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C e US Dollar recovers some ground alongside a check in recovery expectations

LE e Several equity indices retreat from their highs to trade just above their 6 month

trend lines; the coming week is likely to see a test of the ongoing uptrend as Market Research

market participants reconsider the extensive upside seen since March
George Tchetvertakov

e Comparatively slower rate of recovery in the consumer sector is weighing on Head of Market Research

confidence and encouraging risk-aversion gtchetvertakov@alpari.co.uk
e EUR and CHF were lower in almost all pairs as deflation fears induced spec

selling of EUR and SNB intervention to weaken CHF

EUR/USD 1.4693 1.4574 -0.0119 -0.81% 1.63%
GBP/USD 1.5962 1.5944 -0.0018 -0.11% 2.24%
usD/JPY 89.61 89.78 0.17 0.19% 2.43%
USD/CHF 1.0265 1.0350 0.0085 0.83% 1.98%
EUR/GBP 0.9198 0.9139 -0.0059 -0.64% 2.41%
EUR/CHF 1.5093 1.5087 -0.0006 -0.04% 1.07%
GBP/CHF 1.6392 1.6504 0.0112 0.68% 3.12%
GBP/JPY 143.06 143.16 0.10 0.07% 3.36%
EUR/JPY 131.67 130.86 -0.81 -0.62% 2.26%
CHF/JPY 87.22 86.71 -0.51 -0.58% 2.20%
AUD/USD 0.8659 0.8647 -0.0012 -0.14% 3.36%
NzZD/USD 0.7169 0.7076 -0.0093 -1.30% 2.43%
USD/CAD 1.0911 1.0794 -0.0117 -1.07% 2.95%

| Source: Alpari (UK)

Equities pulled away from their peaks but were unable to disturb the ongoing up
trends across most indices worldwide. Macroeconomic data was mixed with all eyes
focused on the US employment report which disappointed by breaking its recent run
of improvements. The US Dollar staged a mild recovery from its lows in several
currency pairs while Sterling retraced some of its losses from the past 2 weeks as Bank
of England uncertainty faded away, at least for now. There was some positive news in
the UK as output continued its grind closer to actual growth.

This coming week will be thick on interest rate decisions but thin on core data as the
UK, Euro-zone and Australia announce latest policy rates. As has been the case over
the past 6 months, most attention will be on post-announcement statements because
rate changes are incredibly unlikely at this stage. At record lows across the developed
world central banks are not seeing enough momentum in the current recovery to
warrant higher interest rates. Final Q/Q GDP figures for the Euro-zone are also due
where a revision could upset recently strong sentiment in Europe.
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US Dollar (USD) /W\/\

E A mixed week for macro factors in the US; broad economic improvement was seen through
unexpectedly strong GDP figures (-0.7% vs. -1.2% exp.) only to be tempered by a very surprising al pa i
change to the employment situation in the US. The ADP report (-254k vs. -200k exp.) gave an early

(_43 indication that the non-farm employment report would also disappoint although price action

= across all asset classes didn’t reflect this due to the imperfect correlation between the ADP and

QE) non-farm reports. The non-farm report revealed 263,000 job losses in September — out of line

(C from the trend of improvement seen since April. Looking at the employment situation overall, it

-g became clear to investors that unemployment is continuing to rise despite the recent

u:_) improvements in the scale of job losses. So although the overall macro economy seems to be

recovering robustly, particular sectors have remained weak which could act as a significant drag
on the ongoing recovery. Stock markets have responded negatively to this theme while the US
Dollar was not perturbed, gaining in every pair apart from USD/CAD. Initially, the Dollar fell due to
a fear that the recovery will stall but rose over the remainder of the trading day as safe-haven
buying was given added momentum via profit taking.

Another factor which helped

- US Dollar USD to keep its gains was a
sharp improvement in pending
home sales (6.4% vs. 0.9%
1.30% 1.39% exp.). The housing market has
0.81% 0.83% 0.89%

been another questionable

factor in the ongoing recovery

o 0.11% 0.19% ’—‘ 0.14% ’—‘ 0.02%
0% —

because many of the problems
1.07%

relating to consumer spending
and consumer debt are

intrinsically linked to house
o prices. Plummeting house
- EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK )
alpari prices ensured that consumer
debt levels rose in real terms,

and quickly. Now, as the recovery story develops, any positive news from the housing sector is

being given added attention because of hopes that improving house prices will prelude higher

disposable incomes and renewed discretionary spending. The concept of a ‘jobless recovery’ is
potentially plausible but a persistent propensity to save rather than spend is almost certainly not

going to help the recovery.
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Euro (EUR)

