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12" October

FX Weekly
Review: 5= 11" October 2009

e US Dollar and Gold squarely in the limelight; US Dollar Index hovers on the lows

and falls sharply against the Commodity currencies (AUD, CAD, NZD)

e Gold touches a record high of $1,061 as inflation-fearful investors cut back US
Dollar exposure

e AUD by far the strongest currency in the G20; RBoA became the first central
bank to begin policy tightening since breathtaking rate cuts across the G20 in 08

e |Initial tranche of Q3 earnings surprises to the upside — 74% of reports beat
estimates but majority will report this coming week

Currency At Open At Close Nominal

pair on 5" October on 9" October Change ECloTES RRE Y
EUR/USD 1.4589 1.4731 0.0142 0.97% 1.64%
GBP/USD 1.5925 1.5843 -0.0082 -0.51% 1.85%
usD/JPY 89.47 89.76 0.29 0.32% 2.20%
USD/CHF 1.0340 1.0311 -0.0029 -0.28% 1.26%
EUR/GBP 0.9158 0.9295 0.0137 1.50% 1.71%
EUR/CHF 1.5090 1.5192 0.0102 0.68% 0.72%
GBP/CHF 1.6469 1.6337 -0.0132 -0.80% 1.72%
GBP/JPY 142.48 142.22 -0.26 -0.18% 2.98%
EUR/JPY 130.54 132.23 1.69 1.29% 2.09%
CHF/JPY 86.48 87.02 0.54 0.62% 1.83%
AUD/USD 0.8653 0.9034 0.0381 4.40% 5.14%
NZD/USD 0.7162 0.7337 0.0175 2.44% 4.40%
USD/CAD 1.0806 1.0417 -0.0389 -3.60% 3.80%

| Source: Alpari (UK)

All asset classes were jittery this week; focus was squarely on the US Dollar and Gold as
the inflation-deflation dilemma reared its head again. The Dollar continued its slide as
its inherent value over the long-term was put under the microscope — rumours of a
concerted move away from Dollar dependence were quelled but this did little to arrest
speculative intentions. Equity markets were boosted by expectations of good earnings
results due over the next 2 weeks although this also means that the potential for a
sharp reversal has risen. Australia’s decision to raise interest rates was seen as a
signpost towards recovery because it was the first instance of policy tightening in the
G20 since the financial crisis began.
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US Dollar (USD)

A wafer thin calendar in terms of macro-data did not quell rising speculation regarding the US
Dollar’s future. Both fears of inflation and deflation were apparent as investors appeared
concerned about the lack of inherent value in the US Dollar. Gold hit its highest level ever (51,061
per troy ounce) - breaking through the previous high of $1,030 recorded in March 2008. Build up
of negative USD sentiment has been pushing capital flows into not only higher yielding assets but
also more secure assets given the uncertainty. Record fiscal deficits, perma-low rates, ultra loose
monetary policy and gradual diversification away from the US Dollar towards other currencies by
reserve managers are all factors which have weighed on Dollar value. Last week, these themes
remained in play but the core focus was the likely diversion of policy frameworks amongst the
G10. Monetary policy in the US, UK, Japan and the Euro-zone seems likely to stay loose until mid-
late 2010 at the earliest whereas Scandinavia, Australia, New Zealand, Canada appear to be
inclined to begin gradual tightening already because of their comparatively softer exposure to the
financial crisis. The dynamic of yield differentials within the G10 was the key driver.

Other themes made appearances — comments from several Fed officials saying that the US will
not be hiking any time soon were taken as confirmation of the markets opinion thus adding more
negative bias to USD pairs. Long-term market participants are adjusting positions to take into
account of interest rate differentials gradually eating away at the Dollar.

Reactive USD selling was evident early in the week because of alleged Saudi intentions to move

away from Dollar priced oil sales. This put the Dollar under pressure initially but comments from
Saudi officials allayed fears later in the day. Despite the denials, speculators were still looking to
sell into intra-day Dollar rallies.

