
an upside for the relevant currencies as investors unwind speculative shorts.

The economic calendar (page 6) is very busy primarily for Sterling traders as a raft of data is due. Most
attention will be on the UK’s public finances and unemployment figures. Media attention and coverage is
likely to be high which will only add to volumes and most likely volatility. Macro data is currently being used
to gauge the rate and extent of the fledgling recovery that we are seeing so it will be interesting to see how
downbeat data (which is almost certain) affects investor perceptions of the UK economy and also how it fits
into the global matrix of countries that are desperate to generate demand.

Other noteworthy price drivers could be the G7 meetings scheduled to take place on Friday. Recent
meetings between world leaders has brought commentary and/or various announcements relating to
stimulus packages which can make an impact, especially if they are multilateral. In addition to what has
already been mentioned in this publication, established themes could well be important (see article ‘A wide
selection of themes continue to drive currencies’).
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FX Sensitive Calendar Events

Wednesday 22™ April

(GBP) Claimant Count Change
(GBP) MPC Minutes

(GBP) Public Sector Net Borrowing
(GBP) Unemployment Rate

(GBP) Annual Budget Release
(USD) House Price Index

(AUD) New Motor Vehicle Sales
(NZD) Credit Card Spending

Thursday 23" April

(CHF) Trade Balance

(EUR) Current Account

(EUR) Flash Manufacturing PMI’s (France, Germany and EU)
(EUR) Flash Services PMI’s (France, Germany and EU)

(CHF) ZEW Economic Expectations
(
(
(
(

EUR) Industrial New Orders m/m
CAD) Retail Sales m/m

USD) Unemployment Claims
USD) Existing Home Sales

Friday 24" April
(EUR) German IFO Business Climate

(GBP) Preliminary GDP Q/Q
(GBP) Retail Sales

(USD) Durable Goods Orders
(USD) New Home Sales

G7 Meetings

FX Weekly
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Q1 2009 Earnings Calendar

Monday 20-Apr
Eli Lilly & Co .
Halliburton a | P ari

Bank of America
Tuesday 21-Apr
Lockheed Martin
Coca-Cola

M&T Bank Corp
Lexmark International

FX

|

US Bancorp

El Du Pont de Nemours
Bank of New York Mellon
Fifth Third Bancorp
Keycorp

Fundamental

Western Union
Advanced Micro Devices
Yahoo! Inc

Merck & Co

State Street

Morgan Stanley

New York Times
Northern Trust Corp
Delta Air Lines
Wednesday 22-Apr
Freeport-McMoRan Copper & Gold
McDonald's

Boeing

AT&T

Wells Fargo

Continental Airlines
Alliance Data Systems
Hertz Global Holdings
Kimberly-Clark
QUALCOMM

Pepsi Bottling Group
Apple Inc

Thursday 23-Apr
Marriott International

PepsiCo

Microsoft Corp

American Express

Ambac Financial Group

T Rowe Price Group
Reliance Steel & Aluminum
Northrop Grumman
Motorola Inc

Union Pacific

Black & Decker
AllianceBernstein Holding
Amazon.com Inc
Raytheon Co

Friday 24-Apr

Honeywell International

Schlumberger

3M Co

Genworth Financial
Goodyear Tire & Rubber
Xerox Corp
Bristol-Myers Squibb
Ford Motor Company
Whirlpool Corp
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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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