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28" September 2009

Review: 21% — 27" September 2009

‘ Recap)

e The USD downtrend continued despite a fear of the recovery faltering —
withdrawal of stimulus measures is becoming a dividing issue

e Equity markets made new highs but suffered from tentative position flattening
going into the G20 meetings

e At the G20, no specific market-moving policies were announced; the status quo
remains. State support looks to continue until further notice.

e GBP again on the ropes, this time due to soft GBP comments from BoE.
Speculators are taking a view that BoE will adopt a soft GBP policy stance

EUR/USD 1.4692 1.4687 -0.0005 -0.03% 1.58%
GBP/USD 1.6211 1.5948 -0.0263 -1.62% 3.41%
UsD/JPY 91.45 89.64 -1.81 -1.98% 3.30%
USD/CHF 1.0306 1.0273 -0.0033 -0.32% 2.15%
EUR/GBP 0.9057 0.9207 0.0150 1.66% 2.59%
EUR/CHF 1.5145 1.5090 -0.0055 -0.36% 0.77%
GBP/CHF 1.6709 1.6384 -0.0325 -1.95% 2.82%
GBP/JPY 148.29 142.96 -5.33 -3.59% 5.15%
EUR/JPY 134.37 131.71 -2.66 -1.98% 2.95%
CHF/IPY 88.70 87.21 -1.49 -1.68% 2.53%
AUD/USD 0.8658 0.8677 0.0019 0.22% 2.29%
NzD/USD 0.7073 0.7185 0.0112 1.58% 4.17%
USD/CAD 1.0699 1.0905 0.0206 1.93% 3.02%

| Source: Alpari (UK)

The recovery story looked to have taken a dent this week although it all depends on
the point of view. The G20 meetings intensified expectations of stimulus measures
being removed over the next 6 months which was taken as a positive sign in the FX
markets but a negative in the equity markets. Stock indices worldwide retreated away
from 12 month highs as investors doubted the chances of economic conditions
improving in their own right without government support. Overall, reigning in support
measures should be a long-term positive but in the short-term, some market
participants were clearly disappointed. Sterling’s remuneration theme moved to the
periphery but Sterling bears remained dominant as technical trade and negative
comments from the Bank of England governor pushed Sterling pairs to new lows.

This week, the economic calendar is extremely busy with the US employment situation
attracting most attention as usual. Market participants will once again gauge the rate
of recovery by looking at whether the labour market is continuing its inch towards
positive growth. Generally, macro data is concentrated on the US so pronounced

FX Weekly Page 1

PN

alpari

Market Research

George Tchetvertakov
Head of Market Research
gtchetvertakov@alpari.co.uk



FX

|

Fundamental

L=
&
Pt
<
Q
N
L
i

e
St
3¢}
¥

—
<

\

Dollar weakness over the past few months could see a reversal if we see some positive surprises.
Also, the G20 meetings came to a close last week but the effect upon financial markets could
stretch into this week as the consequences of any announcements are digested. News over the
weekend suggested that no concrete plans which included specific timeframes were going to be
forthcoming. From a trader’s point of view, the G20 meetings were to a large extent, a non-event.
Although plans were set out for regulatory changes in global finance generally, no specifics were
given. This should preserve existing trends assuming a particular issue is not focused on by the
media which induces a change of opinion.

US Dollar (USD)

The US Dollar maintained its broad downward trend against a backdrop of swaying equity and
commodity markets. Equities made new highs early in the week but were sold heavily towards the
end. Profit taking and a tendency to stay flat during the G20 meetings (given how uncertain
investors were of what could emerge) were the likely causes. In FX, although speculation about
removing stimulus measures was high on the agenda, official comments were supportive of
keeping government support until the recovery leaves intensive care. The only trouble is that no
one really knows what a ‘sustained recovery’ actually is. Macro data has been erratic and is likely
to remain so because several factors are still dragging on aggregate demand worldwide. Housing,
employment, consumer borrowing rates and spending habits are just a few of the factors still
making confidence in the recovery tentative.

From a macro data point of

s US Dollar view, last week’s Dollar

performance was in line with

its slow reconnection to
; 1.93% .. ..
1.62% traditional trade logic i.e.
0.94%

’_‘ negative US data leading to a

0.03% 0.03% .
0% — weaker Dollar rather than vice

0.32% 0.22% versa. Weak home sales

1.09%
1.58% h figures (5.10m vs. 5.36m exp.)

1.98%
alongside a sharp downturn in

durable goods orders (-2.4%

5%
vs. 0.3% exp.) ignited fears of a
- EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK . .
alparl faltering recovery in the US.

