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25" January 2010

Review: 11" — 17" January 2010

‘ Recap)

e Obama’s speech on banking reform shocks the markets and influences all asset
classes; equities, commodities and risk-FX suffer

e Chinese tightening measures on the horizon spooked the sparkling recovery
story and encouraged profit-taking

e European default risk still weighing on the Euro; Greece & Portugal remain the
prime candidates for the time being

e Good earnings announcements were overshadowed by a deteriorating macro
outlook: >80% of earnings results have beaten estimates but draconian banking
reform is a serious possibility

EUR/USD 1.4347 1.4137 -0.0210 -1.46% 2.69%
GBP/USD 1.6268 1.6111 -0.0157 -0.97% 2.34%
UsD/JPY 90.89 89.81 -1.08 -1.19% 2.30%
USD/CHF 1.0278 1.0410 0.01 1.28% 2.67%
EUR/GBP 0.8817 0.8772 0.00 -0.51% 2.06%
EUR/CHF 1.4751 1.4718 0.00 -0.22% 0.74%
GBP/CHF 1.6722 1.6777 0.01 0.33% 1.93%
GBP/JPY 147.88 144.70 -3.18 -2.15% 3.28%
EUR/JPY 130.39 126.97 -3.42 -2.62% 3.37%
CHF/JPY 88.37 86.23 -2.14 -2.42% 2.98%
AUD/USD 0.9204 0.9004 -0.0200 -2.17% 3.23%
NzD/USD 0.7345 0.7093 -0.0252 -3.43% 4.32%
USD/CAD 1.0296 1.0576 0.0280 2.72% 3.45%

| Source: Alpari (UK)

The big surprise this week was the re-emergence of the US Dollar despite good earnings
reports from most US firms. Banking sector results were mixed - good investment
banking results helped large US banks to sustain profitability although core retail
operations which include mortgages, loans and credit cards underperformed by some
margin. Investors were again in two minds as to whether the recovery is valid — these
doubts, combined with Chinese stimulus withdrawal plans and European default risks
were the main themes for financial markets. Equity indices retreated from their highs
but not significantly enough to induce a break of ongoing upward trends. The US Dollar
was the big beneficiary of tentative risk-sentiment throughout the week as sustained
Dollar demand capped commodity and equity market strength. The other big short term
factor was Barack Obama’s comments regarding banking reform; the strong indication
of US banks being overhauled and reformed spooked equity investors into a selling
spree towards the end of the week. FX flow centred on the US Dollar and the Yen as the
two safe-havens flourished in the pessimistic market mood.
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This coming week, focus will be on the multitude of Japanese macro data due in addition to an
interest rate decision by the Bank of Japan (BoJ). Equally important is how the ongoing Q4
earnings season continues. We will be watching for how well the Dollar’s correlation with equities
holds up given the FOMC meeting on Wednesday. Reaffirmation of ultra-loose monetary policy
for the majority of 2010 could scare away the Dollar bulls that have gained so much ground since
December 2009. UK and US GDP figures are also due next week which will help investors compare
and contrast them with Chinese growth rates announced this week.

usD

The US Dollar was extremely well supported this week as several themes fought for attention
amongst market participants. The latest earnings reports for Q4 2009 were broadly positive as
over 80% of companies reporting best estimates. The risk environment would have remained
positive thus helping equity, commodity and risk FX markets but alas, downbeat news from China,
continued default risk in the Euro-zone and perceivably draconian banking regulation proposed by
US policymakers outweighed the ongoing positive sentiment. Equities, commodities and cyclical
currencies underperformed spectacularly, some indices saw their largest weekly declines since
March 2009. A positive factor which helped the Dollar but nevertheless added to the risk-off
mood was very strong TIC data ($126.8bn vs. $30.3bn exp.). The surge in foreign interest towards
US assets raised eye-brows
US Dollar considering the record low
3.43% yields in the US and a lack of

2.72% clear signs that US authorities
2.34%

4%

2.17% 199% will begin policy tightening in

2% | 1.46% s 1.54% the near future. Gold prices fell
0.97% at their highest rates for
months, touching a low of
0% $1081 per troy ounce as USD

demand rose. Crude oil prices

1.19% were sharply lower,

-2% approaching very strong

EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK support at $72 which
incidentally, is the 200 day

moving average. Demand for US Treasuries and government debt in general rose as capital flows

alpari

shifted from equities into bonds. US bond yields trended lower over the course of the week as
bond prices rose.

