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7" December 2009

Review: 30" November — 6 December 2009

‘ Recap) ‘

e Strong bounce in US Dollar following very optimistic employment data from the
US — the surge in Dollar demand has continued into this week

e Dubai scare continued its gradual fade into the periphery as investors re-
engaged with the recovery story

e Equity markets worldwide clawed back losses taken on the back of Dubai fears;
currencies highlighted a return to risk as cyclicals were well supported

e Inflation concerns still linger as gold reached an all time high of $1,226;
commodities broadly flat with crude oil trading towards a test of $70 support

e RBOA continued its tightening cycle with another 25bp hike — taken as a sign of
recovery and the gradual passing of the financial crisis worldwide

EUR/USD 1.5008 1.4857 -0.0151 -1.01% 2.12%
GBP/USD 1.6524 1.6472 -0.0052 -0.31% 2.06%
UsD/IPY 86.56 90.53 387 4.59% 5.66%
USD/CHF 1.0043 1.0164 0.0121 1.20% 2.30%
EUR/GBP 0.9078 0.9015 -0.0063 -0.69% 1.81%
EUR/CHF 1.5072 1.5103 0.0031 0.21% 0.41%
GBP/CHF 1.6594 1.6745 0.0151 0.91% 1.88%
GBP/JPY 143.04 149.10 6.06 4.24% 5.68%
EUR/JPY 129.94 134.50 4.56 3.51% 4.29%
CHF/JPY 86.15 89.02 2.87 3.33% 4.19%
AUD/USD 0.9115 0.9144 0.0029 0.32% 2.49%
NzZD/USD 0.7137 0.7159 0.0022 0.31% 2.54%
USD/CAD 1.0601 1.0577 -0.0024 -0.23% 1.94%

| Source: Alpari (UK)

Equity markets have been leading the headlines recently as the prospect of a default in
Dubai jolted investors into a fresh bout of risk aversion. Indices worldwide suffered for
a brief time 2 weeks ago but last week saw a turnaround with all losses being
recovered, allowing US equities to reach 14 month highs. Currency movements also
reflected a sigh of relief as the US Dollar returned to its downward trend which began
back in March. The Dubai story has faded for the time being although there remains a
possibility of fresh negative developments. Investors are once again concentrating on
the positives such as the ECB’s plan to withdraw excess liquidity and further monetary
tightening by the Reserve Bank of Australia — both symbolise the passing of the
financial crisis.

The Dubai issue faded as stocks recovered worldwide. Chances of some kind of rescue
package or supportive measures from Adu Dhabi seem quite likely which has helped
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losses in the region to remain reasonable. Despite the upbeat reaction outside the Middle East,
Dubai and other local equity markets were sold extensively early last week. The Dubai issue seems
more and more like a localised event with little or no systemic risk attached given the small
amount of total exposure (in the region of $50 billion) compared to the size of global asset
markets and more importantly, the possible/probable exposure to toxic assets still held by US and
European banks.

US Dollar (USD)

The US dollar dominated the headlines because of the surprising decrease in job losses in the US
in the month of November (-11,000 vs. -119,000 exp.). The number was enough to stoke
speculation of an earlier than expected return to policy tightening, liquidity removal and QE
unwinding by the Fed. The strong moves higher in all Dollar pairs seem premature but this type of
reaction has become the norm in today’s financial markets — full of anxiety, impulse and
nervousness. Since Friday’s employment report, the US dollar has rallied 1%-3% against other G20
currencies and with Ben Bernanke’s speech scheduled for Monday afternoon, speculation is
mounting of hawkish comments that hint at policy tightening early in 2010 rather than mid-late
2010. This scenario would most certainly help the Dollar change trajectory following its strong
downward trend since mid 2009.

Before Friday’s employment

4599 US Dollar figure the US Dollar was on the
5% 2270
decline, helped by more data
weakness (ISM manufacturing:
1209, 53.6 vs. 54.8 exp. & ISM non-
1.01% : e 1.04% .
’—‘ 031% ’—‘ 0.10% 0.22% manufacturing: 48.7 vs. 51.6
0% — =

— exp.) showing a slow and

0-23% -0.31% -0.32% protracted recovery in the US.
The Dollar was continuing on
its downward trend against all

other currencies, helped by

5%

the ADP employment report (-
- EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK
slparl 169,000 vs. -149,000 exp.)

which estimated a worsening
of labour sector conditions. As a result, Friday’s non-farm report assumed added shock value and
extended Dollar gains.
Looking forward, market participants are likely to be re-evaluating the Fed’s schedule for policy
tightening and with a plethora of policy meetings this week (BoC, RBNZ, SNB, BoE), FX volatility is
likely to rise as comparative monetary policy evolutions are analysed and speculated upon.