There were no concrete actions decided on at the G20, so if anything, a continuation of existing
trends is the most likely effect. Ongoing and widespread state support should maintain a risk-
tolerant environment, clearly evident since March 2009. The threat to risk assets comes from
recovery doubts turning into fears of over-extension. We saw such doubts begin to develop at the
end of August which led to retracements in equity and commodity markets; this however was not
sustained and a renewed surge higher occurred. Post G20, we are in a similar scenario so seeing
how market participants interpret the myriad of conflicting factors and themes will be intriguing.
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Euro (EUR)

The Euro was weak across the board but not extensively. The only gains came against GBP

(+1.66%) and CAD (+1.9%) more because of localised UK and Canadian factors i.e. GBP and CAD

weakness rather than EUR strength. Recent BoE developments are keeping Sterling suppressed

whereas CAD is suffering from a reigning in of expectations regarding a strong Canadian recovery.

The close economic and geo-political relationship between US and Canada is also something that
tends to weigh on CAD whenever US

Euro fundamentals suffer. The largest falls
were against JPY (-1.98%) and NZD (-
1.65%).

5%

1.66% 1.90%

Euro weakness was largely linked to

disappointing PMI figures which were

0% — . -
-0.03% 0.36% 0.29% widely expected to be inline or

stronger considering the hullabaloo

-1.98% 165% F ol fi
s about a quick fire European recovery

linked to the Euro zone’s return to

5% GDP growth last month etc. The ECB’s

USD GBP JPY CHF CAD NZD AUD avoidance of substantial government
support through liquidity boosting QE

alpari

measures has been considered a broad positive for the Euro. Especially as key macro factors in
Europe improve at comparative rates to countries that are using QE.

Flash PMI readings Previous Expected Actual
French Manufacturing 50.8 51.4 52.5
French Services 49.3 50.1 52.2
German Manufacturing 49.2 50.9 49.6
German Services 53.8 54.0 52.2
EU Manufacturing 48.2 49.8 49.0
EU Services 49.9 50.5 50.6

Source: Alpari (UK)

The German IFO business survey - considered as a strong barometer of economic conditions in
Europe and the Euro zone overall — underperformed expectations for only the second time this
year. Overall, Euro downside was limited because the macro data disappointed but didn’t shock.
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Pound Sterling (GBP)

It was another roller-coaster week for GBP traders. All eyes were on BoE officials for clues
regarding remuneration rates following the introduction of this possibility at the Treasury
Committee hearings on September 15™. Market participants were also aware of the small chance
this issue was already discussed at the Bank of England’s previous meeting. There was no mention
of deposit/remuneration rates in the minutes which were interpreted as a positive for GBP. The
reasoning was that because there was no mention of them earlier in the month at the MPC
meeting then they are unlikely to be an imminent issue. Also, a sense that GBP selling was
overdone created more room for speculative longs. Sterling rallied sharply after the release of the
minutes.UK interest rates were
held unanimously at 0.5% and

British Pound

0% expansion of the £175bn asset

purchase program was not
considered.

-1.62% 1.66% The growing consensus amongst
"195% investors is that developments to
BoE QE policy and/or other

significant measures will coincide

3.59% with quarterly inflation reports. If

this is the case then the
November inflation report

-5%

alpari usD EUR JPY CHF alongside the scheduled interest

rate decision is likely to be the key
focus for GBP traders. Some expect the BoE to raise QE up to £200bn and/or reduce the deposit
rate on bank reserves.

Sharpest falls in GBP occurred mid-week as news of a meeting between Mervyn King and bank
executives was dubbed a "crisis" meeting by the media and led to quasi-panic selling of Sterling in
all pairs. Although these rumours were not confirmed and dissipated eventually market
participants took a shine to soft comments by Governor King saying a weaker Sterling is
“necessary for the rebalancing of the UK economy towards exports”. The initial reaction to this
statement was that UK authorities may be drifting towards adopting a weaker Sterling policy.
Gains made earlier in the week were erased within a few hours of early trade on Thursday. The
issue of lowering the deposit rate was revisited because BoE minutes had moved it to the
periphery earlier in the week.

Swiss Franc (CHF)

The Swissie had a good week, appreciating against all its counterparts with the exception of the
Yen. An absence of macro data events or any other key themes kept CHF pairs range bound.
Commentary from the SNB was also thin but hawkish sentiments are arguably present with SNB
members much less vocal about artificially weakening the currency given the economic
improvement seen in the last 6 months. The key level in EUR/CHF remains 1.50-1.51 due to
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. previous SNB intervention there. If CHF
Swiss Franc . . ,
» continues to make gains, a stern test of SNB’s
stance is likely to occur in the near future. At the

time of writing, EUR/CHF was persistently

. 2.20% .
1.95% hovering above 1.51 although the nature of the

. . demand at these levels is questionable. How
0.32% 0.36% 0.10% q

0% quickly will everyone run for the exit if the pair

prints 1.49? This would depend on the amount of

-1.68% leveraged, speculative shorts in the market
which by many estimations is quite large because
of the coverage this issue has received and more

o pertinently, because traders love a free lunch.
USD EUR GBP JPY CAD AUD

alpari

Japanese Yen (JPY)

The Yen benefited quite well from BoJ comments suggesting a change of tact by Japanese officials
towards the Yen. Historically, artificial Yen intervention has always been an issue when the Yen
has appreciated sharply.

Japanese Yen Following recent moves higher in
5% JPY, BolJ officials have said that
3859 Yen appreciation will be accepted
3.59% if it’s gradual.