Over the course of the week,
US Dollar the starkest performance was
against AUD (-4.4%) as the

RBOA raised interest rates

5%

unexpectedly which helped to
0.51% 300 establish losses against CAD (-

0% 3.6%) and NZD (-2.44%) as the
\—‘ 0.28% \_‘
0.97% 0.97%

0.39% recovery story continued to

weaken the Dollar in favour of

2.44%, 2.37%

higher yielding currencies

3.60%
-5% 4.40%

EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK

which are closer to growth and

higher interest rates.
alpari

Strong earnings reports from
low-mid weighted US stocks was already being taken as a signal of broader earnings strength and
consequently led to risk-tolerant capital flows away from low-yielding currencies(USD, JPY, CHF,
GBP) towards higher yielding ones (AUD, CAD, NZD, NOK). Very strong results from Alcoa (a
globally active aluminium producer) helped the risk-rally as signs of recovery in demand for raw
materials boosted hopes of a stronger than hoped recovery. Stocks in the US rallied for 4 days in a
row last week. Commodities were also broadly higher but fear of inflation pushed up gold and
silver prices.
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Quite surprisingly, the Dollar actually closed higher against JPY and GBP last week despite all the
negative factors that were in play — this was due to a very sharp bounce in Dollar sentiment on
Friday as hawkish comments by Ben Bernanke relieved some of the pressure. Comments alluded
to the Fed not being willing to standby and allow inflationary pressure to assert itself on the Dollar
and US assets. The hawkish tone of the comments combined with the timing sent a signal that US
policymakers will take action soon, either via stimulus removal or thorough higher policy rates.
The comments made the infamous US ‘strong-Dollar policy’ at least seem more believable.

Euro (EUR)

The Euro was flat against USD, CHF and GBP and weaker against cyclicals last week as future
monetary policy developments alongside yield differentials were the two prevailing themes. The
largest gain was against JPY (+1.29%) as appetite for the Yen waned in the risk-tolerant, yield
hungry conditions. In terms of calendar events, no clear surprises occurred and broad trends held.
Retail sales (-0.2% vs. -0.4% exp.) showed marginal improvement whilst Q/Q GDP was revised
down to -0.2% for the second quarter — neither made a strong impact. The macro-data set was
not the focus though as the ECB rate decision took all the attention. As expected by most analysts,
the 1% interest rate remained unchanged and the subsequent press conference proved broadly
neutral to hawkish. ECB officials were again insistent that inflation expectations would be
managed and that investors had no reason to worry about excess inflation. The content of the
press-conference had nothing new
but the tone was on the hawkish side

59 Euro as current ECB actions were
underlined as being supportive of
stable inflation, growth and recovery

1.50% 129y supportive. Action in EUR pairs was

0.97% 0.68%

0%

subdued and of a speculative nature

throughout the European trading

session on Thursday.

-1.48%

-2.66% We were expecting some kind of
-3.30%

» comment regarding Euro exchange

rates during the ECB press
USD GBP JPY CHF CAD NZD AUD

alpari

conference because of the large
recent moves in EUR/GBP and EUR/USD, two very important exchange rates for European
businesses. Trichet came close to breaking his silence regarding the issue following tough
questions from journalists in the regular Q/A session although the standard message of
‘exaggerated/sharp moves in currencies are not beneficial’ was the extent of FX related
commentary.

British Pound (GBP)

The main event last week was BoE’s interest rate decision (unchanged at 0.5%) which many were
focusing on but few actually believed would be significant.

More good news from the housing market (Halifax HPI: 1.6% vs. 0.6% exp.) was offset by a
surprising dip in Industrial Production (-2.5% vs. 0.1% exp.) and Manufacturing Production (-1.9%
vs. 0.4% exp.) figures. In both cases, a gradual rate of improvement since Q1 of this year was
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interrupted which put confidence in GBP on an uneven keel. The recovery story has been
beneficial to Sterling overall but local factors such as the potential for lower BoE deposit rates,
expansion of QE, large fiscal deficits and ultra-accommodative monetary policy throughout
2009/10 are weighing on GBP values. By the close on Friday, GBP/USD was on its 6 month lows
and testing the bottom end of the range; 1.66 — 1.58. The same story was apparent against the
Euro where a run on parity seems

British Pound more and more likely following

0% dissatisfaction with UK
\—‘ -0.18% fundamentals; EUR was the

-0.80% largest gainer against GBP
(+1.50%), EUR/GBP closed the
week at its highest level since
March 09.

-0.51%

-1.50%

On the positive side, the prospect
of significant change in UK

59 monetary policy before

e usD EUR JPY CHEF November’s Inflation Report has
faded away and allowed Sterling

bulls back into frame, at least in the short-term. The way UK macro-data develops from here will

be crucial to what decision is made regarding QE, deposit rates as well as headline interest rates.

If the ongoing recovery shows more signs of strength before November, this will reduce the

chances of further policy easing and should be GBP positive.