Despite a short supply of macro factors, the Euro traded lower across the board. The initial

estimate for year-on-year inflation (-0.3% vs. -0.2% exp.) was the pick of the calendar events

alongside rising unemployment (which now stands at 9.6% in the Euro zone) and falling retail
sales in Germany (-1.5% vs. 0.0%

Euro exp.). Euro downside was made
0%

-0.02% worse by Trichet after comments

about the need for a strong Dollar.
oBly 064% -062% -0.64% -0.63% _ ]
oL Some interpreted this as weaker EUR

comments. The rationale behind this

-1.85% is that the US is one of the major

export markets for Europe. A sharply
deteriorating US Dollar decreases the
amount of goods and services that

the US imports from Europe which in

~3% turn threatens an export-led recovery
USD GBP JPY CHF CAD NZD AUD in the Euro zone. Germany is the

largest export country in the World

alpari

which means a weaker exchange rate is extremely beneficial given currently adverse trade
conditions. It is also worth noting that EUR performance against USD would have been much
worse if not for the US employment data last Friday which helped EUR/USD bounce off $1.45 —
now trading at $1.46. Whether or not the ECB want to talk the Euro down will become clearer in
the coming weeks.

Pound Sterling (GBP)

The main theme going into last week as far as GBP traders were concerned was the ongoing
uncertainty about BoE
British Pound depc?sit/remuneration rates. That
5% particular factor was not as
prominent as some had hoped (or
feared) which left little else to

drive fundamental opinion of
0.64% 0.68% P

s DA | Sterling. Slightly worse than
0%

0.11% expected PMI’s (construction and

manufacturing) weighed. Market
participants are already looking
forward to November’s quarterly

59 inflation report for an update
oo USsD EUR JPY CHF regarding the asset purchase
scheme and/or deposit rates. This
week’s interest rate decision could also provide a surprise in terms of what comments are made
in the official statement alongside the decision.
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Swiss Franc (CHF)

Strong data from Switzerland was countered by fresh SNB intervention, leading to a weaker
Swissie in every pair. Despite the intervention at around 1.5080 in EUR/CHF driving the pair to a
high of 1.5237 in less than 30 minutes, most of the EUR gains were retraced by speculative EUR
selling. At the close on Friday, EUR/CHF stood
Swiss Franc at 1.5087, just above where the SNB

5% .
intervened.

The data mentioned above was the KOF
economic barometer (0.85 vs. 0.33 exp.) and
0.04% the SVME PMI (54.3 vs. 51.5 exp.). SNB
o ] [ | — L | | intervention occurred shortly after the release

-0.83% -0.68%  -0.58% -0.66%

of the KOF data, presumably as momentum
-1.96% was building for a test of the SNB’s resolve at
1.50. The PMI data helped EUR/CHF return
5% back towards 1.50 and indicates a growing
USD EUR GBP JPY CAD AUD tendency by the SNB to fight the market when
positive data combines with speculative

motives and tests the ‘line in the sand’ set by the SNB themselves. We see further potential for
volatile, sharp moves in the 1.50-1.51 zone as mentioned in earlier publications.

alpari

Japanese Yen (JPY)

The major story regarding the Yen was the much ado about nothing mix-up initiated by comments
from Hirohisa Fujii —Japan’s Finance Minister. Early in the Asian trading session on Monday, Fujii
first stated that recent sharp rises in the Yen were not abnormal - this led to spec buying of Yen as
the fear of intervention subsided.
japa nese Yen The market reaction must have

2% rung alarm bells because Fujii
then tried to go back on his
comments suggesting an

0.62% 0.58% appreciation of the Yen is not
0% e I welcomed by the new
0.19% -0.07% -0.02% -0.05% government. According to further
1.32% clarification, intervention in the

Yen can occur under extreme
circumstances. This pared JPY

5% gains and allowed retracements

USD EUR GBP CHF CAD NZD AUD to occur against USD. By market
close on Friday evening, the Yen

stood almost unchanged against all of its counterparts with the exception of CAD (-1.32%) where

local Canadian factors were responsible for the rise. In fact, the Loonie was the strongest currency

alpari

last week in part because of an IMF growth forecast upgrade and higher commodity prices.
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Preview: 5" — 11" October 2009

E
‘ LOOKINg@nead|
: e Three interest rate decisions will dominate market attention; realistic risk of policy
B tightening by RBoA will influence price action prior to the decision
QC) e Uncertainty surrounding BoE plans to lower deposit rates is likely to persist and thus
= resurrect speculation of new policy action
% e Equity indices have come down from their highs to test trend lines going back to March; this
o will be intriguing as Q3 earnings season approaches
u:_') e Earnings results for top US companies begin this week but are most likely to leave their

mark next week as the bulk of firms report

This coming week will be thick on interest rate decisions but thin on core data as the UK, Euro-
zone and Australia announce latest policy rates. As has been the case over the past 6 months,
most attention will be on post-announcement statements because rate changes are incredibly
unlikely at this stage. At record lows across the developed world central banks are not seeing
enough momentum in the current recovery to warrant higher interest rates. Final Q/Q GDP
figures for the Euro-zone are also due where a revision could upset recently strong sentiment in
Europe.