One of the key themes currently prevailing in the financial markets is the issue of banking sector
health and profitability. Following results from JP Morgan and Citigroup it was clear that highly
market sensitive activities such as investment banking and trading are doing well but this is largely
due to the ultra-low rate environment. Core retail divisions are still struggling with debt levels still
high and default rates also high. Investors are becoming worried that the profit friendly
environment will not be able to sustain financial sector health in the long-term once interest rates
begin to rise and bank profit margins are squeezed. Even though some banks such as Wells Fargo
and Bank of New York Mellon posted fairly solid results, others, like Bank of America and Morgan
Stanley, underperformed market expectations. This divergence reinforced fears that the
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economic recovery will not be as strong as current stock market valuations suggest following a ten
month bull run.

Strong Chinese GDP/retail sales figures were offset by CPIl and industrial production figures which
outlined lingering apprehension regarding the rapid rate of China’s growth i.e. possible
inflationary effects and thus higher interest rates. Overall, Chinese data helped confidence to
return, supporting stock markets and commodities. Speculation that some of China's banks have
been pressured to refrain from further loans for the rest of the month added to investor concerns
of China beginning its tightening cycle. This raised fears of China's growth (which has been crucial
for the global economy over the last year) slowing sharply in 2010 as Chinese authorities attempt
to contain inflation expectations. In addition, the spectre of Chinese tightening measures is having
a negative impact on commaodity currencies that benefit from a strong global risk environment.
Downside CAD moves were more related to Chinese macro data announcements than particular
domestic developments for example.

Obama comments suggesting that banks shouldn’t have proprietary trading divisions was picked
up negatively by speculators who bought EUR/USD and sold commodities/equities. Seemingly in
fright of draconian plans to regulate the financial services industry, market participants were
divided as to how the announced plans would affect the markets in practise. Volatility in all FX
pairs rose very quickly as the difference of opinion increased market uncertainty and led to sharp
price swings. The VIX index closed at 27.31 on Friday after opening at 18.63 last Tuesday —that’s a
46% spike in less than 1 week.

The US Dollar was sold en masse following Obama’s banking reform plans but later recovered
with risk-averse investors providing demand. The initial reaction was negative because the
regulatory reform is expected to put a drag on banking profitability and foreign capital flows.
However, investors began to see a much broader effect i.e. regulatory reform being applied on a
global scale and thus affect recovery rates worldwide — not just in the US. This perception is
helping the Dollar and threatens to disconnect the currently strong correlation between equities
and USD. Strongest gains were against NZD (+3.43%) and CAD (+2.72%). Our long-held view that
regulatory changes will weigh on the financial services sector and most asset classes in all regions
seems to be proving true. The closer we get to actual reform whereby actions are taken instead of
hearing mere political rhetoric, the more asset prices are affected. Volatility within the price
action itself is also rising as we approach actual reform.

FX Weekly Page 3

alpari



\

EUR

AN
The Euro’s main themes were the ongoing fears of a sovereign debt downgrade/default linked to
rapidly expanding fiscal policy in most EU countries. Greece and Portugal are the two biggest fears al pa i
according to CDS (credit default swaps) prices. The other major theme was Obama’s plan’s for
bank restructuring; this particular theme affected all currency pairs because the broad risk profile

FX

|

which underpins all assets classes shifted last week. Investors were seeking to offload risky assets
in favour of more stable (but lower yielding) investments. The default risk theme in tandem with
renewed safe-haven demand for the US dollar ensured the Euro rose against cyclical currencies
which are perceived as more sensitive to the global recovery/growth outlook (CAD, NZD and AUD)
but fell against the major currencies (USD, GBP, JPY and CHF) because investors may be confident
enough to buy EUR against commaodity/Scandinavian currencies but not confident to prefer to
USD, JPY and CHF given the uncertainty about European budget deficits.

