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Review: 11" — 17" January 2010

‘ REcAp) ‘ a | a r i
e Only marginal change in most asset classes/currency pairs P
e Vast majority of initial Q4 earnings results beat expectations but more is yet to
come Market Research

e Most price action was in JPY pairs as JPY appreciated strongly against all its
George Tchetvertakov

Head of Market Research
e China’s decision to enter early stages of policy tightening frightened investors; gtchetvertakov@alpari.co.uk

counterparts

global recovery questioned alongside concerns of lower growth rate

EUR/USD 1.4411 1.4385 -0.0026 -0.18% 1.69%
GBP/USD 1.6057 1.6261 0.0204 1.27% 1.86%
UsD/JPY 92.57 90.75 -1.82 -1.97% 2.23%
USD/CHF 1.0238 1.0252 0.0014 0.14% 1.52%
EUR/GBP 0.8972 0.8843 -0.0129 -1.44% 2.43%
EUR/CHF 1.4757 1.4749 -0.0008 -0.05% 0.58%
GBP/CHF 1.6442 1.6673 0.0231 1.40% 2.66%
GBP/JPY 148.66 147.57 -1.09 -0.73% 2.25%
EUR/JPY 133.42 130.56 -2.86 -2.14% 3.05%
CHF/JPY 90.37 88.49 -1.88 -2.08% 3.14%
AUD/USD 0.9277 0.9227 -0.0050 -0.54% 1.70%
NzD/USD 0.7376 0.7375 -0.0001 -0.01% 1.11%
USD/CAD 1.0307 1.0288 -0.0019 -0.18% 1.83%

| Source: Alpari (UK)

There was very little material change in the markets last week. All asset classes stood
still more or less as volatility indices showed further declines. Equities and
commodities remained close to their highs going back to late 2008 although there
were slight retracements as investors trimmed long positions. Fears of a more
concerted retracement surfaced as Chinese tightening surprised market participants in
addition to some other lacklustre economic indicators — most notably from the US as
retail sales contracted unexpectedly.

Long-term bond yields fell in Europe despite Greek and Portuguese government debt
being in the spotlight for all the wrong reasons. Large current account deficits in
addition to intentional understatement of debt levels has soured appetite for Greek
bonds and driven demand for benchmark debt. The cost of insuring against default on
European government debt rose to new highs indicating a growing unease about the
overall European fiscal situation. The US dollar continues its return to 2009 trade
dynamics as expectations of early monetary tightening faded further still following
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December’s strong rally against all other currencies. The Dollar was down across the
board by midweek but recovered well, closing the week marginally flat in most pairs.

This coming week, attention is likely to turn to UK inflation and European PMI’s with FX traders
probably watching key Canadian macro data alongside Chinese GDP figures which have the
potential to sway risk-preferences and in turn drive all asset classes. Also in the spotlight is the US
earnings season - US earnings results for Q4 2009 kicked off with mixed results last week but
there was little to drive sentiment significantly (See Q4 earnings calendar on pages 6 & 7). The
bulk of the results are due between now and the end of January as bellwether banking, IT and
retail stocks report earnings. The negative correlation between US equities and the Dollar is
unlikely to decouple just yet.

usb
A Chinese announcement that reserve requirements for Chinese banks would be raised by 0.5%
on January 18" put the scares on market participants with a view that the global recovery would
slow. A broader fear that Chinese tightening designed to contain inflation and reign in the sharp
rise in liquidity will hurt global demand capped any significant gains for risk-assets in favour of
fixed income and safe haven currencies such as the Yen. The Aussie Dollar and other commodity
currencies struggled to find support following the news, leading to broad risk-off market
sentiment.
Despite negative macro-data,
” US Dollar the Dollar was well supported
as equities failed to extend
0.54% _ gains. Investors are tentative as
0.18% 0.14% 0.21% 0.28%

0.01% — we are in the midst of the Q4
| I

0.18%

0%

earnings season. Very poor
retail sales in the US (-0.3% vs.
1.27% 0.4% exp.) ensured early US

0.35%

-2%
1.97% tightening expectations

evaporated completely
following the previous week’s
doubts.

