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14™ December 2009

Review: 7" — 13" December 2009

‘ Recap) ‘

e Sovereign risk resurfaces as Greece, Latvia, Ukraine, Spain and the UK all suffer
creditworthiness concerns

e US Dollar stages solid recovery as favourable economic data continues to fuel
speculation of sooner than expected rate normalisation — risk aversion also a
supportive factor

o UK pre-budget reveals nothing new but highlights growing rift between
politicians and financial sector

e SNB ceases purchase of corporate bonds as part of stimulus measures to
support recovery; currency intervention remains on the table

e Series of central bank meetings (BoC, RBNZ, SNB, BoE) failed to shift policy
expectations with the exception of RBNZ

EUR/USD 1.4870 1.4613 -0.0257 -1.73% 2.15%
GBP/USD 1.6463 1.6259 -0.0204 -1.24% 2.12%
uUsD/JPY 90.24 89.10 -1.14 -1.26% 3.35%
USD/CHF 1.0153 1.0343 0.0190 1.87% 2.27%
EUR/GBP 0.9029 0.8985 -0.0044 -0.49% 1.27%
EUR/CHF 1.5100 1.5119 0.0019 0.13% 0.26%
GBP/CHF 1.6716 1.6822 0.0106 0.63% 1.34%
GBP/JPY 148.53 144.87 -3.66 -2.46% 4.58%
EUR/JPY 134.21 128.77 -5.44 -4.05% 4.15%
CHF/JPY 88.83 86.10 -2.73 -3.07% 4.19%
AUD/USD 0.9161 0.9125 -0.0036 -0.39% 1.95%
NzZD/USD 0.7175 0.7249 0.0074 1.03% 3.83%
USD/CAD 1.0555 1.0597 0.0042 0.40% 1.82%

| Source: Alpari (UK)

Most investors in the UK were focused on the pre-budget report last week which did
little to clarify the solution to the fiscal predicament facing the UK. Immediate market
reaction was muted because however bad the outlook was, it was expected to be so
by market participants. We may find that the real significance of the report was the
drawing of battle lines between Westminster and the City which links into the deeper
issue of financial market regulation which is likely to be forthcoming in the near future.
Over the week, equity markets were broadly lower with default risk surfacing in
Greece and once again in Dubai. Crude oil fell for a fifth straight week, testing $70.
Broad commodity indices were lower but remained within ranges going back to
October. The Euro took a hit on the news that Greek government debt was
downgraded which brought other European default risks into the fray. The Dollar
continued its strong performance after last week’s strong jobs number despite Fed
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commentary putting the brakes on hawkish policy hopes on Monday. Friday’s US retail
sales figures confirmed a strengthening recovery which added fuel to the Dollar’s re-
emergence.

US Dollar (USD)

Ben Bernanke played down the headline jobs number (-11k) and repeated concerns over a snap
recovery. Although the employment situation is improving, significant challenges remain. Market
participants interpreted his first speech since the strong employment report as dovish with
interest rates not expected to rise anytime soon. Essentially, the sudden emergence of rumours
that the Fed would act following the near positive employment number failed to materialise into
reality. USD pairs fell across the board, retracing their previous upward moves in response to the
positive jobs number.

Later in the week the Dollar

» US Dollar strengthened across the board

as sovereign risk fears in
Western and Eastern Europe
2.19%

. weighed on risk sentiment. In
2% | 1.73% . 1.63% &

1.24% addition, further Dubai worries
0.20% 0.39% that the required debt

e y—| restructuring will not occur
0% &

02251 fast enough induced more

localised selling across Middle

1.26% 103 East equity markets. Early in

2%
today’s European trading
- EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK .
alpari session news of a $10bn
bailout by authorities in Abu

Dhabi helped investor sentiment and allayed default fears.