Another Yen theme having an

1.98% 1.98% . impact was the likely boost to
1.68% 1.78%

amounts of capital being

repatriated back to Japan due to a
0.45% new rule allowing Japanese
0% companies to avoid paying tax on

i de abroad. This h
.por  USD EUR GBP CHF CAD NzD Aup | ©°'Mngs madeabroad. thishas

been a factor because the
deadline for moving capital back to Japan is September 30" in order to meet accounting
requirements. JPY price action will be intriguing after this deadline passes because you would
expect those same repatriated profits to be re-invested abroad in order to take advantage of
better returns.

Others

Stronger current account figures (NZS$0.12bn vs. NZ$-1.88bn exp.) in New Zealand lifted the
currency against all its counterparts. Also, good GDP figures (0.1% vs. -0.2% exp.) pushed NZD to
0.73 against USD - its highest level in over a year. The Kiwi has appreciated by over 33% since
February 09 and has been one of the best performing currencies in the G20 by far.

Very weak Canadian retail sales (-0.6% vs. 0.8% exp.) brought the party to halt as far as CAD bulls
were concerned. The news precipitated heavy falls in CAD pairs, especially against the Yen (-
3.85%) because of positive local factors in Japan.
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Preview: 28" September — 4™ October 2009

‘ Lookingianead

e Post G20 posturing in political circles could still lead to market moving developments;
draconian banking reform still a possible theme

e Torrent of macro data includes key numbers for several territories; volatility is likely to be
elevated this week

e Bank of England will be in the spotlight again regarding deposit rates and weaker Sterling
comments

This coming week sees a barrage of data covering several sectors across multiple territories. The
2008 crash is quickly becoming a 09 recovery of the same degree so all macroeconomic indicators
are taking on a greater level of importance. Sterling traders will be watching out revisions to GDP
estimates. The expected fall in Q3 GDP (-0.6%) would have the largest impact on GBP regardless of
whether a positive or negative surprise occurred. The bias for a surprise is probably to the upside
but considering how erratic macro data has been since the economic crisis, it would be a huge risk
to take a position in the hope of a favourable announcement. Also in the UK, latest house price
estimates and borrowing rates will be made public. The consumer/retail sector was slower to enter
the recession and is now slower to exit thus hindering a broad recovery. The same issue is occurring
across most countries that were affected most. In the US, the lack of a strong recovery in consumer
spending and borrowing has left doubts as to how valid the strong asset price increases have been
over the past 6 months. From the US, we are expecting to see fresh inflation estimates, GDP
figures, personal spending and employment statistics which will update investors on how the
recovery is progressing.

This week is also likely to see some kind of clarification to the uncertainty surrounding
remuneration rates at the Bank of England. The issue was raised a couple of weeks ago and has
pestered Sterling pairs ever since. Rest bite was only temporary following BoE minutes which didn’t
mention anything regarding the issue; this was taken as positive news but Sterling has since then
resumed its rapid descent on the back of rumours that a weaker Sterling policy is being hatched at
the Bank of England. Sterling pairs have been on a one-way slide for two weeks; GBP/USD fell
through the bottom end of its 6 month trading range (1.67 — 1.5950) last week and it was trading at
the top end of that range as early as mid-September. Against other currencies Sterling has been
similarly weak. EUR/GBP has surged higher amidst higher volume and volatility towards the heady
days of December 08 when EUR/GBP was trading at 0.98, within striking distance of parity.

Overall, we see the economic calendar as having the greatest influence on FX rates this week.
Downside and upside surprises are both likely but exactly what factors/themes are given more
attention should decide how actual trade action develops. We see consumer specific data as being
the most anticipated and thus likely to make the most market impact assuming there is an
upside/downside surprise.
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FX Sensitive Calendar Events

Monday 28" September
(EUR) German CPI

Tuesday 29" September

(JPY) Tokyo Core CPI

(GBP) Current Account

(GBP) GDP

(GBP) Net Lending to Individuals
(USD) Consumer Confidence

Wednesday 30" September

(JPY) Prelim Industrial Production

(AUD) Building Approvals

(AUD) Retail Sales

(NZD) Business Confidence

(EUR) CPI

(CHF) SNB Quarterly Bulletin

(CHF) KOF Economic Barometer

(USD) ADP Non-Farm Employment Report
(CAD) GDP

Thursday 1°* October

(JPY) Tankan Manufacturing Survey
(JPY) Retail Sales

(JPY) Tankan Non-Manufacturing Survey
(China) Manufacturing PMI

(EUR) German Retail Sales

(GBP) Halifax HPI

(GBP) Manufacturing PMI

(GBP) BoE Credit Conditions

(EUR) Unemployment Rate

(USD) GDP (USD) Core PCE Prices
(USD) Personal Spending
(USD) ISM Manufacturing PMI
(USD) Pending Home Sales
Friday 2™ October

(JPY) Household Spending

(GBP) Nationwide HPI

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

Consumer specific economic data in red

Source: Alpari (UK)

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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