-4%
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK

alpari

d Slightly better than expected
results from JP Morgan didn’t do much for the JP Morgan share price, a healthy improvement in
profits on the commercial side of the bank were counterbalanced by a large loss in its retail
division which underlines the fragmented recovery occurring in the US. Before and after results
were announced, USD rose against most currencies. For the week overall, the Dollar made its
most pronounced moves against JPY (-1.97%) and GBP (-1.27%) and remained largely unchanged
in all other pairs.
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The Euro was buffeted by sovereign debt issues; prime focus was on Greece and Portugal who are
showing the highest probability of

Euro default on their government debt
2% obligations. We feel that expectations
of Greek/Portuguese/Irish/Italian
0.37%
[
0% T—— now. The monetary policy decisions
0.18% 0.05% — -0.01% Y policy

defaults are overdone, at least for

-0.36% made by the ECB are still ongoing and

investors are mostly in agreement

. -1.44% . -
-2% that ultra-accommodative policies

-2.14%

should persist for the time being given
the slow rate of recovery. Also,

-4% Greece and Portugal are fairly
USD GBP JPY CHF CAD NZD AUD peripheral members of Europe when
compared with France, Germany, ltaly

alpari

and others so even in the case of a Greek default; the probability of the Euro-zone suffering a
broad crisis of confidence remains highly unlikely.

Last week’s interest rate decision to keep rates unchanged at 1% was in line with expectations.
Market participants are anticipating an interest rate rise only in Q4 2010.

GBP

Sterling was bolstered by comments from policymaker Andrew Sentance on Wednesday that the
BoE may be close to halting its asset-buying programme. Given the large amount of
. QE/fiscal/monetary policy
4% British Pound negatives that have been priced
into GBP currency pairs, the
comments made a significant
2.08% . . .
impact on investor perceptions of

Sterling. The currency ended the

2%
127% 144% 1.40% 136% 1.38%

week higher against all currencies

0% with the exception of the Yen as

speculative interest focused on the

-0.73% likelihood of BoE raising interest
rates in the first half of 2010 rather
than the second. GBP’s
performance was all the more

-2%

.pa USD EUR JPY CHF AUD CAD NZD

surprising because of unexpectedly lower manufacturing production figures (0.0% vs. 0.3% exp.).
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The Yen was the strongest :
Japanese Yen performing currency in the FX alPa”
market last week. A fairly high

|

4%

element of risk-aversion arising

- from Chinese monetary policy

tightening measures boosted
Loge, 2-14% 2.08% 2.11% & g

29% 1.79% demand. There was a return to

counterintuitive trade dynamics as

Fundamental

very negative core machinery
orders (-11.3% vs. 0.3% exp.) went
unnoticed. Overall, the largest

0.73%

0%

gains were against the usual risk
alpari USD EUR GBP CHF CAD NZD AUD champions such as AUD (+2.52%)

and NZD (+2.11%).
CHF

Extremely disappointing retail sales figures (0.6% vs. 1.9% exp.) in early Monday trade sent CHF
pairs lower but also allowed EUR/CHF to bounce from recent lows; taking the pressure off the SNB
in the intervention saga. The data release was
Swiss Franc made available early on Monday and due to its
2% below-par nature, the mood for Swiss assets

was set for the rest of the week. Most Swissie
0.46%

0.05% ’—‘

crosses finished the week lower while the Swiss

0% — equity index (SMI) closed the week 1.15% lower
’ -0.31% at 6,576.02.
o -1.40% The intervention theme took a backseat last
-2.08% week as new lows were not common in the

EUR/CHF pair. A new low was set at 1.4722 on
Jan 11" although price action soon saw upward

= USD EUR GBP JPY CAD AUD momentum as retail sales disappointed. The
alpar majority of gains early in the week were given
up on Thursday as EUR related events dragged sentiment back in the other direction. The risk of
sudden intervention by the SNB remains high as EUR/CHF continues to be driven lower beyond

the 1.50 barrier previously used as an intervention marker by the SNB.
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Preview: 18" — 24™ January 2010

‘ Lookingianead ‘

e 60 S&P companies report Q4 earnings this week —when aggregated, the outcomes are
likely to affect confidence for US assets

e US bank holiday on Monday shouldn’t affect volumes for the week overall

e Canadian interest rate decision could be a key development if BoC surprises and brings
forward policy normalisation. CAD’s grind higher should continue although if negatives do
materialise, we are likely to see a sharp adjustments in CAD pairs

e Key Chinese macro data (GDP, Ind. production, CPI, Retail Sales) stands ready to drive global
risk-sentiment; focus is on the Chinese recovery path and ability to support global demand

e BoE minutes, UK CPl and PSNB are the key risks for Sterling investors

This coming week, attention is likely to turn to UK inflation and European PMI’s with FX traders in
particular watching key Canadian macro data alongside Chinese GDP figures which have the
potential to sway risk-preferences and in turn drive all asset classes. Also in the spotlight is the US
earnings season - US earnings results for Q4 2009 kicked off with mixed results last week but there
was little to drive sentiment significantly. The bulk of the results are due between now and the end
of January as bellwether banking, IT and retail stocks report earnings. The negative correlation
between US equities and the Dollar is unlikely to decouple just yet.