Euro (EUR)

There was very little change in the status quo for the Euro last week as almost all data releases
were in line with expectations. The unemployment rate (9.8% vs. 9.7% exp.), CPIl estimate (0.6%
vs. 0.5% exp.), retail sales (0.0% vs. 0.2% exp.) and revised GDP (0.4% vs. 0.4% exp.) failed to drive
EUR pairs in any particular direction so EUR pairs ranged for the bulk of the week. Volatility rose
late in the week following the US employment report however which turned a positive week for
EUR/USD into a negative one (-1.01%).
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One of the most significant aspects of
s Euro last week was the raised rhetoric by

351% several ECB members concerning the

removal of stimulus measures by the
ECB. Plans of halting short-term
0.21% auctions at ultra-low rates were

0% announced which could be

0.69% considered hawkish by some

-1.01% o,
-1.21% 0r - g
-1.38% -1.33% measures. Although the news had

little actual impact on EUR pairs,

there was a psychological effect of

preparing market participants for
alpari USD GBP JPY CHF CAD NZD AUD tighter policy in 2010. The news was

5%

also a boost for European recovery
expectations because stimulus removal is being considered as a sign of fundamental strength in
the underlying economies of the Euro zone.

British Sterling (GBP)
Sterling pairs were for the most part, range bound last week with sharp moves occurring only on

Friday post US payrolls. Market participants were already anticipating this week’s hugely
significant pre-budget report and an interest rate decision which should include a reference to
how stimulus measures (QE/APF) will evolve going forward. Last week’s calendar was also wafer
thing which helped to suppress any extended moves.

. The largest gains were against the
- British POU?gU/ Yen (+4.24%) due to Japanese
‘ factors rather than UK ones.

Japanese authorities are

rumoured to be considering
0.69% 0.91%

’—‘ artificial intervention to weaken
0% T the Yen in addition to
-0.31%

fundamental weaknesses in the
Japanese economy which are far
from being resolved and

» consequently, ultra-loose
= o

monetary policy being tightened.
alpari USD EUR JPY CHF yp y g g

Last week’s announcement of
addition supportive measures via
more short-term loans to commercial banks was also a dovish factor, removing JPY support.

Japanese Yen (JPY)

The Yen had one of its ugly weeks last week as it fell sharply against all other currencies. Almost
every decline was between 4%-5% as BoJ intervention rumours, added QE and recovery lag
compared to other G20 nations weighed heavily. The largest decline was against NZD (-4.91%)
and the smallest against CHF (-3.33%). Japanese officials stepped up its anti-Yen rhetoric by
announcing the provision of short term loans to commercial banks. Speculation of intervention in
the Yen has become more of a real possibility since the Yen's strong rise up to 14 year highs
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against USD — previous rounds of speculation on this issue were quickly disregarded because JPY
values were fairly innocuous given historic levels. In this case, the Yen is reaching record highs /\/\/\

FX

against the Dollar, last seen in | :
i i i alparil
Japanese Yen 1994 so if a case for intervention P
0% was to be made, now would be

|

the time.

The Yen was again the most

-3.51% -3.33% volatile currency as the 6 most

-5% | 4595 -4.24% volatile pairs included JPY. Highest
e -4.83% -491% -4.90% . . .
volatility was against cyclical
currencies (CAD, NZD, AUD) with

the carry theme making JPY selling

Fundamental

more acute.

-10%
USD EUR GBP CHF CAD NZD AUD

alpari

Swiss Franc (CHF)

The Swiss Franc was on the back foot against

Swiss Franc other majors but only towards the end of the
5% week. The US employment report affected
333% almost every asset class including non-USD

currency pairs; generally speaking, risk-
negative currencies such as JPY and CHF
suffered following the report in favour of risk-

0% oy . ..
021% positive currencies. This is understandable

1.20% -0.91% following the furore about economic recovery
-1.45%  -1.55%

not being possible without jobs growth in the
US and a return to health for the US
5% consumer. This week’s developments
USD EUR GBP JPY CAD AUD including a speech by Ben Bernanke and US
retail sales should clarify and adjust the strong
moves we saw at the end of last week and in early Monday trade today. Also, the reported

alpari

intervention by the SNB on November 26" is still fresh in the memory and is helping to remove
natural support for CHF.
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Preview: 7" - 13" December 2009 P

