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(= e Thin trading volumes helped the Euro to break key milestones —1.43 in

LE EUR/USD, 1.50 in EUR/CHF

o Dollar strength extends for yet another week as US fundamentals tempt USD Market Research
bulls back to the table

. . . . George Tchetvertakov
e Elements of risk-aversion present; unconfirmed reports of geo-political events

} ) Head of Market Research
(Iran, Pakistan) helped the safe-haven bid gichetvertakov@alpari.co.uk

o UK boosted by the first fall in unemployment since May 2008; other data still
struggling to boost confidence in GBP

EUR/USD 1.4610 1.4336 -0.0274 -1.88% 2.90%
GBP/USD 1.6216 1.6148 -0.0068 -0.42% 2.21%
UsD/JPY 89.28 90.47 1.19 1.33% 2.89%
USD/CHF 1.0353 1.0424 0.0071 0.69% 2.08%
EUR/GBP 0.9007 0.8871 -0.0136 -1.51% 2.19%
EUR/CHF 1.5126 1.4946 -0.0180 -1.19% 1.53%
GBP/CHF 1.6788 1.6835 0.0047 0.28% 1.94%
GBP/JPY 144.76 146.13 1.37 0.95% 2.62%
EUR/JPY 130.45 129.69 -0.76 -0.58% 2.58%
CHF/JPY 86.22 86.76 0.54 0.63% 1.79%
AUD/USD 0.9101 0.8897 -0.0204 -2.24% 4.01%
NzZD/USD 0.7240 0.7110 -0.0130 -1.80% 3.23%
USD/CAD 1.0601 1.0662 0.0061 0.58% 1.84%

| Source: Alpari (UK)

The upcoming festive holidays began to take their toll on financial markets last week
with volumes suffering in equities, commodities and FX. Price action was volatile at
times although on the whole all asset classes remained within ranges. The exception
was the US Dollar Index as it broke its long-running downward trend channel. The Fed
policy meeting on Wednesday highlighted an improving labour market and recovery in
the housing market which added to broad improvements in US data over the past few
weeks. By the close of the European session on Thursday, the Dollar was higher across
the board against its G20 counterparts. In the UK, unemployment fell for the first time
since May 2008 which boosted Sterling and UK equities only to be stopped short by
negative retail sales numbers. Equity markets grinded sideways but remained at their
highs for the year. As we get close to year end it will be interesting to see whether a
significant move can develop given the lower volumes expected.

This week, attention turns towards a batch of GDP data from the US, UK, Canada and
New Zealand which will be keenly anticipated. Either negative or positive shocks could
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push equity markets off their highs or towards new ones in lower liquidity conditions. Updated
housing data from the US will be influential considering the importance being attached to the
housing sector by the Fed when discussing interest rate policy and the schedule of policy
normalisation going into 2010.

usb
The US Dollar continued on its march higher — 3%-5% higher in December against G20
counterparts and the Dollar Index peaking at 78.14 last week, with the downward trend channel
dating back to March being broken. How valid and sustainable USD moves are is still unclear
because light volumes and a strong desire to beef up balance sheets before year end was partly to
blame for the Dollar’s flourish in December of last year. If we take a less cynical approach, Dollar
strength was supported by an upbeat Fed policy meeting even though no real changes to policy
were announced. The “low rates for an extended period” phrase remained and so did a balance of
negative and positive aspects.
Overall, the fresh positives
US Dollar since the last meeting
4% (stronger labour sector, better

housing data) were highlighted

which helped to create a
5 245 positive bias despite the lack of

1.88% 1.91% 1.93% any clear signals. Investors

2% 1.80%

133% L399 took the statement as Dollar

positive, possibly because

0-69% 4 5gos stimulus unwinding measures

0.42%

’—‘ are seemingly around the
0% corner rather than in Q3/Q4 of
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK 2010. Profit taking could also
be a factor as the downward
trend has persisted since March — falling 14% in the process. Profit-taking before the holiday
period often occurs in fear of adverse moves in illiquid markets. This explanation is much less
likely in FX because it is the most liquid asset class but it is still possible given the broad desire to
sell USD in 2009 by so many different market participants. It could even be argued that the slight
possibility of sooner than expected policy normalisation in the US induced the initial stages of a
much broader carry trade unwind which will occur in 2010.

alpari

A very important event for equities (and the dollar) was news of financial regulators giving banks a
grace period before forcing them to implement stricter capital rules. This eased concern that
lenders would need to issue huge amounts of shares in the near future. Banking shares rose on
the news and we could see further equity strength in the coming months as the regulatory
overhang is alleviated, if only temporarily.

