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C e US earnings were strong enough on the whole to support the ongoing risk-
LE trade; USD was again lower in most pairs

e Commodity prices surged higher on the back of stronger equities and Market Research
indications of healthy demand from China. Crude oil prices above $75 for the
first time since Oct 2008

e GBP bounced back as deposit rates stayed out of the headlines; mixed bag of
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macro factors ensured Sterling pairs were the most volatile in the G20

o Cyclical currencies struggled to find extensive gains despite the risk friendly

environment

EUR/USD 1.4589 1.4731 0.0142 0.97% 1.64%
GBP/USD 1.5854 1.6353 0.0499 3.15% 4.36%
UsD/JPY 89.69 90.87 1.18 1.32% 2.78%
USD/CHF 1.0316 1.0180 -0.0136 -1.32% 2.28%
EUR/GBP 0.9279 0.9110 -0.0169 -1.82% 3.44%
EUR/CHF 1.5182 1.5175 -0.0007 -0.05% 0.52%
GBP/CHF 1.6354 1.6650 0.0296 1.81% 3.48%
GBP/JPY 142.21 148.61 6.40 4.50% 5.72%
EUR/JPY 132.02 135.44 3.42 2.59% 3.08%
CHF/JPY 86.92 89.12 2.20 2.53% 3.15%
AUD/USD 0.9037 0.9162 0.0125 1.38% 3.18%
NzZD/USD 0.7337 0.7400 0.0063 0.86% 3.27%
USD/CAD 1.0423 1.0366 -0.0057 -0.55% 2.36%

| Source: Alpari (UK)

Third quarter earnings were the focus last week alongside inflation figures. Sparkling
results from the banking, tech and commodity sectors boosted growing recovery
expectations which in turn pushed equity and commodity prices to fresh highs. FX
markets were also on the move as yield differentials were the dominant theme. The US
Dollar and the Yen were sold in favour of higher yielders while Sterling clawed back
some of its recent heavy losses as the dovish deposit rate theme faded into the
periphery. Gold prices made a new high ($1,070) helped by Dollar weakness and crude
oil prices pushed above $75 for the first time since October 2008.

This coming week, much of the focus will be on the UK as retail sales, MPC minutes
and preliminary GDP for the 3" quarter are released. Investors will be able to gauge
how accurate growth forecasts were over the past few months. Also, China has been a
pivotal factor for the recovery story so next week’s GDP and industrial production
figures will be of interest to market participants. European PMI data is once again due
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and should once again make an impact for European investors as recently strong
sentiment (due to a technical return to GDP growth) begins to fade. If sentiment is
seen to be resilient, this is likely to be a positive factor for the Euro and European
equity markets.

US Dollar (USD)

Ongoing USD downtrends continued, boosted by modestly better than expected earnings results.
Good earnings from Intel and very strong trade figures from China (lower than forecast fall in
exports + much lower than forecast fall in imports) added confidence to equities, commodities
and meant that the Dollar struggled to hold onto its ground. ‘JP Morgan’ reported better results
than expected - $3.59bn in earnings in Q3 2009 compared to $527mn in Q3 2008. US earnings
were generally good i.e. approx 60% have beat estimates but the results were not a glowing
confirmation of a recovery but rather a re-affirmation that the recovery is continuing with
uncertainty and that consistency amongst businesses has not been reached. Interestingly, retail
banks such as ‘Citigroup’ and ‘Bank of America’ presented quite pessimistic results while banks
with strong investment bank divisions (Goldman, JP Morgan) did very well. This underscores the
fact that the recovery amongst businesses, corporates and institutionals is underway but the
recovery in the retail sector is slow. Overall, the earnings we have seen so far have been positive
which has helped the recovery story and the risk-trade.

The effect on the Dollar was

» US Dollar negative. The Dollar Index

printed a new low — breaking
the key 75.50 support level for
a brief time before closing at
75.65. USD was weaker in

0% every currency pair although

0.97% 0.55% ) gcor — 0.60% 0.62% downside against the
T 1.32% 1.38% -1.23%

1.32%

Commodity and Scandinavian

3 159, currencies was limited. The
.12%0

largest loss was against GBP (-
-5%

3.15%) and the only gain was
- EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK .
alpari against JPY (+1.32%). The

pronounced Dollar weakness
led to another spike higher in Gold prices, touching $1,070 per troy ounce. Gold prices are
currently holding onto a 7% gain since the start of October; quite a move inside 3 weeks of trade.

