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20" July 2009

FX Weekly
Review: 13" - 19" July

Recap

e Risk rally re-engages on upbeat fundamentals in China, better demand
conditions in Asia, stable inflation figures and blockbuster Q2 earnings

e Complete turnaround in sentiment as recent pause in equities, commodities
and risk FX was resumed

e Dollar and Yen under renewed pressure, down to 2009 lows in several pairs
whilst cyclical currencies dominated

e Volatility was sharply higher after several weeks of consolidated, subdued trade

Currency At Close Nominal

pair on July 13* on July 17 Change % Change Volatility
EUR/USD 1.3947 1.4099 0.0152 1.09% 1.93%
GBP/USD 1.6182 1.6333 0.0151 0.93% 2.77%
USD/JPY 92.42 94.17 1.75 1.89% 2.95%
USD/CHF 1.0850 1.0767 -0.0083 -0.76% 2.18%
EUR/GBP 0.8615 0.8630 0.0015 0.17% 1.81%
EUR/CHF 1.5132 1.5184 0.0052 0.34% 0.70%
GBP/CHF 1.7555 1.7588 0.0033 0.19% 2.31%
GBP/JPY 149.56 153.83 4.27 2.86% 5.36%
EUR/JPY 128.95 132.83 3.88 3.01% 4.25%
CHF/JPY 85.14 87.44 2.30 2.70% 4.04%
AUD/USD 0.7789 0.8026 0.0237 3.04% 4.75%
NzD/USD 0.6273 0.6442 0.0169 2.69% 5.09%
USD/CAD 1.1620 1.1132 -0.0488 -4.20% 4.78%

| Source: Alpari (UK)

Following several weeks of uncertainty and a seemingly inevitable continuation of
weakness in equities, commodities and risk FX, market participants were treated to a
firework display of strong earnings, better macro data and stable inflation readings.
Second quarter earnings proved immensely positive for stocks while commodities,
including oil and copper perked up in response to renewed expectations of a global
recovery in aggregate demand. Chinese fundamentals were also seen to be improving
which boosted not only the global recovery story but also commodity prices and
currencies. All in all, a degree of ‘herd’” mentality is prevailing whereby uncertain
conditions are inducing knee-jerk, emotion based decisions — intra-week swings in
confidence are becoming the norm.
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The sharp ramp higher in risk tolerance ensured the Dollar was heavily sold throughout the week
and meant that once again, the Dollar and the Yen were two weakest currencies in the G20 last
week. The largest falls were against CAD (-4.20%) and AUD (-3.04%) and the only gain was against
JPY (+1.89%).

A stronger than expected PPl (1.8% vs. 0.9% exp.) in the US was supported by better retail sales
(0.6% vs. 0.4% exp.) figures. However, once analysed further it is clear that the portion of the

retail sales figures which measures

US Dollar

- discretionary consumer spending was

actually lower which suggests that
1895 consumers are still unwilling to lift

spending habits and thus are dragging

0% on the recovery story. The higher

\—“—I \—‘ u producer prices were mostly attributed

1.09% 0.93% 0.76% 1.09% o
1.31% . . . .
1.83% to higher commodity prices which tend

269% 3 049 to be discounted by market participants

5% 4.20% because of their high volatility and
alpart EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK unpredictability over time. Core

inflation that excludes commodity
prices was stable and this is what investors decided to take home first and foremost.

Consumer price inflation was slightly stronger than expected (0.7% vs. 0.6% exp.). Core inflation
remains subdued whilst the headline number was higher than estimates because of rising
gasoline prices. This factor weighed on the Dollar in addition to PPI figures because the macro
improvement led to capital flows away from USD based assets in favour of higher yielding, riskier
assets in emerging markets and the Dollar bloc countries (AUD, NZD, CAD). Another important
note is that the broad rise in the long end of the US yield curve is suggesting a greater
emphasis/awareness/fear of inflation compared to deflation. Since the start of the financial crisis,
fears of excessive deflation were the first to surface although over time and with immense
stimulus from central banks/governments worldwide, the fear of depression has diminished and
thus attention has turned to the possibility of overshooting preset inflation targets.