Most USD gains were attained late in the week as risk tolerance faded and US specific data
continued its strong showing — trade balance (-532.9bn vs. -536.9bn exp.), retail sales (1.3% vs.
0.6% exp.) and University of Michigan consumer sentiment (73.4 vs. 68.6 exp.) all drove
confidence in US assets higher. Rising import prices due to a persistently weaker Dollar is helping
to convince sceptical investors that a weaker currency can induce export-led growth.

Euro (EUR)

The Euro depreciated across the board as the sovereign risk theme resurfaced after several
months of seemingly calm waters. Greek sovereign debt was downgraded to BBB+ with a negative
outlook to boot. Ukraine asked for $10bn extra funding from the IMF which added to existing
worries over Latvia i.e. sovereign risk spilling over and creating domino effect in Eastern Europe
and the wider European Union. All this is in addition to well-known debt problems in Ireland and
Spain. Even though all the aforementioned nations are some distance away from an actual
default, the multiple cases reminded investors that debt issues in Europe (and across the World
for that matter e.g. Dubai) are far from over. Equity markets took fright and struggled to maintain
upward momentum as positive European developments were lacking leaving EUR bulls with little
to go on.
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Largest declines were against JPY (-4.05%) and NZD (-2.75%) where central bank commentary

deviated from its ‘lowish’ rates for longer tone to a more hawkish version giving rise to the

possibility of higher rates early in 2010 as opposed to later - NZD was one of the best performers
in FX as a result.

29 Euro Interestingly, the EUR/USD pair fell

enough to break the upward trend
0.13% dating back to February 09. How the

0% — .
L | pair performs over the next couple of
-0.49%

weeks going into yearend will be

0 -1.34% -1.34% . .
2% 73 important. A retest of the trend is

2.75% likely given the Dollar’s lag towards

4%, tighter monetary policy. This lag
-4.05%

could cap any short-term gains

o against the Euro and revert Dollar

" USD GBP JPY CHF CAD NZD AUD pairs back towa.rds weakness as has
et been the case since Q1 2009.

Consequently, we see the 1.48-1.50 zone as having very strong congestion over the next few
weeks.

British Pound (GBP)

A fairly mixed week for Sterling traders which could have finished much worse than it did. Market
participants involved in UK equities and/or Sterling were squarely focused on the pre-budget last
week which alas failed to clarify anything apart from the fact that UK authorities are unclear as to
how to balance the requirements of the UK population and the requirements of international
investors. Fiscal austerity is required but so is re-election and a need to save face amidst public
uproar over the financial crisis, let alone banker bonuses. During the pre-budget speech very few
highlights were noteworthy for the FX market — the lack of a windfall tax led to a knee-jerk spike
higher in GBP. A positive reaction considering the expected inclusion of the measure. Absence of
such a tax increases the likelihood of financial institutions remaining in the UK and contributing to

. overall GDP.
) British Pound
2% Later in the week, isolated moans

0.49% 0.63% and groans led by an overexcited
. o

T media raised the issue of a

0% sovereign debt downgrade which

arguably weighed on GBP.

-0.81% -0.86% .
1.24% However, strong house price data

2% (1.4% vs. 0.8% exp.) from Halifax

-2.46% AT published on Tuesday helped to

contain the downside in GBP

A% pairs. On other noteworthy event
apar USD EUR JPY CHF AUD CAD NZD was the surprising pause in
manufacturing production growth
in the month of November (0.0% vs. 0.5% exp.). The reaction was fairly muted and coming a day

before the pre-budget report, failed to shift GBP pairs from their ranges.
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Swiss Franc (CHF)

The SNB held interest rates at an all time low

Swiss Franc of 0.25% as expected. In its statement, the

0%

1o SNB vowed to “act decisively to prevent any

excessive appreciation in the Swiss franc”. The
-0.63%
most important development was the halting

of corporate bond purchases which was

-1.49%  -1.48%

2% somewhat unexpected. The initial reaction in
° -1.87%

CHF pairs was not particularly strong but all

Swissie pairs were lower by Friday’s close

3.07% nevertheless. The heaviest losses were against
JPY (-3.07%) and USD (-1.87%) which surprised
some market participants given the stronger

-4%

alpari USD EUR GBP JPY CAD AUD retail sales numbers (3.1% vs. 1.2% exp.) and

narrowing unemployment (4.1% vs. 4.2%
exp.). Monetary policy and the related FX intervention is clearly a prime theme, especially in the
EUR/CHF pair which continues to plateau marginally above 1.50.