Fundamental

Also important was last week’s
2% Euro German sentiment survey (ZEW)
which helped to accelerate EUR losses

2.01% against all other currencies; more so
2%

1.18% against GBP as it was in strong
0.71% i

’—‘ demand following stronger than
0% — expected CPI data in the UK. The
-0.51% 0.22% EUR/USD pair traded below its 200

2% | -1.46% day moving average on Wednesday

(1.41). A very bearish signal because
-2.62%

past such occurrences have tended to
-4%

induce significant EUR weakness.
USD GBP JPY CHF CAD NZD AUD

alpari

European PMI figures were largely
ignored by the market partly because of their comparative insignificance to other, more primary
themes but also because the figures were more or less within expectations. The broad consensus
is that European business activity is improving but very gradually which is what last week’s data

inferred.
GBP
Sterling was the third best performing
British Pound currency in the G20 last week as the Yen
e S 4% and the US Dollar were driven by safety
. Legs 189% conscious market participants. By market
close on Friday, Sterling was stronger
0.51% 0.33% : ; ;
» ,—‘ I against all its counterparts with the
\_[ exception of USD and JPY.
g -0.97%
8 2% e A strong UK dataset made sure that UK
g ‘ fundamentals were not in the spotlight for
% A% all the wrong reasons for once. Encouraging
— apan USD EUR JPY CHF AUD CAD NZD inflation (2.9% vs. 2.6% exp.) and
= unemployment data (7.8% vs. 8.0% exp.)
8—4 were good bullish factors that helped GBP pairs find upward momentum in very choppy market
e
av]
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conditions. Sterling gave back some of its gains against USD as BoE governor Mervyn King said
that CPI spikes were only temporary. The comments cooled speculation that policy
normalisation/QE removal would occur sooner than previously expected.

GBP pairs were largely unaffected by the anaemic retail sales numbers published by the ONS
(0.3% vs. 1.3% exp. m/m). The market seems to have discounted the data because of its
seasonality and the large variance retail sales numbers tend to have. Another important factor
was that at the time of publication (Friday morning), the statistics were overshadowed by more
macro themes.

JPY

The risk environment shifted dramatically last week following indications of Chinese tightening
measures being introduced and Obama’s plans to restructure US financial institutions. The added
weight of sovereign debt risk in the Europe added to the uncertainty and ensured a risk-on
environment where equities, commodities and risk-FX were sold in favour of fixed income and
safe-haven currencies such as JPY and USD.

The Yen attracted significant capital flows due to its strong risk-haven and high liquidity
properties. JPY rose against every currency
Japanese Yen in the G20, more so against NZD, CAD and
o AUD because the incentive to limit cyclical

4.60% exposure was much higher compared to

% 3.80% major currencies. The shift in risk
3.33%

preferences was unexpected but the

2.62% 2.42% . .
2.15% ° surprise factor probably contributed to

S making the pro-JPY/USD moves more

extensive and significant. The largest gain
was against NZD (+4.60%) while the

0%
i 0,
.o USD EUR GBP CHF CAD NZD AUD smallest was against USD (+1.19%).
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) The Swissie was weaker against USD (-1.28%) and JPY
Swiss Franc (-2.42%) but not extensively. The Swiss Franc is al pa i

1.40% considered a good store of value in times of risk
0.92%

aversion so last week’s sudden return to uncertainty,

0.22%

0% [— volatility and sharp declines in equity markets led to

033% stable performances against all other currencies. In

our opinion, the SNB’s CHF intervention combined

-1.28%

with ultra-loose monetary policy has helped the

2Az% Swissie’s risk profile become more neutral which helps

» to sustain CHF value in times of rising confidence,

USD EUR GBP JPY CAD AUD growth as well as to prevent excessive appreciation
e during risk-averse market conditions. In addition, the
move towards more risk-neutrality over the course of 2008/2009 has made CHF more stable in

volatile market conditions.
Others

The Canadian Dollar was one of the weakest currencies last week.The BoC’s decision to hold
interest rates was expected but the downward growth revision for Canada and more talk of an
overly strong CAD took away support for the Loonie. A negative CPI reading (-0.3% vs. -0.1% exp.)
was another negative factor. The general shift in risk sentiment away from cyclical currencies (due
to Chinese tightening and US banking reform) was probably the most important factor.