A key psychological barrier in equities was breached last week — the Dow index broke through
10,000, a key benchmark. Anecdotal evidence suggests that just by having five numbers in a quote
as opposed to four already has a huge impact on investor confidence.

US retail sales were inconclusive (-1.5% vs. -2.0% exp.): better than expected but not significantly
enough to warrant a surge in confidence amongst investors. Including car sales, retail sales fell but
excluding car sales, they rose. In summation, the market took this as slightly positive for recovery
expectations although not significantly.
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US bonds recovered some ground last week following a steep sell-off at the end of the previous
week in response to Bernanke comments which were considered very hawkish. Overall however,
bond prices kept to ranges. Fears of inflation receded only to be replaced by fears of deflation.
Financial markets remain anxious, fearful in the general sense and continue to be extremely
reactionary.

FOMC minutes always had the potential to change market opinion considering the level of
uncertainty surrounding the next steps to be taken by the Fed. On several occasions, the Fed has
seemed ready to initiate a timetable for withdrawing stimulus measures whilst on other occasions
an extension of stimulus measures has looked more likely. In addition, the difference of opinion
within the FOMC has worried market participants because uncertainty amongst policymakers
usually translates into higher volatility and erratic price action. Last week’s minutes were very
dovish and very USD negative. Most board members wanted an increase in asset purchases while
only one wanted a reduction. The clear bias towards loose policy was clear and weighed on all
USD pairs.

US inflation as measured by the Consumer Price Index (CPI) was broadly in line (0.2% vs. 0.1%
exp.), having little effect on USD pairs.

Euro (EUR)

The focus for Euro traders was the inflation estimate due on Thursday. The outcome was in line at
-0.3% Y/Y which had a negative effect on EUR pairs. Over the whole week however, the Euro was
broadly higher, depreciating only against GBP (-1.82%) and AUD (-0.14%) respectively.

Aside from inflation figures, the other
Euro key indicator was German ZEW
Economic Sentiment (56.0 vs. 58.6

5%

2.59% exp.). The unexpected decline after 3
consecutive months of expansion was
0.97%
0.70% ; i

’_‘ 0.25% negative for recovery expectations

0% but EUR remained buoyant despite
-0.05% -0.14%
0.14% the number.

-1.82%
Over the course of the week,

developments in EUR pairs were

-5% limited which left the Euro in ranges

USD GBP JPY CHF CAD NZD AUD and prevented any pronounced
moves. One currency pair stood out

in particular — EUR/JPY rose 2.59% primarily due to Yen weakness. The Yen fell across the board

alpari

against G10 currencies as BoJ comments pointed to an ongoing commitment to keeping monetary
policy loose and stimulus measures in play for the time being alongside an emerging recovery.
Low-yielding currencies found it tough to attain gains in a risk tolerant environment.

British Pound (GBP)

GBP was the strongest currency in the G10 as GBP negative factors faded away. GBP retraced
some of the losses coming from dovish comments from King and generally, the negative
sentiment brought about by the possibility of lower deposit rates. As this issue has faded away
into the periphery over the past 2 weeks, we are seeing significant GBP upside as the speculative
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reaction fails to establish a foothold within a more concerted sell-off. The lack of downward
momentum enabled Sterling bulls to regain control and prevent further downside. In GBP/USD,
1.5720 proved to be a solid support level with good buying interest. Since testing 1.5720 on
Monday and Tuesday of last week, GBP/USD has risen for 4 days in a row. At the time of writing
GBP/USD was trading at 1.6300, in the middle of the 1.60 — 1.66 range which held so well for over
6 months.

Earlier in the week, before strong

British Pound

4.50%

o buying interest returned, Sterling

fell to a six month low against

several currencies as inflation
315% undershot expectations (1.1% vs.

1.3% exp.). Areport from the
Centre for Economics and
Business Research (CEBR)
suggested that UK's necessary

1.82% 1.81%

fiscal tightening due to soaring
budget deficits would in part be

0%
alpari USD EUR JPY CHF

paid for by ultra-loose monetary
policy for years to come. The year
2011 was earmarked for the first interest rate rise. The report was initially taken lightly but the
softer than expected inflation figure encouraged investors to reassess the logic of the report i.e. it
was increasingly likely that the report was accurate. Record low rates could become part of the
furniture which would be a significant drag on capital flows into the UK.

It is also worth noting that the 3 most volatile currency pairs last week were all GBP based
(GBP/USD, GBP/CHF and GBP/JPY) which could indicate high degree of uncertainty regarding the
future evolution of Sterling pairs.

