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15" February 2010

Review: 8" — 14" February 2010

‘ REcap)

e Highly uncertain market conditions as European sovereign risk issues
dominated market attention

e Reserve ration requirement increase of 50bp by the PBoC weighed on
cyclical/commodity currencies

e UK inflation report confirms slower and more uncertain path of economic
growth

e Volatility in G10 equity markets supplemented by volatility in USD pairs;
especially against cyclicals

EUR/USD 1.3655 1.3630 -0.0025 -0.18% 2.26%
GBP/USD 1.5595 1.5697 0.0102 0.65% 1.47%
UsD/JPY 89.15 89.93 0.78 0.87% 1.44%
USD/CHF 1.0758 1.0752 -0.0006 -0.06% 2.03%
EUR/GBP 0.8753 0.8679 -0.0074 -0.85% 2.10%
EUR/CHF 1.4688 1.4658 -0.0030 -0.20% 0.46%
GBP/CHF 1.6775 1.6881 0.0106 0.63% 2.14%
GBP/JPY 139.03 141.17 2.14 1.54% 2.34%
EUR/JPY 121.74 122.58 0.84 0.69% 2.37%
CHF/JPY 82.84 83.60 0.76 0.92% 2.21%
AUD/USD 0.8678 0.8875 0.0197 2.27% 3.54%
NzZD/USD 0.6887 0.6970 0.0083 1.21% 3.02%
USD/CAD 1.0698 1.0501 -0.0197 -1.84% 2.75%

| Source: Alpari (UK)

Following a volatile and topsy-turvy week, financial markets remained cautious despite
seemingly positive developments in Europe. Last week was dominated by the
Greek/European sovereign debt theme. Almost all asset classes were reacting to
continuously changing news from the EU regarding who, when and how would rescue
Greece in the case of a default or investor exodus en masse. European authorities did
not go as far as to guarantee particular sums of money and there were even cases of
disagreement on the issue amongst EC/ECB/EU officials. There were promises of
solidarity and pledges of principled support for an EU member — this left market
participants slightly dismayed because of the lack of clarity and detail although the
price action seen in equity and FX markets suggest that tentative acceptance of EC
actions has now taken place but doubts remain which could be a danger for the Euro.
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Despite sovereign risk warning signs in Europe and Chinese tightening measures, the US Dollar
remained subdued, barely
US Dollar managing a gain against the
2% Euro and selling off against
0.87% cyclical currencies. Such price

0.18% 0.18% action would usually be

0% associated with weak market
0.06%

confidence and a preference

0.65%

for safer currencies. The level

1.21% 1.39% .
2% R of weakness against AUD, NZD,

1.84%
2.27% CAD, NOK and SEK was rather
2.87% counterintuitive because

-4% market conditions were highly
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK uncertain for the duration of
the week. Equity markets

a|par\'

reflected the mood better than FX rates with sharp intraday moves occurring on most G10 equity
indices - finishing the week higher but with great effort and volatility.

EUR

European sovereign concerns increased the chances that the ECB will not withdraw its stimulus
measures like the ultra-low funding facility, which allows European banks almost unlimited
borrowing at 1%, may be extended indefinitely. The likelihood of EC/IMF/EU support for Greece is
very high and a PR offensive by ECB, EC officials on Tuesday helped the euro claw back many of its
losses. The best gains were against GBP and JPY as downside factors in the UK and Japan added
momentum to EUR strength. As Greek public debt stands at 114% of GDP, it is critical for Greece
to deliver and to be seen delivering on fiscal measures.

Over the course of the week, equity rallies came up against strong supply pressure as the Greek
issue tossed and turned market

Euro sentiment. Throughout the week,
2% Greek rescue plans were the most
o dominant theme which made market
’—‘ participants very jumpy as news flow
0% [ — from European officials, policymakers
-0.18% -0.20% and politicians intensified. The

-0.85% likelihood, size and timing of a rescue

-1.40% . .
-2% plan were continuously changing as

-2.01%

2.41% commentary from a multitude of
officials swayed market sentiment on
-4% Wed and early Thu. On the day of the

USD GBP JPY CHF CAD NzZD AUD plan being “agreed” in principle (Thu),
the Euro fell across the board.

alpari

Biggest impact of Greek concerns is that the ECB policy normalisation schedule has been put back
as an accommodative monetary policy is required for a longer period of time. The sovereign risk
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issue overall has had a dampening effect on rate expectations because higher interest rates are
only likely once a recovery path has been established. As Greece (and the other sovereign risk
countries in Europe) struggles with huge deficits and a loss of investor confidence, higher interest
rates would only worsen the situation so expectations for higher rates are slowly being pushed
back to 2011 in Europe.