EUR

The Euro slid further against a backdrop of sovereign risk in Greece and rumours of geo-political
instability in Iran (troop incursion into Iraq) and Pakistan (coup) which made an impact on
EUR/USD. The pair fell below 1.43 for the first time since September. Thin markets helped to
extend moves in USD as perceived safe haven demand was seized upon by speculators. Slower
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than expected inflation figures (1.0% vs. 1.2% exp.) didn’t help although losses were not severe;
1%-2% across the board for the whole week. Market participants are not wholly convinced that
sovereign risk will result in a major event that could affect Europe as an economic entity e.g.
breakup or running large deficits to support weaker members. For now, speculators are driving
short-term EUR moves on the back of rumour and speculation.
German business confidence
Euro increased to the highest level since
early 2008 (94.7 vs. 95.6 exp.) as the
global recovery sparked a revival in

2%

exports and manufacturing growth
0.35% although this outcome was highly
o expected. The Euro barely took
(i} | |
-0.11% notice.

-0.58%

A key event for EUR traders last week

ey -1.32% was the break of 1.50 to the

2% ' ggy downside in EUR/CHF for the first

USD GBP JPY CHF CAD NZD AUD time since March 09. The exact
reason for the move was unclear.

Talk of a possible coup in Pakistan seems a bit farfetched even now although at the time it was

-1.19%

alpari

cited as a factor. Another plausible explanation is SNB dissatisfaction over the large build up of
orders around 1.50. A ‘clear-out’ was allowed to happen by a lack of intervention which helps to
avoid speculative price action in the future as traders will be more hesitant and apprehensive
about buying at 1.50 knowing that intervention may not be as forthcoming as it was previously.
The force of the move was spectacular: 1.50 down to 1.49 in less than 5 minutes which shook out
a lot of speculative longs in the process. Traders had become accustomed to buying the pair at
1.50 as if it was a free-lunch because of SNB intervention.

GBP
Higher than expected UK CPI (1.9% vs. 1.8% exp.) provided support for Sterling bulls who were
looking for footholds after the

British Pound previous week’s pessimism

2% . )
151% e surrounding the pre-budget

report, Britain’s fiscal record and
0.95% 1.02%

its AAA credit rating. The key news
0.28% was of a fall in the claimant count

o indicating the first (yet small) fall in

\_[ L unemployment since May 2008.

-0.20%
-0.42% Psychologically, this acted as a

0%

major boost because it increases
the likelihood of a return to

2% growth sooner rather than later,
Jioan USD EUR JPY CHF AUD CAD N2ZD which is what the UK is currently
depending on for Sterling to
remain well supported. Britain’s fiscal profile has deteriorated markedly over the past 2 years with
full recovery only being possible sometime after 2020. The shortcut to that recovery is GDP
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growth — faster rates of growth and sooner would aid the recovery schedule by reducing the
amount of debt to be paid back in relative terms.

The good news at the beginning of the week was upstaged at the end by poor UK retail sales
figures (-0.3% vs. 0.5% exp.) indicating the fastest rate of decline since May of this year. This was a
massive surprise and led to immediate (and broad) weakness across all Sterling pairs. GBP/USD
was worst hit given the Dollar’s strong momentum from the Fed meeting plus the recent upturn
in fundamental data. Overall, Sterling performed very strongly, depreciating only against a
resurgent Dollar (-0.42%) and CAD (-0.20%).

JPY
Japanese Yen
2% Yen pairs were very quiet for a change and
took their cue from other currencies. An
0.95%
0.58% almost non-existent calendar prevented
: 0.49%
’—‘ significant shifts out of set ranges. The only
% noteworthy event was an interest rate
meeting which confirmed a hold at 0.10%.
-0.63%
-0.76%
-0.95%
-1.33%
-2%
.n USD EUR GBP CHF CAD NZD AUD
CHF

A key event for EUR traders last week was the break of 1.50 to the downside in EUR/CHF for the
first time since March 09. The exact reason for the move was unclear. Talk of a possible coup in
Pakistan seems a bit farfetched even now although at
the time it was cited as a factor. Another plausible
explanation is SNB dissatisfaction over the large build

Swiss Franc

1.57%

1.19%

up of orders around 1.50. A ‘clear-out’ was allowed to

063% happen by a lack of intervention which helps to avoid

speculative price action in the future as traders will be
OAJ \—‘ . . .
[ 0.13% more hesitant and apprehensive about buying at 1.50

-0.28%

0.69% knowing that intervention may not be as forthcoming
as it was previously. The force of the move was

™ spectacular: 1.50 down to 1.49 in less than 5 minutes

~ USD EUR GBP JPY CAD AUD which shook out a lot of speculative longs in the
! process. Traders had become accustomed to buying
the pair at 1.50 as if it was a free-lunch because of SNB intervention.
Stronger industrial production (3.4% vs. 0.4% exp.) figures on Tuesday helped to support the
Swissie although there was no significant move as result despite the marked strength. Also, the
Swiss Franc benefited from the speculative safe-haven bid which overshadowed the FX market

last week.
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The Royal Bank of Australia (RBoA) capped expectations for more rate rises — minutes from the )
December meeting showed a pause in rate policy was discussed. Speculators took fright and sold al pari
AUD.