Equities are moving into position to grab all the headlines once again as Q3 earnings season
begins this week. Although most firms will report next week (see ‘Q3 US earnings calendar’ on
page 6), speculative capital flows are likely to begin positioning already. The focus is whether
companies can show enough health and profitability to sustain the ongoing recovery. Recovery
sceptics cited cost reductions and inventory downsizing for better than expected Q2 earnings
results —now we are in Q3 and equities have continued to make steady gains up to fresh highs.
Government backed stimulus measures have also been cited for adding fuel to the risk rally but
those measures are seemingly close to being withdrawn so how investors react to the actual
results in addition to their sentiments regarding exactly how self-sustainable and inherently
healthy the largest firms are, will be key to determining where the risk-rally goes from here. If we
see lacklustre results and a consensus that cost-cutting was the primary reason for equity
strength over the past 6 months, we could see a rebound in the US Dollar in combination with a
broader retreat from risky assets such as stocks, indices and commodities. On the other hand,
broadly positive earnings would breathe new life into the recovery by convincing market
participants of its self-sustainability as well as having a relieving effect in the sense that further
stimulus measures may not be required.

Sterling traders will be watching what developments occur regarding deposit rates as the MPC
meets to decide interest rates on Thursday. An announcement regarding the size of asset
purchases (£200bn or not?) as well as deposit rates is unlikely at this stage because it would make
more sense to announce any significant change in policy alongside the quarterly inflation report
next month; but the BoE has proven itself to be one of the most unpredictable central banks in
recent months, staging several significant surprises since the start of the financial crisis in mid-
2007. Volatility is likely to be elevated throughout Thursday’s European session because the ECB is
also due to announce its headline rate.
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Q3 US Earnings Calendar

06/10/2009 Yum! Brands Inc 19/10/2009 Hasbro Inc
07/10/2009 Family Dollar Stores Texas Instruments .
Monsanto Co 20/10/2009 Pfizer Inc = | P ari
Alcoa Inc Bank of New York Mellon
Costco Wholesale Lexmark International
08/10/2009 PepsiCo Caterpillar
13/10/2009 Altera Corp Lockheed Martin
Johnson & Johnson Eaton Corp
CSX Corp SanDisk Corp
Intel Corp Yahoo! Inc
14/10/2009 Abbott Laboratories American Express
JPMorgan Chase & Co 21/10/2009 US Bancorp USB US
Goldman Sachs Group United Technologies
15/10/2009 Home Bancshares Inc/Conway Boeing Co
Harley-Davidson Inc Keycorp
Citigroup Inc Washington Federal
IBM Kinder Morgan Energy Partners
Coca-Cola Northern Trust
State Street Corp Broadcom Corp
Charles Schwab UAL Corp
Safeway Inc Continental Airlines
PPG Industries Schering-Plough
Wells Fargo & Co eBay Inc
Baxter International Omnicom Group
AMR Corp E*Trade Financial
Google Inc Eli Lilly & Co
16/10/2009 Mattel Inc BlackRock
Advanced Micro Devices (AMD) Jefferies Group
Peabody Energy
Evergreen Solar
Hershey
Bank of America Corp
Huntington Bancshares
CIT Group Inc
General Electric
Halliburton
FX Weekly Page 6
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FX Sensitive Calendar Events

Monday 5™ October Tuesday 6" October AN

> (GBP) Services PMI (AUD) Trade Balance

- (EUR) Retail Sales (AUD) Interest Rate Decision + Statement a | ari
— (USD) ISM Non-Manufacturing PMI (CHF) CPI P

. (GBP) Halifax HPI

B (GBP) Manufacturing Production

c (GBP) Industrial Production

()

S Wednesday 7™ October Thursday 8" October

g (AUD) Home Loans (AUD) Unemployment Rate

C (CHF) Unemployment Rate (EUR) German Industrial Production

=) (EUR) Final GDP Q/Q (GBP) Interest Rate Decision + Statement

= (EUR) Interest Rate Decision + Statement

Friday 9™ October

(JPY) Core Machinery Orders
(EUR) German Final CPI
(GBP) Trade Balance

(CAD) Unemployment Rate
(CAD) Trade Balance

(USD) Trade Balance

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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