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e Cyclical currencies start the year strongest, akin to their overall 2009
performance helped by psychological effect of the New Year and broad
confirmation that the recovery is ongoing Market Research

e Downward USD trend resumes as December flight towards the better yielding
USD recedes

e Surprising non-farm report fails to dissuade investor confidence regarding the

George Tchetvertakov
Head of Market Research

gtchetvertakov@alpari.co.uk
recovery in the US but fails to stem USD losses

e Cold snap in the Northern hemisphere spurs energy demand; crude oil makes
strong gains from below $70 in late Dec to stand at $83 per barrel in early Jan.

e Strong Chinese exports figures over the weekend have been very well received
by risk-FX and should lead to equities strength in early trade this week

EUR/USD 1.4326 1.4409 0.0083 0.58% 1.58%
GBP/USD 1.6121 1.6020 -0.0101 -0.63% 2.14%
uUsD/JPY 92.91 92.65 -0.26 -0.28% 2.71%
USD/CHF 1.0346 1.0237 -0.0109 -1.05% 1.98%
EUR/GBP 0.8883 0.8991 0.0108 1.22% 1.90%
EUR/CHF 1.4823 1.4751 -0.0072 -0.49% 1.00%
GBP/CHF 1.6681 1.6402 -0.0279 -1.67% 2.45%
GBP/JPY 149.81 148.44 -1.37 -0.91% 3.14%
EUR/JPY 133.10 133.49 0.39 0.29% 2.16%
CHF/JPY 89.76 90.45 0.69 0.77% 2.45%
AUD/USD 0.8992 0.9245 0.0253 2.81% 3.65%
NzZD/USD 0.7250 0.7361 0.0111 1.53% 3.24%
USD/CAD 1.0466 1.0296 -0.0170 -1.62% 2.15%

| Source: Alpari (UK)

The year 2010 began in the same vein as 2009 ended - stronger equity markets, higher
commodity prices and further increases in bond yields across the G10. Volumes are
gradually returning back to normal levels after the holiday period. Qil prices have
posted ten days of continuous gains, to stand back above $80 as harsh weather across
the northern hemisphere pushed up energy demand. Overall, the mood amongst
investors remains optimistic as equity indices make new highs in the US, UK and
Europe. The past week was relatively uneventful which helped volatility indicators such
as the VIX to post new lows, a good indication of a return to pre-crisis normality. The
big surprise was the break in the trend for jobs recovery in the US — a worse than
expected number of -85,000 stunned market participants and led to questioning over
how strong the recovery truly is. By the end of the week however, consensus was firm
that the figure was a mere bump in the road rather than a new dawn. The issue of rate
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normalisation in the US is still the dominant theme as market participants attempt to
second guess the timing of the Fed'’s first rate increase.

This coming week, economic data is plentiful which is likely to push up volumes across all asset
classes. Inflation data from the Euro-zone and the US, an interest rate decision by the ECB and US
retail sales are the highlights. Economic indicators are currently being focused with a view of how
they will affect policy normalisation schedules. Different rates of policy tightening will be a key
factor for FX and bond markets in particular. In addition, strong Chinese export figures over the
weekend have boosted global recovery hopes. Some market participants are considering the 18%
surge in exports as a breakthrough moment whereby people around the world are finally
returning to spending thus increasing the likelihood of lower unemployment and stronger
aggregate demand.

usb

The New Year has brought with it an inclination to sell USD as early policy normalisation
expectations in the US have been put to rest — at least for now. Equities across the globe rose as
recovery optimism was reinvigorated. Crude oil saw extremely high buying interest as part of a
broader rise in energy demand as cold weather set in across the northern hemisphere. The CRB
commodities index — a good indicator of overall commodity demand reached its highest level
since October 2008 (285.74) in mid-week trade. The VIX volatility index, Wall Street's favourite
gauge of market turbulence, fell to a 16-month low of 18.11 indicating a continuation of falling
risk-aversion going into 2010.

Sharply lower pending home
sales (-16% vs. -2.3% exp.)
were largely ignored by the
0.63% market despite expectations of
0% ’—‘ a much flatter number.

