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26" October 2009

Review: 19" — 25" October

‘ Recdap) ‘

e US Dollar spent another week on the downside as earnings prove strong
enough to sustain risk-rally and downward Dollar trend

e UK GDP estimate shocks the markets; all GBP pairs 2-3% lower in the space of
one trading session as likelihood of QE>£200bn rises

e Equities paused at the highs as fears of overextension prompted profit taking —
US. UK eauities have began to test their 6 month trend lines

EUR/USD 1.4892 1.5006 0.0114 0.77% 1.56%
GBP/USD 1.6309 1.6303 -0.0006 -0.04% 2.78%
uUsD/IPY 90.91 92.04 1.13 1.24% 2.25%
USD/CHF 1.0182 1.0086 -0.0096 -0.94% 1.93%
EUR/GBP 0.9124 0.9201 0.0077 0.84% 2.40%
EUR/CHF 1.5175 1.5137 -0.0038 -0.25% 0.59%
GBP/CHF 1.6624 1.6445 -0.0179 -1.08% 2.27%
GBP/JPY 148.35 150.05 1.70 1.15% 4.15%
EUR/JPY 135.42 138.12 2.70 1.99% 2.66%
CHF/JPY 89.22 91.20 1.98 2.22% 2.96%
AUD/USD 0.9146 0.9222 0.0076 0.83% 2.36%
NzZD/USD 0.7384 0.7541 0.0157 2.13% 3.60%
USD/CAD 1.0392 1.0535 0.0143 1.38% 3.06%

| Source: Alpari (UK)

Financial markets were concentrating on the last few earnings results which pleased as
much as they disappointed. Some companies beat expectations whereas some failed
to pull their weight — investors interpreted this as confirmation of a bumpy, uneven
recovery which will continue to have setbacks along the way. Equities paused and
retreated from their highs, suppressed by profit taking and fears of overextension.
Commodities continued their surge higher as crude oil and gold both made fresh highs
this week. Currency markets were fairly quiet as the recent trend of Dollar and Yen
weakness in favour of commodity and cyclical currencies continued albeit with
diminishing momentum.

This week, attention turns to US GDP figures and two interest rate decisions from
Japan and New Zealand. If the Royal Bank of New Zealand (RBNZ) follows Australia’s
example and begins its tightening phase, the ramifications for the US Dollar,
commodity and equity markets would be significant because the yield
differential/carry theme has been so dominant of late. Potentially, we could see an
acceleration of USD weakness if the yield differential theme continues to be raised and
the prospect of having widely differing policy paths amongst the G20 continues to
become more likely.
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US Dollar (USD)

A continuation of Dollar weakness as equities paused but downward Dollar momentum remained
although to a lesser extent compared to the previous month. Earnings results threw up a few
surprises so although most results were better than expected with outlooks getting better across
several industries since Q2 — worrying aspects were also present. Several firms were clearly
remaining robust via cost-cutting, lay-offs and downsizing etc rather than core growth via strong
demand. The end result was that earnings results were broadly lukewarm and did enough to
support the recovery bandwagon despite doubts surrounding the labour/housing sectors as well
as consumer disposable incomes.

On the data front there were very few developments of significance. Existing home sales (5.57M
vs. 5.37M exp.) alongside the Beige Book report were the two macro events which dominated
focus considering the lack of core releases in the rest of the week. A pickup in home sales was a
positive factor for the Dollar but further analysis showed that an expiring tax credit may have
been the likely cause for the jump as homebuyers were eager to take advantage of government-
backed help.

The Beige Book told a similar

US Dollar

s story to what earnings results
have been showing. A gradual,
broad recovery in the macro

124% 1.38% economy but signs of

_ weakness are still visible as
0.04%

0% some aspects of the continue
L o P

0.77% 0.94% 0.83% 0.70% to struggle. A phrase directly
from the report said: “Reports
of gains in economic activity

2.13% 2.82%

generally outnumber declines,
-5%

but virtually every reference to
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK

alpari

improvement was qualified as
either small or scattered”. The report cast a doubt on the strength of the recovery for some
investors but the broad take on it was that the US economy is gradually overcoming the financial
crisis but hiccups are to be expected.