Probably the most dominant theme behind Dollar weakness was the blistering performance by US
firms in Q2. Overall, Q2 earnings outperformed expectations by a good margin, leaving no room
for doubt that corporate profitability is back seeing as Q1 results also exceeded expectations.
Also, earnings season still has many more firms still left to report with the potential of more USD
losses and further equity gains because the spotlight is about to move over to non-financials.
Many investors were surprised by the positive reaction in equities last week on the back of
banking results because it was very likely that record low borrowing rates mixed with stubbornly
high lending rates would create a lush operating environment for banks. If non-financials also
exceed expectations this could symbolise a valid, broad recovery — something that the recovery
theorists need in abundance in order to justify the sharp bounced across most asset classes since
March.
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Fed minutes from their meeting on June 23" showed that extra asset purchases were considered
but not carried out because of the potentially negative interpretation that could ensue. The effect
on the Dollar was limited although the psychological impact was most probably negative in many
respects. Extra stimulus is likely to support demand conditions in the US economy but at the same
time, creates a risk of inflation in the medium-long term. Which effect predominates is likely to
influence USD trade from here — most investors expect a negative effect on the Dollar if more QE
and/or stimulus measures are announced because inflation concerns are countering deflation
concerns at the moment. Fed minutes also showed that inflation expectations are uncertain
which added fuel to the fire.

EUR

A lacklustre week in terms of macro indicators meant a lack of traction for Euro zone specific
themes; in such an environment the Euro was led by more by risk sentiment globally instead of
localised events. There were two major data releases — a disappointing ZEW sentiment number
(39.5 vs. 48.0 exp.) indicating a much slower trawl towards expansion (50) than first thought. The
Euro was sharply lower across the board as a result.

Furthermore, the Euro fell after industrial production rose by less than expected (0.5% vs. 1.5%
exp.), further confirmation that the recovery in Europe is slowing before it has even begun.

Euro Euro zone inflation was in line with forecasts
5% (-0.1% Y/Y fall in prices was the first fall in the
301% EU CPlindex in history). The slight
deterioration was mostly due to falling food,

1.09%

0.17% 0.34%
0% —

energy and commodity prices. The EU is

clearly in a very low inflation environment

and is likely to remain so for a considerable

138% 819 time with entrenched deflation remaining a

3.13% low probability scenario.

5%

s USD GBP JPY CHF CAD NZD AUD Despite the setbacks mentioned above, the

Euro maintained position in its cosy zone of

risk-neutrality whereby it fell against cyclical currencies - CAD, NZD and AUD but rose strongly
against its risk-negative counterparts - JPY, USD and CHF. The small gain against GBP was more to
do with GBP weakness rather than EUR strength as a spike in UK unemployment depressed hopes
of a quick recovery. UK fundamentals seem to be taken in parallel at the moment i.e. any negative
indicator is tending to spark off a cascade of anxiety regarding UK fiscal policy, likely increases in
QE and the long-term viability of UK government debt, which remains in danger of a downgrade
by ratings agencies.

GBP

UK inflation figures were all in line with expectations although this doesn’t change the fact that
inflation in the UK is below 2% for the first time in since September 2007. This is being taken as a
positive in the current environment of inflation fears although continuing deterioration in
inflation could revert attention back to avoiding deflation. Volatility was significantly higher in
Sterling pairs last week, something which was generally the case for most other pairs also. Future
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inflation expectations are firmly anchored - inflation is expected to fall further towards 1% by the

end of 20009. PN

UK unemployment was higher than

FX

5% British Pound expected but the number of claimants alPa”

|

2 86% actually fell - initial Sterling strength on the

back of falling claims was reversed with
0.93%

’—‘ 0.19%
0% R ——

-0.17%

the realisation that unemployment overall

is rising faster than expected. There are
now almost 3m unemployed in the UK
with more job losses inevitably around the

Fundamental

corner. The employment picture hurt the

5% recovery story and GBP for a while but
alpari Usb EUR JPY CHF market participants shrugged off the news
because rising unemployment is expected
to continue across most other G20 countries and because other factors are supporting broad
demand for cyclical, risk-positive currencies. Despite the downbeat number, GBP managed to hold
its ground and was still higher over the week against other majors.