\_‘ — \_‘ Investors saw the sharp fall as

0.28%

0.58% 0.58% 5 evidence of consumer
1.05% 0.90%

US Dollar

2%

1539, tentativeness due to the
-2% 1.62% "1.23%

5 129 expiration of US support for

homebuyers. From one
perspective, the fall is not
much of an issue because pent

2.81%

-4%

- EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK .
alparl up demand is there but on the

other hand, the figure suggests
market ‘addiction’ to government support. Seemingly, as market participants feel government
hand-holding is starting to fade, spending decisions are being put-off. In the long-term this could
mean that when government support is removed, privately run markets will experience a large
fall in activity which indicates inherently hollow demand for goods and services in the US
economy.

As is usually the case at the start of each month, investors were keenly awaiting the US
employment report. The much lower than expected figure (-85,000 vs. -1,000 exp.) led to strong
EUR gains against USD in particular (in addition to broad USD weakness against other currencies)
although the bigger picture remains unchanged. The US economy is improving including the
labour market. The employment report was considered a short-term bump along the road to
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recovery. It will be interesting to see how market reaction responds to further data out over the

next few weeks. Investors will be looking for the likely disconfirmation of Friday’s report but on /\/\/\

E the other hand, continued weakness in other indicators could wash away the goodwill feeling :
- towards the US and US assets in general, seen over the course of December. Another worrying al pari
—_— sign was the fall in US unemployment which was due to jobseekers leaving the labour market

B altogether (participation rate fell from 64.9% to 64.6%) thus making the overall unemployment

GC) rate fall from 10.1% to 10.0%. This could indicate exasperation amongst the unemployed and

g does not bode well for jobs growth in the future.

2 EUR

>

L

European fundamentals were largely unchanged last week although several indicators generated
raised eyebrows: German (-1.1% vs. 0.4% exp.) and European (-1.2% vs. 0% exp.) retail sales
proved that economic recovery is still rather slow and gradual within the Euro-zone despite the
recent exit from recession and plans to
Euro remove stimulus measures on the
2% horizon. Consequently, EUR pairs were

1.22% i
more or less unchanged given market

0.58%
’_‘ 0.29% expectations already accepting this.

0% The Euro was strongest against GBP
(+1.22%) and weakest against AUD (-
1.09% -0.99% 2.18%) which reflected a broader

-0.49%

2% pattern of cyclical currency strength at

-2.18% the expense of traditional safe havens
such as USD, JPY and CHF. As has been
-4% the case over the course of 2009, the

USD GBP JPY CHF CAD NZD AUD Euro is benefitting from having a fairly
neutral risk profile which allows it to

alpari
stay fairly stable against all other currencies regardless of the risk environment.

On a more positive note, Euro-zone GDP growth met expectations (0.4% Q/Q) and inflation
remained stable, also meeting expectations (0.9% Y/Y). These numbers helped to create a sense
of stability amongst EUR investors and speculators i.e. the expected recovery path is on track.
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Sterling was the weakest currency in the G20 last week, falling across the board against all its
counterparts. The largest declines were against AUD (-3.49%), CAD (-2.41%) and NZD (-2.23%) as
risk preferences drove better yielding currencies higher. The rationale is that capital flows favour
those currencies that have a higher return as investors make investment decisions for 2010. The
upbeat environment for equities,
British Pound commodities, growth and the
recovery as a whole has attracted

0%

huge flows towards cyclical

-0.63%

0.91% currencies such as AUD, NZD, CAD,

-1.22% SEK, DKK, NOK over the course of
29 -1.67%

2009 — this trend is continuing

age L23% going into 2010.

The lack of Sterling specific news

should have led to a more balanced

-3.49%
-4% performance for GBP pairs — the

.0 USD EUR JPY CHF AUD CAD NZD Dollar’s gain against GBP was made
all the more puzzling because in a
risk-friendly environment GBP is usually well supported.

The BoE interest rate decision proved a non-event as the decision to leave interest rates/QE
unchanged was accompanied by a very tepid statement that failed to stir any changes to investor
opinions or expectations regarding Sterling.