By market close on Friday, the Dollar was lower in most pairs, although gains were achieved
against JPY (+1.24%) and CAD (+1.38%). The Yen was the weakest major currency again in line
with buoyant risk preferences pushing lower yielding currencies lower in favour of higher yielding,
cyclical currencies. The Canadian Dollar would have done well because risk-assets were generally
well supported but comments from the BoC scuppered any chances of support for CAD.
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Euro (EUR)
/M\

>< The Euro performed well with macro-data confirming existing expectations and central bank
L
comments failing to dent the strength of the Euro against the US Dollar. Several ECB members al pa i

T were vocal about the US “strong Dollar policy” needing to be strong in practice rather than theory
B but no clear hints were made about actual Euro intervention.
<
Q The sentiment indicators that were made available last week underlined an element of continuity
% in the European recovery path. PMI figures showed further improvement compared to
'g expectations; both manufacturing and services sectors showed expansion.
> - -
L Flash PMI readings Previous Expected Actual

French Manufacturing 53.0 53.3 55.3

French Services 53.2 52.5 57.8

German Manufacturing 49.6 50.2 51.1

German Services 52.1 52.5 50.9

EU Manufacturing 49.3 50.2 50.7

EU Services 50.9 514 52.3

Source: Alpari (UK)

The German IFO Index (91.9 vs. 92.1 exp.) was lower than expected but not significantly so which
kept the EUR bears away from the playing field. Most investors were keenly anticipating the IFO
number because it is considered to be one of the best forward-looking indicators of economic
health/prosperity in Europe.

Euro Overall, the Euro was well supported

5% despite the occasional threat of a
setback. The risk tolerant conditions

1.99% 2.12% have been beneficial for the Euro

0.77% 0.84% because despite the ultra-low rates in
o Europe, rates are lower still in most
0% P .
-0.08% other G20 countries. The lack of a
designated, full-powered QE
programme has also had a stabilising

-0.25%

-1.38%

effect because of the historic fear of

5% inflation around Europe; especially in

USD GBP IPY CHEF CAD NZD AUD the bigger, richer frontrunners such as
Germany and France.

alpari

British Pound (GBP)

Sterling traders must have had a torrid time last week as GBP pairs embarked on a roller-coaster
ride throughout the week. Monday until Thursday had some interesting twists and turns before
the finale on Friday. The initial GDP estimate (-0.4% vs. 0.2% exp.) led to large scale GBP selling as
previously estimated growth paths were discarded. Investors were in some cases shocked at the
scale of weakness in UK output considering the estimates given by Government and BoE officials
of imminent UK growth and an easing in recessionary conditions. GBP/USD was 200 pips lower in
just over a minute following the release of the GDP estimate, erasing all of the week's gains up
until then. By Friday’s close at 23:00 in London, GBP/USD was trading 500 pips lower from the
1.67 peak reached earlier that day.
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UK equity markets were net gainers on the day because UK stimulus plans are now likely to be

extended which is beneficial for UK firms. The knock-on effect is lower rates for longer which is /\/\/\
again good for firms because credit required to finance business operations is cheaper. The last :
positive effect which is expected by market participants is a weaker Sterling which should help al pari
exporters increase sales and in turn market share/profitability.

FX

|

BoE minutes were uneventful but were enough skew expectations back towards no further
QE/deposit rate easing. Expectations for an increase in QE and lower deposit rates eased because
of the unanimous 9-0 vote to keep rates/QE unchanged as well as no further mention of deposit
rates. There were also hawkish tones in the wording of the statement which helped to strengthen
the GBP weekly uptrend.

Fundamental

. Weaker retail sales (0.0% vs. 0.6%
o British Pound exp.) growth than expected had a
negative effect on GBP on
Thursday which in turn became an
1.15% out-and-out sell off on Friday

’—‘ following the GDP estimate.
0% Again, the issue of consumer
oo0a% L | &

0.84% L oa% sector recovery blighting the

broader recovery story was
highlighted. In similar fashion to

o the US, Europe and Japan, UK

consumers are seemingly slow to
alpari UsD EUR JPY CHF

return to their previous spending
habits — and for good reason. The
financial crisis is beginning to seem like a flash in the pan for many firms, institutionals and
corporates but for many consumers, the financial crisis was the catalyst to change their spending
habits away from predominant spending to predominant saving. Unemployment is still on the rise
so spending decisions are being put off and/or compromises made. This is putting a drag on the
UK recovery.
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Japanese Yen (JPY)

>< An almost non-existent economic calendar ensured local Japanese factors stayed away from
L
investors minds for at least a week. This coming week sees a flurry of Japanese data (CPI, retail al pa i
T sales, industrial production, manufacturing, unemployment & interest rate decision) which could
B mean JPY trades more in line with domestic drivers.
<
< The risk tolerant conditions, helped
g . Ja panese Yen by the US earnings season, meant
‘8 lower yielding currencies were sold
= in favour of cyclical alternatives
e (AUD, NZD, NOK, SEK). The only
0.16% currency which fared worse than
0% the Yen was CAD — a reaffirmation
to hold interest rates at record
1.24% -1.15%
1.2a% 1.99% levels by the Bank of Canada
-1.99% 2.22% -2.06%
deflated expectations of a pre-
-3.35% . .
emptive change of policy stance by

5%
the BoC. It is worth noting that the

protracted CAD weakness was
probably welcomed because of its strong appreciation over the past 6 months. BoC officials have
recently hinted that excessive FX appreciation would be detrimental to Canada’s recovery — a hint
of future intervention at best and an attempt to talk down the currency at worst.