Py
Apart from an interest decision which had
little overall importance, the Japanese
Japanese Yen i
0% calendar was decidedly empty. The
interest rate was left unchanged at 0.10%
1.89% and estimates for GDP contraction were
3.01% -286% ~2.70% increased from -3.1% to -3.4%. The
-5% 468% o weakness in JPY pairs due to falling risk
appetite was given more momentum by
-6.38%
the BoJ statement shortly after the
announced decision. The Yen fell by an eye
-10% watering 6.38% against CAD and equally
sreri USD EUR GBP CHF CAD NZD AUD | \yorrying falls against NZD (-4.68%) and
AUD (-4.97%) over the course of the week.
CHF
Swiss Franc The Swiss Franc had to negotiate a low-risk
o environment as well as disappointing Retail Sales
2.70% numbers for June (-1.4% vs. 0.8% exp.) and flat
economic sentiment (0.0 vs. 9.7 exp.). These three
o= ’2‘ factors contributed to a poor performance across
o 0% . . . .
355 osan  0.19% most CHF pairs, gains only coming against USD
o (+0.76%) and JPY (+2.70%). CHF was the third
% 0% weakest currency in the G10 as it traded in line with
- » 359% risk sentiment. The approach to, and the valuation of,
T ] -5%
; | USD EUR GBP JPY CAD AUD risk seems to be turning on an intra-week basis.
o, - Weeks where large volumes of data releases are
P
av]
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presented tend to be the most volatile because data is not consistent enough to sustain a lasting

trend. Even long-term positional investors are being forced to react to short-term developments /\/\/\

E because of their potential long-term significance. The Swiss Franc maintains its position as broadly :
- risk-negative although recent SNB policies with respect to QE and exchange rate manipulation al pari
—_— have removed some this safe-haven appeal.

S

QC_) Others

=

% Economic growth in Singapore moved from recession to actual growth in the last quarter; a

% positive sign because it reminds investors that recovery back to growth in 2009 is possible — the

LL fact that this is beginning to take place in selected emerging economies like Singapore is very

supportive of quick recovery aspirations. Asian markets may be the first out of trouble and more
importantly, out of trouble without large increases in government borrowing and national debt.

USD/INR (+0.28%)

The Dollar rose strongly against the Rupee at the beginning of last week, reaching a high of 49.44
— its highest level since May 09. However, the risk tolerant tone capped USD gains to a minimum.
Looking forward, the USD/INR pair faces tough support in the 48.15-18 area and as well as 46.70-
40 if aggregate demand conditions continue to show improvement. Next week’s slew of Q2
earnings in the US could play a key role in moving all USD pairs as equities maintain their position
in the spotlight, at least for another week.
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Preview: 20" — 26" July e

E
‘ LOOKINE@nead| ‘ alpari
. e Alight economic calendar should remove some of the surprise potential although this could
B concentrate attention on the few remaining important events
QC) e European PMI’s and UK GDP are likely to be the focus points due to their core importance
= and high likelihood of a surprise
% e Central bank minutes from BoJ, BoE and RBoA expected; focus on BoE in light of pivotal
o meeting coming up on August 6"
u:_') e More Q2 earnings on the horizon as dozens of S&P 500 constituents scheduled to report