JPY

Trade in JPY pairs also reflected the broader trend of risk-tolerance in FX last week. The big event
for Yen traders was the resignation of Finance Minister Hirohisa Fujii which pushed Yen pairs
lower mid-week as fears of a

Japanese Yen weaker Yen policy surfaced. Focus

2% was on the USD/JPY pair in
0.91% particular given Japan’s reliance on
0.28% the US as an export market. Market
oy L participants saw a strong likelihood
-0.29% that the new finance minister’s
-0.77% (Naoto Kan) FX policy would be
2% "1.36% 1.29% detrimental to the Yen. Initial
S a5% remarks at his inaugural address in
Tokyo on Wednesday were JPY
-4% negative and increased the chances

USD EUR GBP CHF CAD NZD AUD of artificial intervention by the Bol.

alpari

Kan’s pro weak-Yen comments
made a relatively big impact the following day as well although a slew of contradictory comments
from other top Japanese officials washed away market attention on the whole issue. Market
participants have decided to keep an eye on the political situation in Japan although there is still
much uncertainty regarding FX policy. Over the coming weeks, investors will be looking closely at
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actual policy actions rather than nitpicking between a multiplicity of comments from Japanese
finance and banking officials.

CHF

The key theme for the Swiss Franc continues to be the extended move lower in EUR/CHF, beyond
the 1.50 ‘line in the sand’ set by the SNB. Despite renewed comments from SNB officials that CHF
intervention is on the table, EUR/CHF

Swiss Franc continues to sell-off, hitting a low of 1.4741

1.67% last week. Since breaching the 1.50 level on
December 18", EUR/CHF has failed to trade

0.77% above it since, creating speculation that either

the SNB has set itself a different target at

0% which to intervene or is pausing its efforts in

1.05%

0.49%

order to clear speculative positions out of the

-0.59% market. Speculators have been found it
difficult to assimilate the situation with

speculative long positions being continually

2% -1.72%

alpari USD EUR GBP JPY CAD AUD Speculative shorts on the other hand have

disproved by fresh lows on a daily basis.

been tentative because of the threat of
renewed intervention. A different theory is that the SNB has discarded intervention plans in
favour of market driven currency moves (i.e. gradual CHF appreciation). If this proves to be the
case, we still feel that continued CHF strength will hurt Swiss exporters and Swiss economic
growth thus bring FX intervention back into the frame later in 2010.

Aside from the intervention theme, the Swissie traded in line with the predominant risk-
preference theme which overshadowed all currency pairs last week. CHF was lower against
cyclicals; -0.59% vs. CAD and -1.72% vs. AUD while strengthening against USD, GBP, EUR and JPY.

Others

The Canadian dollar checked its upward trend against the US Dollar for brief time on Friday as
much weaker than expected employment data (-2,600 vs. 20,200 exp.) hurt the Canadian
recovery story. USD/CAD rose by almost 100 points in less than two minutes. Over the course of
2009, countries such as Canada, New Zealand, Australia as well as the Scandinavian countries
have benefited from being relatively insulated from the economic crisis and thus were assumed to
have the best chances of a sharp recovery. The unexpected increase in unemployment (very mild
one at that) surprised investors and induced a knee-jerk reaction. Later that day however, poor
results from the US labour sector reversed the move higher in USD/CAD.

The Australian Dollar was the strongest currency in the G20 last week as strong building approvals
(5.9% vs. 3.1% exp.) and retail sales figures (1.4% vs. 0.4% exp.) increased the chances of a return
to rate tightening by the RBoA. At their last meeting, on December 2" 2009, the RBoA raised
interest rates but comments since that meeting have suggested that policy normalisation has
been adequate and may actually dampen the recovery. Last week’s figures could now put
pressure on the central bank to reconsider their policy actions. The RBoA’s next meeting is on
February 2" with expectations now turning back towards a resumption of interest rate increases.
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AUD benefitted from these changes in expectations as investors were buoyed not only by

monetary policy expectations but also by the already strong yield premium available. /\/\N\
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Preview: 11" — 17" January 2010 PN

n
| Looking ahead | alPari
: e Volumes likely to return back to normal levels as market participants continue to return
5 after the holiday period
GC) e USD performance could be the key to all asset classes — strong bounce in December could
- be reinforced by continued speculation that the Fed will normalise monetary policy in H1
% 2010 rather than H2.
C e On the other hand, if risk-tolerance is maintained a return to Dollar weakness should
u::) continue as USD is invested into better yielding assets/currencies.