USD EUR GBP CHF CAD NZD AUD

alpari

Others

The Canadian Dollar broke ranks with other Dollar bloc currencies and lost ground after a pledge
to hold rates at their current level of 0.25%, well into 2010, was upheld - “Conditional on the
outlook for inflation, the target overnight rate can be expected to remain at its current level until
the end of the second quarter of 2010 in order to achieve the inflation target."

Oil prices hit a new high of $80 per barrel as commodity strength was evident once more on the
back of growing recovery expectations.

Macroeconomic data from China was all inline without any surprises. The effect on currencies was
non-existent but the psychological impact was quite significant because the data helped to keep
the recovery story on track seeing as China is considered to be an instrumental piece of the
recovery puzzle.
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Preview: 26" October — 1% November 2009

‘ Lookingianead|

e US Dollar continuing to trend lower; reversal becoming more likely as macro-data strength
eases and negative surprises begin to emerge.

e More US earnings due this week — smaller firms reporting but could still affect sentiment

e Norges Bank and RBNZ both announce rate decisions; BoJ also scheduled but unlikely to be
significant.

e US and Canadian GDP figures could be pivotal — strong readings are likely to instigate a USD
reversal and re-sync CAD with its strong uptrend following last week’s setback

This week, attention turns to US GDP figures and two interest rate decisions from Japan and New
Zealand. If the Royal Bank of New Zealand (RBNZ) follows Australia’s example and begins its
tightening phase, the ramifications for the US Dollar, commodity and equity markets would be
significant because the yield differential/carry theme has been so dominant of late. Potentially,
we could see an acceleration of USD weakness if the yield differential theme continues to be
raised and the prospect of having widely differing policy paths amongst the G20 continues to
become more likely.

US GDP figures will be focused on with extra zeal because of last week’s surprise from the UK. The
recovery is running into questions and doubt once more because of the rate of equity, commodity
and risk-FX appreciation. Investors do not doubt whether G20 economies will recover per se but
they are revaluating the rate and scale of recovery, not to mention how it relates to government
support. If supportive measures are removed, would there be enough momentum in economic
activity to sustain the improvements that have occurred in 2009?

The Canadian GDP figure is also intriguing given the recent change in expectations as to what the
BoC will do next. Sluggish macro improvements and a close relationship with the US have
prevented a strong Canadian recovery although the Canadian Dollar has appreciated markedly
since March. Last week’s confirmation that interest rates will remain at the ultra-low rate of
0.25% until Q2/Q3 2010 was a reality check for bullish CAD investors and a chance for bearish
ones to put their intra-day spec hats on. A good GDP number is likely to reverse expectations of
perma-loose policy at the BoC and could in turn push CAD beyond parity with USD and CHF.

The Norges Bank meets this week against a backdrop of expectations for a 25bps hike. We see
scope for a surprise here given the level of uncertainty currently present across Europe and the
G20. No change, or more likely, a small hike with hawkish commentary that hints at a series of
hikes are both scenarios which could materialise. Volatility in NOK pairs is likely to be high close to
the decision, currently scheduled for Wednesday 28". The Royal Bank of New Zealand (RBNZ) also
meets although the potential for surprise hike is very small considering the lagging recovery path
in New Zealand.

A flurry of data from Japan is due this week (CPI, retail sales, industrial production, manufacturing,
unemployment & interest rate decision) which may well turn the tide in recent Yen weakness,
especially if events elsewhere encourage market participants to shed risk and look for safer
investments.
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> FX Sensitive Calendar Events
H- Monday 26" October Tuesday 27" October al pa i
- (AUD) PPI (GBP) Nationwide HPI
o (USD) S&P/CS Composite HPI
E (USD) CB Consumer Confidence
(D)
= Wednesday 28" October Thursday 29" October
g (JPY) Retail Sales (JPY) Industrial Production
= (AUD) CPI (GBP) Net Lending to Individuals
u:_) (EUR) German Prelim CPI's (GBP) Mortgage Approvals
(USD) Durable Goods (USD) GDP

(USD) New Home Sales

(NOK) Interest Rate Decision + Statement
(NZD) Interest Rate Decision + Statement
(NZD) Trade Balance

Friday 30" October

(JPY) Manufacturing PMI

(JPY) Household Spending

(JPY) CPI

(JPY) Unemployment Rate

(JPY) Interest Rate Decision + Statement
(EUR) German Retail Sales

(EUR) Euro-zone CPI

(EUR) Euro-zone Unemployment Rate
(CHF) KOF Economic Barometer
(CAD) GDP

(USD) PCE Price Index

(USD) Personal Spending

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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