Japanese Yen (JPY)

Macro data was very thin on the ground in Japan last week with the exception of the interest rate
decision on Thursday. Rates were
left on hold as expected and the

Japanese Yen , o
0% accompanying statement did little

to change sentiment. Although
the recovery is ongoing and
1.32% economic conditions are gradually

1.87% improving, the BoJ was unwilling
-2.13%

) 59 2.53% to allow hawkish expectations to
eI o -2.71%
develop. The statement

emphasized low policy rates and

continuing support of stimulus

-5% 4.20% measures for the time being

USD EUR GBP CHF CAD NzZD AUD because the recovery is only in its
early stages.

alpari

FX Weekly Page 4

alpari



FX

|

Fundamental

L=
&
Pt
<
QL
N
L
i

e
St
3¢}
o

—
<

Over the week, the Yen’s worst performance was against GBP (-4.5%) and best was against USD (-
1.32%). The strong risk tolerant environment made it difficult for the Yen to find support while the
effect of repatriating profits back to Japan before the end of the tax year (Sept 30““) could be
going into reverse as yield hungry investment managers look to allocate JPY based capital into
higher yielding investments/currencies abroad.

Swiss Franc (CHF)

In the absence of local factors, Swissie pairs were mixed and traded without clear direction. CHF
held up very well against the commodity sensitive currencies such as AUD, CAD and NZD and was
able to make strong gains against USD and JPY.

Swiss Franc Against the US Dollar, the Franc is approaching
% parity which was last seen in July 2008. This is

likely to be a key psychological barrier for
2.53%

market participants, not to mention a key
1.32%

0.78% barrier for the SNB which may be involved in

0.05% [ weakening the Franc if strength persists below

-0.05% CHF 1.00 (they have intervened at higher levels
before around 1.02/03). Against the Euro, the
Franc was not able to move closer to 1.5100 to

0%

-1.81%

test the SNB’s resolve. Market participants

5% continue to expect fairly loose monetary policy
- USD EUR GBP JPY CAD AUD and ongoing currency intervention by the SNB
BPEF\
because economic conditions have not been
overly onvincing so far.
Others

Inflation in New Zealand was revealed to be much higher than expected (1.3% vs. 0.8% exp. Q/Q)
thus fuelling speculation of higher interest rates becoming a reality sooner rather than later,
regardless of how the recovery progresses. Central banks are keen on preserving price stability
and suppressing inflation expectations at the moment because market participants are most
concerned about preserving asset values. Excessive inflation hurts savers and lenders of capital
while deflation hurts borrowers so both must be avoided for economic conditions to improve in
broad terms.
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. e Bank of Canada and Riksbank will make rate decisions; BoC may mention may mention
B excessive CAD strength. Riskbank unlikely to be hawkish given current economic conditions.
QC_, e Q3 earnings continue — equities may consolidate around their current levels considering
= earnings were not stellar and the distance they’ve come already from March lows
% e BoE meeting minutes are likely to be a key theme for GBP as uncertainty over deposit rates
% and asset purchase programme continues to influence sentiment
LL e European PMI’s will provide an updated view of the European recovery; German IFO will be

a strong gauge of conditions over the medium-term

This coming week, much of the focus will be on the UK as retail sales, MPC minutes and
preliminary GDP for the 3™ quarter are released. Investors will be able to gauge how accurate
growth forecasts were over the past few months. Also, China has been a pivotal factor for the
recovery story so GDP and industrial production figures will be of interest to market participants.
European PMI data is once again due and should once again make an impact for European
investors as recently strong sentiment (due to a technical return to GDP growth) begins to fade. If
sentiment is seen to be resilient, this is likely to be a positive factor for the Euro and European
equity markets.

US Q3 earnings season comes to a close this week but not before almost a quarter of firms in the
S&P submit their results. All sectors will feature but most attention will go on financial,
telecommunications and tech stocks because they are considered as the best indicators of a broad
recovery assuming they outperform. The US Dollar was significantly lower on the back of stronger
than expected earnings last week so this week’s earnings performance could maintain the
downward Dollar trend as investors refrain from low-yield safe havens, in favour of more
profitable investments in higher yielding currencies. A thorny issue for recovery theorists has been
the lack of upside in the consumer side of the recovery. Spending habits, house prices, and
unemployment have so far lagged other indicators so signs of weakness in consumer demand are
likely to weigh on any uplift in sentiment.