Later in the week, RBoA Deputy Governor Ric Battelino said “the overall stance of monetary policy

is now back in the normal range, interest rates were back to normal” and that there is “less need

for the cash rate to rise”. AUD was lower across the board. GBP strengthened significantly against

AUD —the range of 1.77- 1.8350 held despite the brakes on rate hikes seemingly being applied by

RBoA officials.

Going forward, we could see a retracement of the extensive moves made by the Aussie Dollar

since March 2009 because of the perceived yield differential (between Australia and other

nations) withering away as RBoA rate policy slows.
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: e Very few calendar events scheduled for this week; ranging markets could prevail under such

5 conditions

QC) e GDP figures and US housing sector in focus

= e Volumes should continue to fall and could encourage adverse moves in thinner markets

% e EUR/CHF the pair to watch as it opens below 1.49 on Sunday; way below the 1.50 level

% being supported by the SNB

L

This week, attention turns towards a batch of GDP data from the US, UK, Canada and New
Zealand which will be keenly anticipated. Either negative or positive shocks could push equity
markets off their highs or towards new ones in lower liquidity conditions. Updated housing data
from the US will be influential considering the importance being attached to the housing sector by
the Fed when discussing interest rate policy and the schedule of policy normalisation going into
2010.

Very light volumes are expected across all asset classes this week due to the Christmas period.
Markets are closed on this Friday and next Monday. Regardless of the liquidity conditions, FX
could still provide volatility for short-term traders. The Dollar’s December flourish could extend
further if housing data re-affirms the Fed’s view that economic conditions are improving. The level
of importance being given to consumer focused data such as retail sales, housing, and
employment is high because recovery hopes are largely resting on the decisions made by
consumers. January’s retail sales data for December will be keenly watched for differences
compared to last year. The Dollar’s strong performance so far in December is largely due to the
pickup in such indicators. This week sees personal spending, new & existing home sales and the
core PCE inflation indicator, the Fed’s preferred measure of inflation in the US. Data surprises may
or may not occur but the lack of volume could create overshooting in the moves that do occur
should there be a surprise.

The array of GDP figures could be influential if there is a revision. We are expecting to see final
GDP figures from the UK, US and New Zealand. Final readings are unlikely to provide marked
revisions but if we do see one then expect the corresponding currency to be impacted as a result.

A key theme FX traders should be focusing on this week is how the SNB reacts to last week’s
break of 1.50 in EUR/CHF. The highly unexpected surge below 1.50 in the early hours of Thursday
morning last week took many by surprise and subsequently opened up a vast spectrum of options
going forward. The SNB may have decided to halt FX intervention in which case further EUR
strength would be likely. On the other hand, the SNB will continue its intervention policy without
clear hints and indications of where they will act. What happens in the EUR/CHF pair this week
will be intriguing because market participants are struggling to find consensus as to what will
happen next. Speculative longs around 1.50 are now very difficult to sanction but that may just be
the point the SNB is trying to make; speculative interest is not wanted. The markets tend to do
the opposite of what authorities want it to so if the SNB reaffirms its intervention policy, be ready
to go level hunting again. At market open on Sunday in London, EUR/CHF opened at 1.4894
before trading back up towards 1.4970 in the following hours.
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FX Sensitive Calendar Events

Monday 21** December Tuesday 22" December AN
E (CAD) Retail Sales (CHF) Trade Balance
(NZD) Current Account (GBP) Current Account al pa ri
T (GBP) Final Q/Q GDP
< (USD) Final Q/Q GDP
E (USD) Existing Home Sales
Q (NZD) Q/Q GDP
S
% Wednesday 23" December Thursday 24" December
C (GBP) Monetary Policy Meeting Minutes (USD) Core Durable Goods Orders
u:_) (GBP) BBA Mortgage Approvals (USD) Unemployment Claims

(CAD) GDP

(USD) Core PCE Price Index

(USD) Personal Spending

(USD) New Home Sales

(JPY) Monetary Policy Meeting Minutes

(JPY) Household Spending
(JPY) Tokyo Core CPI

Friday 25" December
Public Holiday

Saturday 26™ December
Public Holiday

Sunday 27" December
(JPY) Preliminary Industrial Production
(JPY) Retail Sales

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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