European numbers on Friday made things worse as German (0.0% vs. 0.2% exp.) and Euro-zone
GDP (0.1% vs. 0.4% exp.) figures fell short of expectations. News from China of a surprise 50bp

deposit rate hike outweighed the negative aura surrounding the Euro and diverted attention to
the other macro theme dominating sentiment (Chinese policy tightening).

GBP

The big event for UK investors was the highly anticipated Inflation Report. There was little new
information that the markets didn’t expect so price action following the report was largely
uneventful. One key element of the report was the revision of growth prospects — economic
growth is expected to be lower
and more uncertain in 2010 which

British Pound

2% is contrary to estimates given in
1.54% , .
November’s inflation report.
0.85% L
0.65% 0.63% Inflation is expected to peak at
3.5% by the BoE but financial
0% markets are questioning whether

stable inflation will remain stable

-0.59% for long. Prolonging asset

0.92% 0-79%
: urc was ru u
o rchases was ruled but the BoE

reserved the right to recommence

-2%
.psr USD EUR JPY CHF AUD CAD NZD

asset purchases should this
become necessary.

An important development for Cable traders was that GBP/USD began trading in a 1.5750 —
1.5550 range having broken out of the 1.67 — 1.57 range. This range was active since May 2009.
Sterling remains under pressure as public finances/sovereign risk theme weighed on all currencies
that have fiscal problems — EUR and GBP are the prime examples for now.
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JPY

The Yen was the weakest currency in the G20 last week, falling most against AUD (-3.15%) and
CAD (-2.76%). As mentioned previously, sell-

Japanese Yen offs in traditional risk-havens like JPY and
USD was quite unexpected given the lack of

0%

confidence towards EC plans for Greece and

-0.69%
-0.87% -0.92%

tighter monetary policy in China which could

-1.54% drag on export demand globally and thus

-2%

-2.08% damage the recovery.

In Japan, the surge in machinery orders
3.15% (20.1% vs. 8.1%) as well as a reassuring Q/Q
4% GDP number (1.1% vs. 1.0% exp.) failed to

USD EUR GBP CHF CAD NZD AUD help JPY pairs because financial markets,
including FX was dominated by sovereign

-2.76%

alpari

defaults risks and their potential consequences.
CHF

Swiss macro data outperformed last week as immensely strong retail sales (4.7% vs. 1.3% exp.)
and a smaller rate of deflation than previously expected (-0.1% vs. -0.4% exp.) pushed the SNB
] into two instances of intervention. The strong
Swiss Franc numbers coming out of Switzerland (alongside sharp
o falls in the Euro due to Greek sovereign debt issues)
oy 020% ’—‘ ensured EUR/CHF was under selling pressure —

0% I something the SNB is struggling to control.

Intervention was done again — this time in the

-0.63%

European trading session on Friday. The first instance

2% -1.83%

of intervention occurred early the morning at 1.4640
taking EUR/CHF up to 1.4695 with a second round of
% intervention in the afternoon, taking EUR/CHF from
USD EUR GBP JPY CAD AUD 1.4640 up to 1.4700. The low 1.46’s seems to have
become a new zone within which the SNB will

-2.25%

alpari

intervene at will.

Others

AUD appreciated rapidly and broadly against its counterparts after an unexpected fall in the
unemployment rate (5.3% vs. 5.6% exp.). The fall helped to revive expectations of another interest
rate hike by the RBoA after their unexpected pause earlier this February.