Looking forward, another bumper week for data includes monetary policy minutes from Japan,
Australia and UK which will provide insights into the thinking behind recent monetary policy
decisions, including QE developments. The week builds to a crescendo on Friday where initial GDP
estimates for the UK and initial PMI numbers for the Euro zone stand likely to clarify some of the
ambiguity surrounding the much touted V-shaped recovery and thus drive asset prices. Active
speculation before next Friday’s announcements is almost certain in these most uncertain times
as mixed signals continue to entrench recent consolidation. On a broad basis, financial markets
have recovered almost all of the recent retracements from yearly highs — indicating a potential re-
test of those same highs. It is noteworthy that it took over 1 month to force green-shootists back
to their hideouts via a 5%-10% sell off in equities and commodities whereas the resumption of
recovery aspirations only took 1 week leaving several indices within striking distance of fresh 2009
highs. Market participants are seemingly more open to good news rather than bad news. In our
view this is mainly because investors are inclined to overshoot when responding to fundamental
surprises. A decent dose of good news can erase several weeks of uncertainty and anxiety and vice
versa which suggests that the likelihood of sharp turnarounds is higher and that investors are still
perplexed and unsure as to how the recovery will actually look like.

The Q2 earnings season continues as the financial sector has driven economic sentiment higher.
This week’s earnings from other sectors will be seen as a potential factor to add strength to the
recovery story. Earnings season still has many more firms still left to report with the potential of
more USD losses and further equity gains because the spotlight is about to move over to non-
financials. Many investors were surprised by the positive reaction in equities last week on the
back of banking results because it was very likely that record low borrowing rates mixed with
stubbornly high lending rates would create a lush operating environment for banks. If non-
financials also exceed expectations this could symbolise a valid, broad recovery — something that
the recovery theorists need in abundance in order to justify the sharp bounced across most asset
classes since March.

A possible theme this week could be the swine flu effect upon UK GDP. Although a concrete effect
cannot be gauged until subsequent GDP estimates for Q3 and Q4, a speculative effect could
nevertheless affect UK share prices and Sterling due to heightened media coverage and investor
over-sensitivity to fundamental developments. Some estimates predict the net effect on UK GDP
being as high as 4% which if proven true would be immensely damaging to the UK economy and
Sterling. Apart from the mini-panic in April, no widespread tangible effect has occurred as a
consequence of swine flu because infection rates have not risen as sharply as feared. This could
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change quite rapidly leading to large numbers of people staying away from work thus affecting

economic activity in several industries. This could also affect other countries, and not just the UK.

As a theme, we do not expect any substantial developments in the near future but it remains a

peripheral risk.

EX Sensitive Ca

Monday 20" July
(AUD) PPI
(GBP) M4 Money Supply

lendar Events

Tuesday 21° July

(JPY) Monetary Policy Meeting minutes
(AUD) Monetary Policy Meeting minutes
(CHF) Trade Balance

(GBP) Public Sector Net Borrowing

(CAD) Interest Rate Decision + Statement

Wednesday 22™ July

(AUD) CPI

(GBP) Monetary Policy Meeting minutes
(CAD) Retail Sales

(USD) House Price Index

Thursday 24" July

(EUR) Current Account
(GBP) Retail Sales

(GBP) Mortgage Approvals
(USD) Existing Home Sales

Friday 25" July
(EUR) French, German & EU PMI’s

(EUR) German IFO
(GBP) Preliminary GDP (Q2)
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Q2 Earnings Calendar (July 20" — 24th)_

20 July 2009

Hasbro

Johnson Controls
Eaton

Halliburton

Texas Instruments

21 July 2009

Caterpillar
Lexmark

Merck

DuPont
Coca-Cola
Lockheed Martin
Schering-Plough
State Street
Apple
Starbucks
Yahoo!
Advanced Micro

22 July 2009

Eli Lilly

Pfizer

Boeing

Domino's Pizza

Morgan Stanley

PepsiCo

US Bancorp

Whirlpool

Bank of New York Mellon
Wells Fargo

23 July 2009

Bristol-Myers
Kimberly-Clark
Xerox
McDonald's
Safeway
AT&T

Hershey

Philip Morris
American Express
Capital One
Microsoft

24 July 2009

Black & Decker
Schlumberger
Ingersoll-Rand

Source: Bloomberg, J.P Morgan
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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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