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C e USD edges lower as Q1 earnings reinforce hopes of a faster than expected

LE recovery worldwide; possibly as soon as the second half of this year

e Sterling falls sharply in response to deteriorating public finances and uproar Market Research

surrounding UK budget forecasts
George Tchetvertakov

Head of Market Research
intervention begins to fade gtchetvertakov@alpari.co.uk

e Buying interest returns to the Swiss franc as prospect of further currency

e Gold, oil, commodities and related currencies rise alongside signs of recovering
global demand

EUR/USD 1.3040 1.3240 0.0200 1.53% 3.19%
GBP/USD 1.4780 1.4677 -0.0103 -0.70% 2.83%
UsD/JPY 99.20 97.15 -2.05 -2.07% 2.79%
USD/CHF 1.1665 1.1389 -0.0276 -2.37% 3.36%
EUR/GBP 0.8816 0.9025 0.0209 2.37% 3.26%
EUR/CHF 1.5215 1.5084 -0.0131 -0.86% 0.97%
GBP/CHF 1.7249 1.6714 -0.0535 -3.10% 3.83%
GBP/JPY 146.64 142.58 -4.06 -2.77% 4.41%
EUR/JPY 129.39 128.65 -0.74 -0.57% 2.67%
CHF/JPY 85.00 85.25 0.25 0.29% 2.52%
AUD/USD 0.7225 0.7230 0.0005 0.07% 3.99%
NzD/USD 0.5688 0.5719 0.0031 0.55% 4.45%
USD/CAD 1.2132 1.2094 -0.0038 -0.31% 3.56%

| Source: Alpari (UK)
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As we expected, Q1 earnings results were more of parade that helped to ease fears rather than
a catalyst for anxiety. After the first week of results, fears began to surface that a blind eye was
being turned towards unsavoury elements on bank balance sheets which in turn stirred
speculation that good results today were not necessarily going to be maintained tomorrow. In
the end, market participants gave a positive response which helped equities to hold their
upward trends in association with stronger commodities and a weaker US Dollar. Although
volatility remained elevated throughout the week, a certain calmness surrounded trading
activity with risk aversion being limited to individual nations instead of punishing currencies
broadly as we have seen time and time again in recent months.

The start of the week was clearly in contrast to the end as a sharp sell-off in equity markets
ensued and the clarity of Q1 results from US banks was questioned. This led to pronounced
rises in USD against SEK, NOK, DKK, CAD, NZD and AUD. Towards the end of the week however
better than expected results from several banks, not to mention upbeat commentary related to

<
&
i
<
<P]
N
L
=

.=
$—t
3e]
oF

—
<

FX Weekly Page 1




\

imminent ‘stress test’ results from the US Treasury, reassured investors that the global economic recovery

bandwagon now had the green light to proceed seeing as banks were truly on board. Over the course of the M
week, USD fell sharpest against SEK (-3.96%) and could only strengthen against GBP (+0.70%) amidst

widespread weakness. Commodity currencies managed only meagre gains despite flourishing investor a | P ari
sentiments; volatility was highest in USD/AUD and NZD/USD pairs.

FX

|

Effects of the upbeat mood were felt in CAD
US Dollar

o trade as the Bank of Canada publicly
rejected future action on quantitative
easing. Market participants had tentatively
priced in some form of easing only to be

0.70%

,—‘ disappointed by comments stating than no

0%

| I—
0.31% 0,559

Fundamental

0.07% such policies would be implemented before

June 09, if at all. CAD strengthened sharply

1.53% 1.50%
2.07% 5 370, 1.99% as speculative short positions were

unwound. It should be mentioned however

3.96%
-5% that only two days earlier the Bank of

EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK Canada cut interest rates by 25 basis points

alpari
from 0.50% to 0.25% encouraging
speculators to sell CAD and assume an announcement regarding unconventional policy easing was
imminent. On the same day, US Treasury Secretary, Timothy Geithner’s statement that the “vast majority of
US banks had more capital than needed” had a soothing effect on jumpy investors looking for a reason to
get out of US equities and sell into another banking downturn.

Elsewhere, Australian inflation figures came out much lower than expected at 0.1% vs. 0.5% exp. The lower
inflation reading increased the likelihood that the RBA will cut rates at their next meeting on May 4™
Current rates are 3% leaving AUD with a comparatively higher interest rate in relation to other G7 nations.
This premium looks like being reduced significantly as price disinflation sets in and base interest rates are
reduced to stimulate demand.