Japanese Yen (JPY)

Data was plentiful for Yen traders last week with several surprises there to induce JPY price action
and lift volatility higher. Yet again, JPY pairs were most volatile within G20 pairings. The pick of the
news was the introduction of an additional stimulus package worth $80bn. As some nations begin
to rein in combinations of soft monetary policy and stimulus measures (Switzerland, US, Australia,
New Zealand, Canada, Euro-zone), others (UK, Japan) are signing off on extra support. One would
assume that the impact on the Yen would be negative because of the implied link to currency
debasement, ultra-low rates, lower bond yields etc but in fact the opposite occurred - the Yen was
the strongest currency in the G20 last week. Deputy PM Naoto Kan stated that the stimulus
package will have a “considerable impact” on weakening the Yen: maybe, but not last week.

In the same week as extra
Japanese Yen stimulus measures were
announced, final Q/Q GDP figures
were revised down from 1.2%
4.05% down to 0.3%. The Yen rose
between 1%-4% against other G20
counterparts with the GDP figure

6%

4%
3.07%

2.46%

only causing a temporary JPY
2% 1.67% 1.67% Y g p. 4 ]
1.26% selloff before resuming on its

upward path against USD and
0.26%

0%

apar USD EUR GBP CHF CAD NZD AUD

others. Extra stimulus was

expected but a lower GDP was not
thus JPY price action was on the
face of it, illogical. The cause
behind such moves in the Yen was strong corporate demand driven by repatriation flows.
According to JP Morgan, net equity inflows rose to ¥546.4bn last week, the largest net inflow
increase since July 2007.
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AN

The BoC held its base rate at 0.25% and repeated its pledge to hold until the end of Q2 2010.

Reaction in CAD was mixed as the verbatim was largely expected. In other comments, the BoC al pa i
reiterated that it had “considerable flexibility” to operate at low rates and that the “downside

risks are more protracted global recovery with persistent strength in CAD”. The BoC once again

flagged the stronger Loonie as a major risk to its view, saying it could "act as a significant further

drag on growth and put additional downward pressure on inflation."

Strong industrial production data from China (19.2% vs. 18.2% exp.) lifted Asian equity markets
and fed through into the European trading session on Friday, helping worldwide equity markets
recover losses made earlier in the week.

Strong jobs growth in Australia (5.7% vs. 5.9% exp.) led to more strength in AUD pairs. Risk-
aversion ebbed away, helped by other news as the stimulus withdrawal theme was pronounced
enough to support recovery optimism.
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Preview: 14" — 20" December 2009 P

E
‘ [ooKingiahead ‘ al pa ri
: e Swathe of CPI data could be interesting for FX rates if inflation rears its head; a topside
B number in either region could recall safe-haven demand
QC) e Gold could resume its trawl higher after last week’s Dollar led retracement from record
= highs ($1,226)
% e Fresh European PMI data due — expect media driven focus on policy normalisation if data
(- beats expectations and recovery path is sustained. Sovereign risk issue in Latvia/Greece
u:_') should remain on the table but take a backseat as a primary theme

e Monetary policy again in focus as Norges, Riksbank, Fed and BoJ meet — rate changes are
unlikely but accompanying commentary could be market moving

e Strong line-up of UK data could be crucial as tentative bears look for concrete ammunition
to sell into while bulls bargain hunt, looking to buy into GBP dips

This week sees several territories announce latest inflation figures (UK, EZ, US and Canada).
Inflation fears have risen in recent months despite no solid confirmation of this being the case.
Gold prices have risen spectacularly to all time highs of $1,226 but have now eased back by $100
or so alongside a resurgent Dollar. This coming week is likely to create developments in this
theme as inflation expectations stand ready to change subject to forthcoming CPI data.