From a more macro perspective, we are expecting to see two interest rate decisions. The Bank of
Canada and Riksbank are unlikely to change interest rates but could still influence CAD and SEK
rates with accompanying commentary. The Bank of Canada is rumoured to be considering FX
intervention to weaken the Canadian Dollar and aide the economic recovery via better export
conditions. If FX intervention is being considered at the BoC then it’s unlikely for any hawkish
comments to be made. On the contrary, a renewed commitment to low policy rates and
committing to keeping liquidity ample, would help the BoC to talk CAD down from its highs against
USD in particular. The USD/CAD pair went close to parity last week with a test of the $1.00 level
looking increasingly likely over the next few weeks. Sweden’s Riksbank is likely to re-affirm its
commitment to ultra low rates as the Swedish economy struggles to recover strongly for the time
being. The issue of a Latvian devaluation has receded because of an agreement by the Latvian
government to reduce their budget deficit dramatically although last minute developments may
still occur before the October 27" deadline for a plan. A Latvian devaluation would be severely
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negative for Sweden and the Euro-zone because of large exposure to Eastern Europe by Swedish
and European banks.

Central bank minutes from previous meetings are on the agenda this week: BoJ, BoE and RBoA
comments are all due. In our view, the highest risk to FX rates will be commentary from RBoA and
BoE. The Aussie has appreciated markedly in response to a surprise interest rate rise by the RBoA
a couple of weeks ago. Also, expectations of further rises have also been priced in by market
participants. The danger actually lies on the downside for AUD because central bank members
may feel it’s unwise to hike rates aggressively in consecutive months considering the fragile and
uncertain state of the recovery path. If the minutes highlight this thought process, we could see
significant retracements in Aussie pairs. On the other hand, if investors perceive synchronised
agreement that policy rates are too low given the rate of recovery then further AUD upside would
be likely because of expectations that a tightening phase has begun i.e. an interest rate path has
been set, up to particular level as yet unknown. This should be around 5% according to most
estimates. The range of possibilities for BoE minutes is quite vast because of the apparent
indecision amongst BoE members. At the current time, expectations are for subdued minutes,
showing a unanimous vote to keep rates and QE on hold. Most analysts expect a fresh
development in November’s MPC meeting parallel to the Inflation Report. QE is expected to rise
to £200bn and BoE deposit rates may be reduced. Base rates are very unlikely to rise or fall
because cutting them from here is simply unfeasible whereas interest rate increases could only
take place once a decision to withdraw QE has been made. Some estimates see UK rates rising
only in 2011 because of weak lending rates, a very slow growth outlook and record high fiscal
deficits.

FX Sensitive Calendar Events

T o oA
Monday 19" October Tuesday 20" October
(GBP) Rightmove HPI (AUD) RBoA Meeting Minutes
(JPY) BoJ Meeting Minutes (GBP) Public Sector Net Borrowing

(CAD) Interest Rate Decision + Statement

Wednesday 21°* October Thursday 22™ October

(GBP) BoE Meeting Minutes (JPY) Trade Balance

(USD) Beige Book (China) GDP
(China) Industrial Production
(China) CPI

(China) Retail Sales

(CHF) Trade Balance

(GBP) Retail Sales

(SEK) Interest Rate Decision + Statement
(CAD) Retail Sales

(CAD) BoC Monetary Policy Report + Press
Conference

Friday 23" October

(EUR) French Manufacturing PMI
(EUR) French Services PMI

(EUR) German Manufacturing PMI
(EUR) German Services PMI

(EUR) Euro-zone Manufacturing PMI
(EUR) Euro-zone Services PMI

(EUR) German IFO

(GBP) Preliminary GDP

(GBP) BBA Mortgage Approvals
(USD) Existing Home Sales
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Q3 US Earnings Calendar

19/10/2009 Hasbro Inc

Texas Instruments
20/10/2009 Pfizer Inc

Bank of New York Mellon
Lexmark International
Caterpillar

Lockheed Martin
Eaton Corp

SanDisk Corp

Yahoo! Inc

American Express
21/10/2009 US Bancorp USB US
United Technologies
Boeing Co

Keycorp

Washington Federal
Kinder Morgan Energy Partners
Northern Trust
Broadcom Corp

UAL Corp

Continental Airlines
Schering-Plough

eBay Inc

Omnicom Group
E*Trade Financial

Eli Lilly & Co
BlackRock

Jefferies Group

Source: Alpari (UK), J.P Morgan & Bloomberg

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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