Japanese Yen (JPY)

In similar fashion to other currencies, the risk-appetite/yield differential blend of themes had the
most profound effect on JPY. The Yen fell across the board, managing a rise only against GBP
(+0.18%). The low yielding Yen
Japanese Yen was generally out of favour in
2% preference to higher yielding

currencies which explains the

0.18% severe 4.07% and 4.75% moves
0% = I against CAD and AUD respectively.
3 -1.29% 0.62% In very similar fashion to other
-2.83% majors, the Yen was more or less
=% 407% 4.75% unchanged against other majors

but fell severely against cyclical
pairs like AUD, CAD and NZD.

Lower risk-appetite for safer
USD EUR GBP CHF CAD NZD AUD currencies with higher demand for

higher-yielders was a common

-10%

alpari

theme. On the data front, a very limited calendar prevented any local factors from affecting JPY
which left global themes to take the reins.
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Swiss Franc (CHF)

E Swissie trade was a very similar story to that of the Euro, Yen, Dollar and Sterling — subdued or :
S mildly significant performance against others majors and severely weaker against cyclicals. As al pari
—_— previously mentioned in the report, a common

B Swiss Franc theme of risk-tolerant preferences and

qc_) 5% demand for currencies which have the best

- potential to gain from widening yield

% differentials prevailed. The rate hike in

% 080% g Australia was the key catalyst last week

(' 0.28% e because it highlighted the possibility of some

0%

L] countries being able to recover faster than
others leading to widely different policy
approaches. While the US, UK and Europe

-3.42% struggle with domestic demand conditions and
5% AL liquidity issues in their banking systems, others
USD EUR GBP JPY CAD AUD like Australia, New Zealand, Canada, Norway,

alpari

Denmark and Sweden seem as though they
could shed the troubles of the past 18 months and truly recover whereby a broad uplift occurs for
both businesses and consumers. Be prepared for a sharp reversal if future indicators disappoint
however.

Others

The Royal Bank of Australia (RBoA) raised interest rates unexpectedly becoming the 1* country in
the G20 to do so since the financial crisis began. There was huge support for AUD following the
decision. Later in the week, several articles emerged from the Australian press suggesting rates
will continue rising 50-200bps over the next 1 year depending on the trajectory of the recovery in
Australia. More specifically, how Australia's largest export market (China) performs over the
course of 2010. The level of state support is also cited as being important. The emergence of the
article added momentum to AUD buying across the board. Very strong move in AUD/USD because
Dollar dynamics were mostly negative thus exacerbating the move higher. Notably, for the first
time ever, the RBoA hiked interest rates prior to the quarterly inflation figure which is due next
month. In addition to unexpected policy tightening, very strong employment numbers from
Australia were released — the official unemployment rate fell from 6% to 5.7% and instead of jobs
being lost last month, the opposite occurred which suggested that firms are hiring confidently
thus promoting the disproportionate recovery story in Australia.

Speculation of a Latvian devaluation resurfaced, putting pressure on SEK. Sweden has large
exposure to Latvia via debt taken on by Swedish banks. Devaluation would severely erode the
amount of capital to be repaid although plans are being finalised to preserve the peg to the Euro
with budget spending being sacrificed. In our opinion, this theme is extremely significant because
some of the risk associated with devaluation has already been priced into SEK so whether
devaluation occurs or not, volatility in SEK pairs is likely to rise once a concrete solution is agreed
upon.

Very strong employment figures from Canada surprised the recovery sceptics (unemployment @
8.4% vs. 8.8% exp.) and were extremely CAD supportive because of recent focus on the consumer-
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side recovery. The schedule of policy tightening is likely to have moved forward in Canada
considering the strong surge in hiring so CAD strength may continue if macro-data continues to /\/W\
confirm last week’s developments.
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Preview: 12" — 18" October 2009 P
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‘ LOOKINg@nead| ‘ alpari

. e Q3 earnings are the focus as investors assess whether cost-cutting or actual demand is

B supporting balance sheets in the US; tech, commodities and banking stocks are the priority

QC) e CPI data from five different nations could be very FX sensitive considering recent worries

= over inflation
% e Latvian devaluation theme still playing a part in SEK speculative flows; news of a

% devaluation would create severe volatility in EUR, SEK and other Scandinavian currencies

L

This week, the highlights are likely to be the swathe of CPI data coming from five of the G10
nations as well as the next tranche of US earnings results. Investors are increasingly focusing on
the sustainability of the risk-rally and subsequently the shape of the recovery. Last week’s
developments in FX have added a significant amount of uncertainty to financial markets so it’s
reasonable to presume investor anxiety carrying through to this week. A sting in the tail could
come from Latvia where rumours of devaluation are gathering momentum — such a development
would be a serious shock to the recovery story in Scandinavia, Eastern Europe and Europe as a
whole.