The New Zealand dollar declined against all of its counterparts after consumer prices recorded
their first Q/Q contraction (-0.2% vs. 0.0% exp.) since January 2009, dampening hopes of interest
rate rises and consequently discounting NZD’s comparative yield advantage.
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Preview: 25" — 31 January 2010 P

E
‘ LOOKINg@nead| ‘ alpari
. e Large amount of Japanese macro data could have a significant effect; expect JPY volatility to
5 remain elevated
QC) e Three central bank policy meetings scheduled (Fed, RBNZ and Bol); most event risk will be
= with the Fed meeting although the RBNZ has the potential to surprise despite weak inflation
% e Q4 earnings continue to be made public; broadly weak results would help sustain the
o current Dollar rally whereas a continuation of corporate recovery could reignite Dollar
u::) outflows searching for yield

e The WEF meeting is unlikely to provide direct FX commentary but we could see other
themes develop further

This coming week, focus will be on the multitude of Japanese macro data due in addition to an
interest rate decision by the Bank of Japan (BolJ). Equally important is how the ongoing Q4
earnings season continues. We will be watching for how well the Dollar’s correlation with equities
holds up given the FOMC meeting on Wednesday. Reaffirmation of ultra-loose monetary policy
for the majority of 2010 could scare away the Dollar bulls that have gained so much ground since
December 2009. UK and US GDP figures are also due this week which will help investors compare
and contrast them with Chinese growth rates announced last week.

We are anticipating a mass of Japanese macro data this week which may prove significant if it
outperforms expectations because further Yen strength could induce Bol intervention. Over the
weekend, speculation was rising that the BoJ would further weaken monetary policy via QE
expansion and would also consider artificially weakening the Yen to support export volumes. Note
that the Bol interest rate decision is also due for this week. We see any policy change as very
unlikely although the rhetoric at the BolJ press conference could be significant — especially if we
see a much stronger (or much weaker) macro indicator.

Aside from the high number of Japanese macro data events, there is also plenty of economic data
due in North America and Europe. A key indicator will be US, UK and Canadian GDP estimates
following on from last week’s GDP number from China (10.7% vs. 10.7% exp.). The comparative
growth outlook between China, the US and Europe is important because policy makers are in the
process of evaluating the best exit routes from supportive monetary/fiscal policies laid on over
the course of 2008 and 2009. How well and how quickly a particular region/nation recovers from
the financial crisis and the subsequent policy solution is immensely important for all FX rates.

Q4 earnings results are still being reported as the earnings season continues. We are expecting to
see 75 firms to report this week (see earnings calendar on pages 9 & 10) with most analysts
expecting firms to beat estimates. So far, 80% of firms have beaten estimates which should have
been a negative driver for USD because global capital flows favour non-US over US equities in an
improving earnings environment and rising US corporate profits have tended to motivate net FDI
outflows from the US. In practise however, last week’s strong earnings announcements were
sidelined as a factor because of the focus on Obama’s banking reform and Chinese monetary
policy plans. This coming week could see a similar scenario whereby earnings announcements
take a back seat to other, more influential factors.

e
&
Pt
<
QL
N
L
i

e
St
3¢}
o

—
<

FX Weekly Page 7




FX

|

Fundamental

L=
&
Pt
<
Q
N
L
i

e
St
3¢}
¥

—
<

\

The World Economic Forum (WEF) annual meeting is scheduled to take place this week.