e |nvestors are already eyeing the forthcoming 2009 Q4 earnings season commencing Jan 11"
— higher equities/weaker Dollar relationship likely to remain despite the decoupling that
occurred in December.

This coming week, economic data is plentiful which is likely to push up volumes across all asset
classes. Inflation data from the Euro-zone and the US, an interest rate decision by the ECB
(unchanged widely expected) and US retail sales are the highlights. Economic indicators are
currently being focused with a view of how they will affect policy normalisation schedules.
Different rates of policy tightening will be a key factor for FX and bond markets in particular. In
addition, strong Chinese export figures over the weekend have boosted global recovery hopes.
Some market participants are considering the 18% surge in exports as a breakthrough moment
whereby people around the world are finally returning to spending thus increasing the likelihood
of lower unemployment and stronger aggregate demand.

Given the strong exports recovery in China, we are likely to see another risk-friendly week in the
FX market. This is likely to weigh on the Dollar as the US recovery lags behind most other regions.
Currently, investor perception of US economic policy is rather sanguine. The Fed’s bloated
balance sheet, trillions in added liquidity, QE, government support for banks & automakers and
ultra-loose monetary policy has forced many to step back from the Dollar. We are only likely to
see a reconnection between US equities and the Dollar (as part of a broader reconnection
between USD and risk) if many of the policies employed over the course of 2008/2009 are
removed — or at the very least are given fixed removal schedules.

Investors are already eyeing the forthcoming 2009 Q4 earnings season due to get under way on
January 11" — the higher equities/weaker Dollar relationship is likely to remain despite the
decoupling that occurred in December. Over the course of December rising bond yields attracted
capital flows back towards the US which is similar to what happened at the end of 2008.
Decembers pro-Dollar moves were also helped by an inclination to beef up balance sheets by US
market participants going into year end. In early 2010 we are likely to see this driver ebb away
leaving the Dollar with little support. Concerns regarding long-term Dollar value are still in focus
but if we see continued upside surprises in US economic indicators accompanied by expectations
of tighter monetary policy, sooner rather than later then the tide against the Dollar could turn
rather quickly.
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Earnings results for the 4™ quarter of 2009 are due from the top US companies over the course of
January. Depending on their outcome, currencies will be impacted. Particular attention will be on
the US Dollar because the firms reporting are US based although a broader effect on risk
preferences and risk-tolerance is also expected. Most analysts expect strong earnings with upside
surprises a likely possibility because of the recent tendency to ‘low-ball’ estimates. This has been
the case for Q1, Q2 and Q3 so for Q4 we expect at least an element of the same.

Strong earnings are likely to support the recovery story and in turn equity markets in the US. The
Dollar is likely to suffer if equities rally to new highs because since global capital flows favour non-
US over US equities in an improving earnings environment, and since rising US corporate profits
have tended to motivate net FDI outflows from the US. Regardless of the actual results that are
announced, we think that the Q4 earnings results will be a driver for FX in January 2010. Particular
firms may attract more attention than others for two reasons. One is that particular firms act as
bellwethers whereby the results of one firm lead to investor sentiment changing for the whole
sector/economy e.g. Yahoo, Google, Citigroup. And two, because the financial crisis has affected
some sectors more than others e.g. banking, housing, manufacturing.