This week is fairly quiet from a macro-data point of view although some key releases stand out
above the rest. CPI data from the UK, US, Europe, Canada and New Zealand have the potential to
be market moving considering the anxiety linked to inflation expectations. UK and US inflation
figures probably have the largest potential for a surprise although topside numbers in Canada and
NZ would be currency supportive because of the growing likelihood that policy tightening
measures are on the horizon.

In the US, in addition to inflation data, we are expecting to see the latest retail sales data and Fed
policy meeting minutes. Retail sales are likely to be viewed as a barometer of the consumer-led
recovery in the US — a positive surprise here could help the Dollar recover some of its sharp,
recent losses. As pointed out in last week’s FX Weekly (5™ Oct), the ongoing recovery has been
prevalent amongst businesses and broad macro indicators but the consumer side has so far shown
few signs of recovery. House prices, employment and spending habits have all lagged behind
improvements in GDP, manufacturing, equities and PMI data. In theory, consumer demand must
at some stage join the party for the fledgling recovery to become pronounced and sustainable
over the long-term. Market participants are paying more attention to consumer related data
because of the psychological impact a positive surprise could have following so many months of
anaemic development. On the other hand, downside surprises have been largely priced in with
the view that indicators such as unemployment and house prices tend to lag behind the actual
status of the recovery.

The Latvia devaluation theme has once again propagated itself; the decision whether to devalue
or not is still being made. Neither Latvian officials nor European officials want devaluation but the
current peg is hurting Latvian exporters and holding back a recovery. Devaluation would help but
it would be a blow for Swedish banks that have significant exposure to the region. Devaluation is
also likely to destabilise the region as fear of further devaluations in neighbouring countries
spreads. We urge readers to stay alert to developments in this theme as the cut-off point for a
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decision is October 27". Latvian authorities must finalise the necessary budget cuts by this date in

order to meet IMF requirements or be forced to devalue their currency.

FX Sensitive Ca

Monday 12" October
US Public Holiday
Canadian Public Holiday
Japanese Public Holiday
(NZD) Retail Sales

lendar Events

Tuesday 13" October

(GBP) CPI
(EUR) German ZEW Economic Sentiment
(USD) Federal Budget Balance

Wednesday 14™ October

(JPY) Interest Rate Decision + Statement
(China) Trade Balance

(GBP) Unemployment Rate

(EUR) Industrial Production

(USD) Retail Sales

(USD) Fed Meeting Minutes

(NZD) CPI

Thursday 15™ October
(JPY) Bank of Japan Monthly Report
(CHF) ZEW Economic Expectations

(EUR) CPI
(
(

SD) CPI

U
USD) Unemployment Claims

Friday 16" October

(CHF) Retail Sales

(EUR) Trade Balance

(CAD) CPI

(USD) TIC Long-Term Purchases
(USD) Capacity Utilisation Rate
(USD) Industrial Production
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Q3 US Earnings Calendar

13/10/2009 Altera Corp 19/10/2009 Hasbro Inc
Johnson & Johnson Texas Instruments
CSX Corp 20/10/2009 Pfizer Inc
Intel Corp Bank of New York Mellon
14/10/2009 Abbott Laboratories Lexmark International
JPMorgan Chase & Co Caterpillar
Goldman Sachs Group Lockheed Martin
15/10/2009 Home Bancshares Inc/Conway Eaton Corp
Harley-Davidson Inc SanDisk Corp
Citigroup Inc Yahoo! Inc
IBM American Express
Coca-Cola 21/10/2009 US Bancorp USB US
State Street Corp United Technologies
Charles Schwab Boeing Co
Safeway Inc Keycorp
PPG Industries Washington Federal
Wells Fargo & Co Kinder Morgan Energy Partners
Baxter International Northern Trust
AMR Corp Broadcom Corp
Google Inc UAL Corp
16/10/2009 Mattel Inc Continental Airlines
Advanced Micro Devices (AMD) Schering-Plough
Peabody Energy eBay Inc
Evergreen Solar Omnicom Group
Hershey E*Trade Financial
Bank of America Corp Eli Lilly & Co
Huntington Bancshares BlackRock
CIT Group Inc Jefferies Group
General Electric
Halliburton
Source: Alpari (UK), J.P Morgan & Bloomberg
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Disclaimer:

alpari
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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