The PBoC announced today that the reserve requirement ratio (RRR) will be raised by 50bp,
effective 25 February, from the current levels of 16% for big banks and 14% for smaller banks. This
is the second time in a month the central bank has raised the RRR. Lower than expected CPI
inflation in China (1.5% vs. 2.2% exp.) helped convince investors that spare capacity is still
available and that policy tightening doesn’t have to begin so soon. There are however concerns
over the rate of expansion in China’s housing market which may be the root cause of the increase
in deposit rates.
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Preview: 15" — 21 February 2010

‘ LooKingianead|

e European sovereign debt is again the focus although investors are slowly accepting
European promises of support for fiscally troubled EU members

e Rumours of a one-off appreciation in the Yuan to counter inflationary effects is a peripheral
issue but may surface unexpectedly

o Three policy meeting minutes (BoE, RBoA and Fed) are due; all will clarify what
policymakers are expecting. Fireworks from the BoE shouldn’t be discounted

e UK data set is influential; CPI, retail sales, PSNB, house prices and BoE minutes are likely to
induce strong moves in GBP pairs

Monday is a bank holiday in the US and China so price action today is likely to be muted and
subdued. Aside from Monday, several event risks are due this week.

First and foremost, we are expecting to see monetary policy meeting minutes from 3 central
banks (RBoA, Fed and BoE) which could all provide surprising comments. Most risk probably lies
with the RBoA given their completely unexpected unchanged decision earlier this month.
Economic indicators remain relatively strong in Australia so the minutes should show
disagreement over policy evolution which in turn could add to volatility in all AUD pairs. The Fed
minutes are likely to show improving confidence in the recovery but counterbalancing language
commenting on weakness in particular sectors (housing, retail, manufacturing) could cool any
strong risk sentiment that emerges.

Market participants will be interested in more information around Kansas City Fed President
Hoenig's dissent; of particular interest will be whether other participants expressed concern about
the extended period language. The minutes will also provide updated FOMC forecasts. Upward
revisions to growth forecasts are likely considering the very strong GDP reading two weeks ago.

In the UK, MPC minutes are highly likely to show a split vote, with three members favouring an
extension of QE asset purchases and three not. A larger swing towards pausing QE is likely to help
Sterling appreciate strongly.

In Europe, the big talking point will be sovereign risk and more specifically, what exactly European
authorities plan to do regarding Greece and/or other nations. We feel that in such an uncertain
environment with no concrete plans for rectifying budget deficits, it is difficult to see strong EUR
support. This coming week, the Euro may well remain in sell-rallies mode as market participants
await further developments. A meeting between European officials is scheduled for Tuesday, at
which point we may see some kind of resolution/development that calms investor fears.

European PMI’s will be important considering the current speculative focus on the Euro. Weak
PMI’s could induce further declines in EUR pairs as more traders lose confidence but strong
numbers could help correct the Euro’s malaise over the past two weeks. If we see a strongly
worded statement after the ECOFIN meeting on Tuesday, this could act as a springboard for the
Euro to retrace its losses. Regardless of how macro events develop, EUR volatility should remain
elevated.
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FX Sensitive Calendar Events a | P ari

— Monday 15" February Tuesday 16" February
© (GBP) Rightmove HPI (AUD) Monetary Policy Meeting Minutes
+= (NZD) PPI Input (EUR) ECOFIN Meeting

QC) (USD) Bank Holiday — Presidents Day (GBP) CPI

E (EUR) German ZEW

o] (USD) TIC Long-Term Purchases
©

g Wednesday 17" February Thursday 18" February

LL (GBP) Claimant Count Change (JPY) Interest Rate Decision + Statement

(GBP) BoE Meeting Minutes
(USD) Building Permits

(USD) Capacity Utilisation Rate
(USD) Industrial Production
(USD) Fed Meeting Minutes

(JPY) BoJ Press Conference

(CHF) Trade Balance

(GBP) Public Sector Net Borrowing
(CHF) ZEW Economic Expectations
(CAD) CPI

(USD) PPI

(USD) Unemployment Claims

(USD) Philly Fed Manufacturing Index

Friday 19" February
(JPY) BoJ Monthly Report

(EUR) French Manufacturing & Services PMI’s
(EUR) German Manufacturing & Services PMI’s
(EUR) Euro-zone Manufacturing & Services PMI’s
(EUR) Current Account

(GBP) Retail Sales

(CAD) Retail Sales

(USD) CPI

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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