EUR

The Euro was able to make decent gains against almost every currency with the exception of JPY (-0.57%)
and CHF (-0.86%) as every single macro indicator released last week bettered expectations. The German
ZEW sentiment index released on Tuesday was much higher than expected (13.0 vs. 1.8 exp) leading to
limited EUR gains on the day leaving many investors surprised at the lack of upside in EUR against GBP and
USD in particular. Stronger EUR sentiment remained however helping the single currency to broad gains,
assisted all the time by positive macro data as the week progressed. French, German and overall EU PMI’s
were all stronger than expected thus affirming recent opinion that businesses are on track to recover to
some extent as early as this year.

Flash PMI readings Previous Expected Actual
French Manufacturing 36.5 37.0 40.0
French Services 43.6 43.8 46.2
German Manufacturing 324 33.2 35.0
German Services 42.3 42.6 43,5
EU Manufacturing 33.9 34.7 36.7
EU Services 40.9 41.2 43.1
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Shortly after we saw PMI figures surprise to the upside with a less than expected fall in Industrial New
Orders (-0.6% vs. -2.4% exp.), adding to optimism. European businesses have been quick to reduce costs M
and production levels in the past 12 months so a
Euro smaller than expected fall in new orders suggests a | P ari
o that some companies may finally be confident

2 37% enough to hire staff and expand production. As if

1.53% 116%  1ogy 0% all this good news wasn’t enough, the IFO
’—H—‘ indicator measuring business sentiment around
0% | Europe rose to 83.7 sending EUR higher across the
057% g ggo board although gains were tempered against

Commaodity currencies because of the risk tolerant
mood that prevailed towards the end of the week.

5%

USD GBP JPY CHF CAD NZD AUD

alpari

GBP

The only thing concerning Sterling traders last week was the huge impact the 2009 budget made on pretty
much all things UK related. Before the budget speech, the largest deficit in the UK since the 1940's (£19.1bn)
sent GBP lower. Most losses were retraced because investors were in an upbeat mood expecting a positive
‘ahead of the curve’ budget that would boost confidence and allay investors concerns. Sterling pared all its
losses against USD, CHF and EUR but remained weak against JPY.

We have produced a summary of the budget below concentrating on GBP sensitive statements:

e GDP: —3.5% forecast for 2009. Later in the week a preliminary figure of -1.9% Q/Q was released by the
Office of National Statistics adding weight to Sterling weakness because the accuracy of the estimates
given in the budget were severely questioned in addition to the fact that weaker than expected
aggregate demand would prolong the economic downturn.

e Global growth to contract for the 1* time since the 1940’s. UK GDP will contract less than Germany,
Japan, Italy and EU according to A.D (Alistair Darling). Fiscal deficits and debt also at highest levels for
over 50 years. UK will borrow £606bn over the next 4 years —A.D

e Economic growth to restart by the end of 2009 - Very optimistic with limited consensus by non-
governmental analysts.

e UK growth to reach +3.5% from 2011 and RPI to remain negative and fall to -3% by September 2009.
Headline Inflation estimated to be 1% by the end of 2009, from 2.9% currently.

e UKis6™ largest exporter of manufacturing goods and 2" largest services exporter —Obviously meant to
add confidence, this statement actually had the opposite effect because exporter countries such as

Germany and Japan have been worst hit by the financial crisis.

e Several government schemes focusing on helping housing and labour sectors did not gain much traction
and were considered toothless by market participants

e 27% of UK corporation tax takings are provided by the financial sector — another negative influence on
Sterling as UK’s reliance on financial services was again underlined.

FX Weekly Page 3
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e Higher tax rates for highest earners led to a sharp fall in GBP because a large scale exodus of Sterling
denominated capital is clearly a potential risk. /\/\/\’\

FX

o National debt (as a percentage of GDP) will begin to fall in 2015/16. In other words, before then it will a | P ari
only be rising from 59% today up to 74%. This had an immediate negative effect on GBP because market
participants were instantly worried about real bond values. Long-term bond yields may rise significantly

|

despite the quantitative easing policy currently in effect. Confidence in the UK’s ability to pay back
billions in borrowed capital is currently very fragile especially because rating agencies are rumoured to
be considering downgrading UK government debt.

e Cost of UK bank bailout scheme is 3.5% of GDP —A.D. This figure was also questioned because further
spending on supporting the UK banking sector is considered likely.