More central bank meetings are scheduled for this week although it’s very unlikely for any rate
changes to occur now. Central bankers are still evaluating the gradual, bumpy recovery so tighter
monetary policy is unlikely at this stage. The highest probability for a policy move is in Norway
(futures markets imply a 10-20% chance of a 25bp rate hike at their meeting this week). More
likely is a slight change of tone in accompanying statements. This scenario is most likely at the Fed
meeting where monetary policy is squarely in focus following strong employment data two weeks
ago and buoyant retail sales figures last week. The key phrase to watch out for is “exceptionally
low level for an extended period”; if this phrase is removed, it will cause a strong reaction as
expectations of higher interest rates make their impact on all US asset classes including the Dollar.
Tighter policy would certainly boost the Dollar as carry trades are unwound and yield hungry
investors shuffle back to US equities, bonds and the Greenback.

In the case of Japan, the BoJ has the potential to surprise by hinting at currency intervention.
Further policy easing through QE/stimulus is improbable so soon after the previous round of
stimulus announced only last week. Currency fluctuations are a cause for worry when the Yen
appreciates across the board in the same week as monetary policy is loosened and GDP figures
surprise on the downside. Although USD/JPY has bounced off recent lows (84.79) last seen in
1994, more downward pressure i.e. a stronger Yen could see BoJ give into temptation and
intervene. BolJ officials are keen to create the best environment for a natural Japanese recovery
via export-led demand — this requires a weaker Yen against the Dollar because the US is Japan’s
largest export market. Talking the Yen down is difficult because policy options are so limited given
bargain basement interest rates and a barrage of stimulus measures which have created a
plentiful supply of liquidity but without the required demand for it to facilitate a healthy recovery.
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UK data is crucial this week following last week’s pre-budget report. The budget revealed nothing

noteworthy for currency movements although the extent of UK’s fiscal malaise was underlined.

GBP bears were tempted to make their presence felt but the lack of concrete data prevented a

concerted sell-off. This week’s data (CPl, unemployment, PSBR, retail sales) could potentially lead

to sharply higher GBP volatility and extended moves in all GBP pairs. In GBP/USD, the prevailing
range stretching back to April 2009 (1.68 — 1.58) could be threatened on the downside if the
labour sector shows unemployment sharply above 8% or if monthly retail sales growth fails to

beat 0.5%. On the flip side, stronger numbers could push Cable back up to range highs around

1.68.

FX Sensitive Calendar Events

Monday 14" December
(CHF) PPI

(EUR) Industrial Production
(EUR) Employment Change

Tuesday 15" December

(AUD) RBoA Policy Meeting Minutes
(CHF) Industrial Production

(GBP) CPI

(EUR) German ZEW Economic Sentiment
(USD) PPI

(USD) Empire State Manufacturing Index
(USD) TIC Long-Term Purchases

(USD) Industrial Production

Wednesday 16" December

(AUD) GDP

(EUR) French, German & Euro-zone Flash

Manufacturing PMI

(EUR) French, German & Euro-zone Flash

Services PMI

(GBP) Claimant Count Change

(GBP) Unemployment Rate

(NOK) Interest Rate Decision & Statement
(SEK) Interest Rate Decision & Statement

(EUR) CPI

(USD) CPI

(USD) Interest Rate Decision & Statement

Thursday 17™ December

(NZD) Business Confidence

(GBP) Retail Sales

(GBP) Consumer Inflation Expectations
(CHF) ZEW Economic Expectations
(CAD) CPI

(USD) Philly Fed Manufacturing Index

Friday 18" December

(GBP) BoE Financial Stability Report
(JPY) Interest Rate Decision & Statement
(EUR) PPI

(EUR) Current Account

(GBP) Public Sector Net Borrowing
(EUR) Trade Balance
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Disclaimer: AN

Alpari (UK) provides an execution-only service. The material contained here does not contain (and al pari
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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