FX

‘ LooKingianead| ‘ alpari
e Central bank policy issues likely to dominate as BoC, RBNZ, SNB, BoE scheduled to meet

e Lack of significant data releases puts more emphasis on monetary policy (Canada, New
Zealand, Switzerland) and fiscal policy (UK)

US policy in the spot light following the strong payrolls number last week — Bernanke’s
speech is in focus to clarify Fed policy stance given strengthening labour sector

e UK pre-budget report will attract attention and create fertile ground for speculators

Fundamental

Inflation concerns have been rising in recent weeks with gold prices reaching $1,226 last week;
this week’s multitude of central bank meetings (BoC, RBNZ, SNB, BoE) could be the catalyst for
strong moves in all asset classes as the ‘exit strategy/monetary tightening’ theme takes centre
stage. The BoC is likely to confirm its commitment to keeping its overnight rate at 0.25% until the
second half of 2010 although more and more market participants are speculating that strong CAD
appreciation could force that date to be pushed back. The RBNZ is in a similar boat as BoC still has
room to cut rates in order to balance demand. NZD is also appreciating strongly so commentary
alluding to keeping rates lower for longer could be used in order to talk the market down.

Also in focus will be US retail sales figures, and for UK investors, the highly anticipated pre-budget
report on Wednesday. The likelihood of a sombre report is high so media build-up and reaction
will be highly negative which could depress sentiment for British equities and Sterling.

Speculation is rife that the Fed will be quick to tighten policy as the labour market recovers.
Although it’s probably too early to be hawkish after just 1 month of data but Bernanke’s speech
on Monday will be important for market expectations. Strong hawkish reaction by the Fed to one
number seems premature. Logic would suggest no change in verbal rhetoric while positive news is
confirmed via future data releases. The last thing US authorities would want is for celebrations to
begin now, policy approach to respond too early, and for a negative jobs number to derail
expectations next month. From the Fed’s viewpoint, changing stance by highlighting a broad
recovery reduces traction of an actual recovery and increases asset market volatility as market
participants over-speculate and change direction.

A key event this week will be the pre-budget report on Wednesday. The current outlook is for
large spending cuts and tax increases in the UK. The UK’s fiscal outlook for the next 10 years is
very weak although much of this weakness has already been priced into the value of GBP as well
as UK equity and bond markets. Nevertheless, we could still see significant surprises if Alistair
Darling does the unthinkable for a politician and announces severe spending cuts and tax rises
going into an election year (this is likely to be GBP positive because the overall effect on the UK
economy is assumed to be positive). The report is likely to outline the weaknesses in fiscal policy
but emphasize the policy response — essentially an exercise in making the ugly look merely bad
with a distant hope of the public reaction being good by blaming the state of British finances on
the financial crisis and its causes. We expect trade in UK assets and GBP to be volatile surrounding
the report although it is very unlikely for anything groundbreaking to be announced. One factor
which could be important is the role of the media — it’s possible for the torrent of negative
headlines to drag demand for UK assets down and bring the AAA rating of UK government debt
into question.

e
&
Pt
<
QL
N
L
i

e
St
3¢}
o

—
<

FX Weekly Page 5




FX

|

Fundamental

L=
&
Pt
<
Q
N
L
i

e
St
3¢}
¥

—
<

\\

\

FX Sensitive Calendar Events

Monday 7" December
(CHF) Retail Sales
(USD) Consumer Credit
(JPY) Bank Lending

Tuesday 8" December

(GBP) Halifax HPI

(GBP) Manufacturing Production

(GBP) Industrial Production

(CAD) Interest Rate Decision + Statement
(JPY) Final GDP Q/Q

alpari

Wednesday 9" December

(CHF) Unemployment Rate

(GBP) Trade Balance

(GBP) Pre-Budget Report

(NZD) Interest Rate Decision + Statement
(JPY) Core Machinery Orders

Thursday 10" December

(AUD) Unemployment Rate

(CHF) Interest Rate Decision + Statement
(GBP) Interest Rate Decision + Statement
(CAD) Trade Balance

(USD) Trade Balance

(USD) Federal Budget Balance

Friday 11" December

(CNY) Industrial Production

(CNY) CPI

(CNY) Retail Sales

(CNY) Trade Balance

(USD) Retail Sales

(USD) University of Michigan Consumer
Sentiment

Sunday 13" December
(NZD) Retail Sales
(JPY) Tankan Manufacturing Survey

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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