Fundamental

Overall, the budget speech was considered pessimistic and very GBP negative. Sterling sold off to fresh daily

lows during, and immediately after the speech. The lack of future tax revenues has been a recent concern so

the sanguine budget plus its questionable accuracy led to GBP selling with speculators providing extra
momentum.

British Pound

The UK budget may have been shocking to

.. some but the FX market brushed off the news

0%

allowing Sterling to recover all its losses against
USD, JPY but not EUR or CHF. This could have
been due to the fact that US policy has

-2.37%

277% @ — resembled the UK's and vice versa very closely

210% for the past year or so. The recovery against the

Yen makes sense to a degree because the toils

. of the Japanese economy do not look like
R USD EUR PY CHF diminishing any time soon. By early morning
trade in London, GBP was trading at the same
levels it was early on Wednesday before the sequence of UK data and the budget speech. By the end of the

week GBP was again lower and by this morning Sterling pairs were at early April lows.
PY

Quite surprisingly, the Yen was stronger in all pairs with only a 0.29% depreciation against CHF spoiling a
completely dominant record. Trade data showed that continuous falls in export volume stabilized for the
first time since Q3 2008 thus providing a floor

from which Yen bulls could rebuild confidence.
Japanese Yen
5% The Yen has been severely hampered by

constantly deteriorating macro data over the
2.77%

2.07% 2.08% past few months putting a question mark over
173%  156%

JPY’s safe-haven status and long-term value.

0.57%

| The amount of negative news flow has been
0%
0.29% high so a positive number was always likely to

provide a bounce to some extent.

Levelling out in the Corporate Services Price
Index (CSPI) from a previous -2.6% to -2.1%
was a big help for the Yen on Friday thus

-5%

USD EUR GBP CHF CAD NZD AUD

alpari

cementing gains made earlier in the week. The
recent improvement in global demand conditions has helped the Yen to recover some losses made on the
back of its own poor macroeconomic record as investors began to realise that recent selling may have been
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overdone. In addition, speculative shorts are also likely to have moved on to other more acutely profitable
currencies as expectations were to a large extent reset regarding the Yen’s fundamental health. The
assumption is that if we see the recent bear market rally in equities transform into a full on recovery across
other asset classes and subsequently economic growth, then the Yen is likely to benefit because of better
trade conditions and thus higher demand for Japanese exports which are denominated in Yen.

CHF

If Yen performance was quite surprising then Swiss franc performance was a shock as it rallied against all
other currencies including CAD (+2.01%) and AUD (+2.26%) which were supported by strong risk appetite
and well founded commodity prices. The predominant theme affecting CHF in recent months has been the
prospect (and actual reality) of currency intervention by the SNB. Some intervention has taken place with
significant talking down of the currency to boot as central bank commentary has tended to scare market
participants into selling CHF at the slightest hint of disinflation or deflation proper.

. A limited data set consisting only of the ZEW economic
Swiss Franc

s expectations indicator which had a marked improvement (-
27.7 vs. -57.1 prev.) and a worsening trade balance number
(120mn CHF vs. 620mn CHF exp.) should have suppressed

3.10% any extended gains in view of the fact that we were in a

) s relatively risk tolerant environment last week. Alas, the
° 2.26%

2.01% Swissie made strong gains as price action was dominated

by SNB commentary from Philip Hildebrand: “We have to
0.86% have the patience to let the medicine work before we look

0.29% at more steps like negative rates”. The comment gave way
0%

alpari USD EUR GBP JPY CAD AUD cautious at best. In some ways the comment could also be

to speculation that further currency intervention would be
taken as a sign of the SNB backing down to market forces;

realising that public discussions of FX rates are always there to be shot at with the added effect of
misleading market participants and constraining future policy.
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Preview: 27" April — 3 May P

E
‘ LOOKINg@nead| ‘ alpari
: e Three interest rate decisions expected with all eyes on supplementary commentary
B regarding monetary expansions and their relative scales
QC) e More earnings on the horizon as telecommunications and technology sectors step up to
= report Q1 results
% e Speculation surrounding US bank stress tests likely to build in waiting of official results due
% on May 4"
LL e Japanese ‘Golden Week’ begins on April 29" with high volatility likely to endure under

lighter trading volumes

This coming week should see reduced volumes in JPY and EUR pairs as public holidays in Japan (April 29" -
May 5th) and in Europe (May 1%) are likely induce subdued market activity. Volatility will be another matter
because we may well see market moving events that drive currencies especially in thinner markets.