See next page for Q4 Earnings Calendar
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2009 Q4 Earnings Calendar

Company Name Date

Alcoa 11 January 2010
WD-40 Company 11 January 2010
Hyatt Hotels 12 January 2010
Marshall & lsley 14 January 2010
Intel 14 January 2010
TD Ameritrade Holding Corp 18 January 2010
McMoRan Exploration Co 19 January 2010
Charles Schwab Corp 19 January 2010
First Horizon National Corp 19 January 2010
Citigroup Inc 19 January 2010
International Business Machines Corp 19 January 2010
Fifth Third Bancorp 19 January 2010
US Bancorp 20 January 2010
Brinker International 20 January 2010
Bank of New York Mellon 20 January 2010
Wells Fargo & Co 20 January 2010
ConocoPhillips 20 January 2010
eBay Inc 20 January 2010
Bank of America 20 January 2010
United Technologies 20 January 2010
Delta Air Lines 20 January 2010
Northwest Bancshares 20 January 2010
State Street 20 January 2010
Starbucks Corp 20 January 2010
AllianceBernstein Holding 20 January 2010
UnitedHealth Group 21 January 2010
KeyCorp 21 January 2010
Goldman Sachs Group 21 January 2010
Morgan Stanley 21 January 2010
Continental Airlines 21 January 2010
Capital One Financial 21 January 2010
Google 21 January 2010
American Express 21 January 2010
Consolidated Edison 21 January 2010
Xerox 21 January 2010
Lockheed Martin 21 January 2010
Union Pacific 21 January 2010
PNC Financial Services Group 21 January 2010
Southwest Airlines 21 January 2010
US Airways Group 21 January 2010
Advanced Micro Devices 21 January 2010
SunTrust Banks 22 January 2010
McDonald's Corp 22 January 2010
Harley-Davidson 22 January 2010
Schlumberger 22 January 2010
Kimberly-Clark 22 January 2010
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Celera Corp 22 January 2010
Johnson Controls 22 January 2010
General Electric 22 January 2010
Honeywell International 22 January 2010
Eaton Corp 25 January 2010
Texas Instruments 25 January 2010
Halliburton Co 25 January 2010
Apple Inc 25 January 2010
Callaway Golf Co 26 January 2010
Johnson & Johnson 26 January 2010
United States Steel Corp 26 January 2010
Energizer Holdings 26 January 2010
Yahoo! 26 January 2010
Verizon Communications 26 January 2010
Burlington Northern Santa Fe Corp 26 January 2010
Caterpillar 26 January 2010
JetBlue Airways 26 January 2010
Merck & Co 26 January 2010
Black & Decker 26 January 2010
Abbott Laboratories 27 January 2010
General Dynamics 27 January 2010
BlackRock 27 January 2010
Piper Jaffray 27 January 2010
WellPoint 27 January 2010
Boeing 27 January 2010
E*Trade Financial 27 January 2010
QUALCOMM 27 January 2010
McGraw-Hill Cos 27 January 2010
Allstate Corp 27 January 2010
Hess Corp 27 January 2010
Symantec 27 January 2010
New York Times Co 27 January 2010
Constellation Energy Group 27 January 2010
Sun Microsystems 27 January 2010
Valero Energy 27 January 2010
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FX Sensitive Calendar Events

Monday 11" January Tuesday 12" January AN
(CHF) Retail Sales (GBP) BRC Retail Sales Monitor

(CAD) Housing Starts (AUD) Home Loans al pa ri
(CAD) Building Permits (GBP) Trade Balance

(CAD) Trade Balance
(USD) Trade Balance

Wednesday 13" January Thursday 14™ January

(GBP) Manufacturing Production (AUD) Employment Change

(GBP) Beige Book (AUD) Unemployment Rate

(USD) Federal Budget Balance (EUR) Industrial Production

(NZD) Building Consents (EUR) Interest Rate Decision + Statement
(JPY) Core Machinery Orders (USD) Retail Sales

(USD) Unemployment Claims
(USD) Import Prices

Friday 15" January

(CHF) PPI

(EUR) CPI

(EUR) Trade Balance

(USD) CPI

(USD) Empire State Manufacturing Index

(USD) Capacity Utilisation Rate

(USD) Industrial Production

(USD) University of Michigan Consumer Sentiment

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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