Sterling traders, still reeling from sharp jolts higher in all GBP pairs last week could see
retracements this week as several UK data releases are likely to disappoint budding expectations of
policy normalisation brought on by Andrew Sentance last week. UK inflation (Tue), BoE minutes
(Wed), PSNB (Thu) and Retail sales (Fri) figures all have the potential to add more negative
sentiment into the price of Sterling. It is unlikely that UK CPI and BoE minutes reveal anything new
regarding how quickly the BoE withdraws stimulus measures but a larger than expected borrowing
requirement and/or weaker retail sales could definitely reignite fears of a credit downgrade for UK
government debt. UK inflation has been very stable over the course of the financial crisis and its
aftermath which makes a sharply lower/higher number very unlikely.

Sixty S&P companies are due to report earnings this week, mainly from the financial sector but with
a few technology names as well. As has been the case in Q1, Q2 and Q3, US earnings will influence
recovery expectations, not to mention the US Dollar. Going on recent earnings announcements, it is
probable that most companies report better than expected results which should in turn help
equities consolidate gains and push the US Dollar lower in line with the prevailing negative
correlation between US equity indices and the US Dollar.

European PMI’s alongside the ZEW sentiment survey are the two events in focus for EUR traders.
Both should influence Euro — pessimistic readings are unlikely to push the Euro significantly lower
but a positive surprise could help the Euro recover losses resulting from sovereign debt fears in
recent weeks. An important aspect to gauge is how likely do investors see a default within the Euro-
zone — we believe much of the speculation has been overdone which leaves room for a correction.

Chinese data is taking more of a central role in driving Western asset classes. American and
European investors are considering Chinese developments as important as domestic ones (in some
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cases more so) because the pressure is on China to be a global driver for growth — both in terms of
its exports but also external demand for goods and services. All Chinese data is due at 3am CET on

E Thursday — which sets up a very volatile trading session in Europe later on. :
alpari

FX Sensitive Calendar Events

— I~

© Monday 18" January Tuesday 19" January

= (GBP) Rightmove HPI (GBP) CPI

Q US Bank Holiday (Martin Luther King Jnr) (EUR) ZEW Economic Sentiment

E (CAD) Interest Rate Decision + Statement

(T (USD) TIC Long-term Purchases

© (NzD) CPI

C

=) th st

LL Wednesday 20~ January Thursday 21 January

(GBP) Claimant Count

(GBP) MPC Meeting Minutes
(GBP) Unemployment Rate
(CAD) CPI

(NZD) Retail Sales

CNY) Industrial Production

(
(
(
(CNY) Retail Sales

(EUR) French, German and EZ Manufacturing PMI’s
(EUR) French, German and EZ Services PMI’s

(GBP) Public Sector Net Borrowing

(CHF) ZEW Economic Expectations

(USD) Unemployment Claims

(USD) Philly Fed Manufacturing Index

(CAD) BoC Monetary Policy Report

Friday 22" January

(GBP) Retail Sales

(EUR) Industrial New Orders
(CAD) Retail Sales

2009 Q4 Earnings Calendar

FX Weekly

Company Name Date
Alcoa 11 January 2010
WD-40 Company 11 January 2010
Hyatt Hotels 12 January 2010
Marshall & llsley 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
.L]* Brinker International 20 January 2010
8 Bank of New York Mellon 20 January 2010
g Wells Fargo & Co 20 January 2010
% ConocoPhillips 20 January 2010
;_‘. eBay Inc 20 January 2010
) z Bank of America 20 January 2010
8—4 United Technologies 20 January 2010
pr—
<
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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
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
FX Weekly Page 7
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Piper Jaffray 27 January 2010

WellPoint 27 January 2010 ‘/\/\/\/\

E Boeing 27 January 2010 .

— E*Trade Financial 27 January 2010 d l P aril
— QUALCOMM 27 January 2010
B McGraw-Hill Cos 27 January 2010
QC_) Allstate Corp 27 January 2010
E Hess Corp 27 January 2010
g Symantec 27 January 2010
C New York Times Co 27 January 2010
|_|:_S Constellation Energy Group 27 January 2010
Sun Microsystems 27 January 2010
Valero Energy 27 January 2010

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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