Developments are unlikely to be especially influential for financial markets although broader

AN

trends, plans and solutions will be discussed. We could see market moving commentary on

financial regulation, banking reform, taxation, geo-politics to name just a few. We strongly al pari

recommend treating the WEF meeting as a possible market driver whilst watching carefully for

developments. Overall, we believe FX volatility will increase this week as market participants

continue to reassess their opinion of the economic recovery that has taken place over the past 8

months.
FX Sensitive Calendar Events
S ———
Monday 25" January Tuesday 26" January
(AUD) PPI JPY) Interest Rate Decision + Statement

(USD) Existing Home Sales
Australian Bank Holiday

GBP
EUR
EUR

(

( Nationwide HPI
(

(

(GBP

(

(

(

(

German IFO Business Climate
Current Account

GDP

GBP) Mortgage Approvals

USD) CB Consumer Confidence
USD) HPI

JPY) Trade Balance

Wednesday 27" January Thursday 28" January
WEF Annual Meeting WEF Annual Meeting
(AUD) CPI USD) Durable Goods Orders

(JPY) BoJ Monthly Report

(EUR) German Preliminary CPI

(USD) New Home Sales

(USD) Interest Rate Decision + Statement
(NZD) Interest Rate Decision + Statement
(JPY) Retail Sales

USD) Unemployment Claims

NZzD) Building Consents

NZzD) Trade Balance

JPY) Manufacturing PMI

JPY) Household Spending

JPY) CPI

JPY) Monetary Policy Meeting Minutes
JPY) Unemployment Rate

JPY) Industrial Production

P

Friday 29" January Saturday 30" January
WEF Annual Meeting WEF Annual Meeting
(EUR) CPI

(GBP) Nationwide HPI

(EUR) Unemployment Rate
(CHF) KOF Economic Barometer
(CAD) GDP

(USD) GDP

Sunday 31* January
WEF Annual Meeting
(JPY) Monetary Base

FX Weekly
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2009 Q4 Earnings Calendar

Company name Date
Eaton 25-Jan
Apple 25-Jan
Texas Instruments 25-Jan
DuPont 26-Jan
Energizer 26-Jan
Freeport-McMoRan 26-Jan
Johnson & Johnson 26-Jan
McGraw-Hill 26-Jan
The Travelers Co 26-Jan
Verizon 26-Jan
U.S. Steel 26-Jan
Altera 26-Jan
Amylin Pharmaceuticals 26-Jan
DeVRY 26-Jan
RF Micro Devices 26-Jan
Yahoo! 26-Jan
Abbott Labs 27-Jan
Boeing 27-Jan
Banco Santander 27-Jan
Caterpillar 27-Jan
Delta Air Lines 27-Jan
General Dynamics 27-Jan
Hershey 27-Jan
New York Community Bancorp 27-Jan
Progressive 27-Jan
Rockwell Automation 27-Jan
United Technologies 27-Jan
WellPoint Health 27-Jan
Enersis S.A. 27-Jan
Susquehanna 27-Jan
Bally Technologies 27-Jan
Sun Microsystems 27-Jan
Kirby Corp 27-Jan
Knight Transportation 27-Jan
LogMeln 27-Jan
Landstar System 27-Jan
Netflix 27-Jan
Norfolk Southern 27-Jan
Owens-lllinois 27-Jan
PSS World Medical 27-Jan
Qualcomm 27-Jan
Symantec 27-Jan
American Electric Power 28-Jan
Alaska Air 28-Jan
Bristol-Myers 28-Jan

FX Weekly
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Colgate-Palmolive 28-Jan
CONSOL Energy 28-Jan
Rockwell Collins 28-Jan
Estee Lauder 28-Jan
Ford F 28-Jan
Gentex 28-Jan
Invesco 28-Jan
JetBlue Airways 28-Jan
US Airways Group 28-Jan
Eli Lilly 28-Jan
Lockheed Martin 28-Jan
3M 28-Jan
Altria 28-Jan
Procter & Gamble 28-Jan
AT&T 28-Jan
T. Rowe Price 28-Jan
Time Warner Cable 28-Jan
Textron 28-Jan
Tyco 28-Jan
Amazon.com 28-Jan
Ariba 28-Jan
CAInc 28-Jan
Chubb 28-Jan
Eastman Chemical 28-Jan
EnteroMedics 28-Jan
Federated Investors 28-Jan
Genworth Financial 28-Jan
International Coal 28-Jan
Microsoft 28-Jan
Honeywell 29-Jan

Source: JP Morgan & Bloomberg

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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