As we approach the release of stress test results done on US banks scheduled for May 4" there is likely to
be heightened speculation surrounding which banks make into the top half of the top tier and which fail to
impress investors, effectively relegating them to the bottom half of the top tier. The tests are being used to
determine whether financial intermediaries have enough capital to cover losses over the next 2 years
should the current recession worsen.

The banking theme continues to play a role in FX developments as the inter-connections between aggregate
demand, financial stocks, risk and FX become ever more rooted into investor sentiment. Also, now that Q1
bank results have all been announced, it will be interesting to see whether the positive mood they
generated continues to hold subject to wider economic developments. Although most banks reported solid
performance figures for Q1, many also included provisions for further sub-prime related losses later in the
year leading to accusations of balance sheet ‘massaging’. The way in which investors digest this issue will be
significant because a large part of the reason why we have seen recent bounces in several asset classes has
been due to banking sector recuperation out of state sector support.

Aside from equity market developments, 3 interest rate decisions from New Zealand (3% = 2.5% exp.),
Japan (no change exp.) and the United States (no change exp.) respectively, will be key focuses. Moreover,
supplementary statements alongside the decisions themselves will be pivotal as rates in 2 of the 3 are
already very low: NZD (3.0%), JPY (0.10%) and USD (0.25%). Investors are likely to focus on progress in the
QE arena, especially for US and Japan. Any changes to scale or scope of monetary expansion would almost
certainly have an impact on JPY and USD. New Zealand on the other hand is very unlikely to go down the
road taken by Japan, Switzerland, US and the UK because of its small liquidity pool so attention there will
probably be focused on conventional monetary policy actions i.e. how far rates will fall and how quickly.

Following last week’s circus act budget in the UK we are now in the realm of possibility (and for some
probability) that the UK will see a ratings downgrade on its government debt by the world’s top rating
agencies. Also, a Sunday Times article (an influential UK newspaper) gained some traction on Monday
morning suggesting that the wealthiest people in the UK are looking to diversify their holdings away from
the UK at best and move away altogether at worst because of a higher top-rate of tax to be imposed next
year. Broad uncertainty in debt/credit/housing markets is still evident in the UK despite a slowdown in the
escalation of UK data and an uptick in economic sentiment. GBP was sharply weaker at FX market open on
Sunday with all signs pointing to rating agency speculation as being the primary cause.
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Q1 earnings results continue but away from the financial sector; telecoms, pharmaceuticals and technology
companies are the prime focus this week which could counter-act financial results because financial sector
stability has been achieved via sensationally strong government support which other sectors have not
received. A return to risk aversion and anxiety is possible if results are exceptionally bad, despite the
broadly better than expected readings over the past 2 weeks.

The economic calendar is quite muted this week although there may still be events of interest, both for
investors and speculators:

FX Sensitive Calendar Events

Monday 27" April

(EUR) German Import Prices

Tuesday 28" April

(JPY) Retail Sales

(USD) Consumer Confidence
(NZD) Trade Balance

Wednesday 29" April

(EUR) Consumer Confidence

(CHF) KOF Economic Barometer

(USD) Advance GDP

(USD) Interest Rate decision + statement
(NZD) Interest Rate decision + statement

Thursday 30" April

(GBP) Consumer Confidence

(JPY) Manufacturing PMI

(JPY) Preliminary Industrial Production
(JPY) Interest Rate decision + statement
(EUR) German Retail Sales

(GBP) Nationwide House Price Index
(EUR) Consumer Price Index

(CAD) GDP

(USD) Unemployment Claims

(USD) PCE Price Index

(USD) Personal Spending

Friday 1% May
(GBP) Halifax House Price Index

(GBP) Manufacturing PMI
(GBP) Net Lending to Individuals
(GBP) Mortgage approvals
(USD) ISM Manufacturing

US GDP figures will be very important in the current climate as well as CPI figures in the Euro zone
considering that the ECB is planning to announce some form of QE policy in early May. A severe reading
either side of expectations (0.7% exp) is likely to influence ECB thinking as to how much of a splash they
want to make at their next policy meeting on May Al Speculative flows would also be affected because at
the current time no firm expectations have been formed regarding ECB QE policy. Canadian Dollar traders
will see the latest GDP figure on Thursday, likely to be important because of possible private asset
purchases by the Canadian central bank. The BoC took a step back from announcing something last week
leading speculative shorts out of CAD confirming the possibility that some kind of QE policy has been on the
table for some time.
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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, a 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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