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Review: 1% — 7" March 2010

e USD Index remains contained below 81.20, putting the buffers on USD’s
strong 2010 surge for a third straight week

e Fundamental outlook remains uncertain across most currencies — Doji
patterns seen in the majority of FX pairs

e EUR/CHF volatility continued to diminish; trading within a 32 pip range all
week

e Central bank policy meetings failed to surprise in all respects — financial
markets displaying unease about increasingly consistent macro data
underperformance

e Japanese Yen took the brunt of Friday’s modestly positive employment
report from the US

Currency At Open At Close % . -
pair on March 1% on March 5% Change Week High WeekLow  Volatility

EUR/USD 1.3621 1.3622 0.01% 1.3735 1.3433 2.22%
GBP/USD 1.5153 1.5138 -0.10% 1.5203 1.4780 2.79%
UsD/JPY 88.94 90.26 1.48% 90.58 88.13 2.75%
USD/CHF 1.0742 1.0739 -0.03% 1.0888 1.0648 2.23%
EUR/GBP 0.8986 0.8997 0.12% 0.9149 0.8966 2.04%
EUR/CHF 1.4633 1.4631 -0.01% 1.4654 1.4622 0.22%
GBP/CHF 1.6278 1.6258 -0.12% 1.6311 1.5990 1.97%
GBP/JPY 134.78 136.64 1.38% 137.04 132.01 3.73%
EUR/JPY 121.15 122.97 1.50% 123.32 119.76 2.94%
CHF/JPY 82.76 84.02 1.52% 84.29 81.86 2.94%
AUD/USD 0.8973 0.9074 1.13% 0.9092 0.8934 1.76%
NzZD/USD 0.6994 0.6956 -0.54% 0.7016 0.6850 2.37%
USD/CAD 1.0521 1.0287 -2.22% 1.0573 1.0260 2.98%

| Source: Alpari (UK)

usb

Sentiment in Dollar pairs was mixed last week as macro data events took centre stage.
ISM PMI’s were both unconvincing in galvanizing confidence or putting forward strong
reasons to doubt the ongoing recovery story. By the end of the week most focus was
on the huge fall in pending home sales (-7.6% vs. 1.4% exp.) and the monthly
employment report — so closely watched recently because of the labour sector’s
importance in aiding any long-term recovery aspirations. The employment report (-
36,000 vs. -56,000 exp. | unemployment unchanged at 9.7%) was initially Dollar
positive but most gains were given up by the close on Friday as weaker parts shone
through equally as much the stronger parts. One encouraging sign was the number of
long-term unemployed (eligible workers unemployed for six months or more) fell for
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the first time since November 2008, from 6.3m to 6.1m. However, the downside is that
40% of all unemployed people in the US have been without work for over 6 months.

Overall, we saw a very mixed
US Dollar ) y
2% employment picture last

1.48%

Friday — net negative
0.54%

0.10% ’—‘ because the employment

0% . .
0.01% 0.03% 006 e | Situation should be
0.40%

improving given the bounce

1.13%

% in equities, risk-FX and a

2.22% general feeling of “recovery”
over the past 12 months.

-4% Market participants are
spar  EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK becoming increasingly
concerned regarding the lack
of clear signs of recovery in the US. From a global perspective, rates of recovery are
much stronger in the Emerging markets thus underlining the splintered and dislocated

nature of economic conditions.
EUR

Greece has announced a new austerity plan worth €4.8bn to deal with the country's
unprecedented financial crisis. The plan focuses on raising tax revenue and cutting public
expenditure simultaneously to force the Greek budget deficit below 9% by the end of 2010.

The announced austerity measures had a positive effect on the Euro but many doubts remain
and markets remain fragile at any hint of the situation getting worse. In addition, market
psychology is changing — German officials commenting on financial support/bailouts hinted
that Germany would not offer direct financial support. Counter-intuitively this had a positive
effect on the Euro because Greece may be able to weather the storm and convince investors
that Greek government debt is viable in the long-term i.e. sovereign issues may still be
resolved unilaterally by Greece (and possibly by other troubled nations in the Euro-zone)
which is probably the most EUR positive scenario possible.

The Greek sovereign issue is becoming
Euro

2% ER increasingly peripheral but this does not

eliminate the problem of default risk

001% 0.12% 0-38% altogether. Market participants have
o 0.01% discounted a lot of the negativity

surrounding European defaults which
-1.12%

o, leaves room for retracement upon

-2.21% positive developments such as a full
rescue or IMF support. To the downside,

4% we would need a new, worrying
spai USD GBP JPY CHF CAD NZD AUD development for the Euro to resume its
steep declines. A failed Greek bond issue
could be such an event. Greece must issue around €5bn in debt to keep pace with its funding
requirements so if we do see a Greek bond auction fail to confidently raise this amount, we
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could see the Euro weighed down as fears, doubt and uncertainty re-surface. Also, Greece
needs to complete €20bn of debt redemptions in April and May but if confidence continues
to recover, raising new capital will become easier for Greece and many of the speculative
EUR shorts taken December through February could be squeezed out.

Aside from sovereign debt issues, the Euro was fairly well supported throughout the week.
Unemployment dipped below 10% with indications of further falls to come. Labour sector
weakness looks to have peaked at 10% in January but is now beginning to recede. The news
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boosted hopes of a speedy return to strong economic growth in Europe — something which
would do no harm whatsoever to the ballooning levels of debt on the horizon for European
countries. Strong GDP growth lightens the real debt burden but the big question for
European officials (including the ECB) is how anaemic levels of growth now will be converted
to strong, organic growth in the coming months/years. Ironically, the most likely answer is via

a weaker Euro.
GBP

Sterling was under pressure throughout the week but the headlines were made early on as
GBP reached 12 month lows against the Dollar (1.4780) and 6 month lows against the Euro
(0.9149). Despite the bad start, extreme short-term moves were retraced later in the week.
All'in all, many currency pairs printed Doji patterns on their weekly candles — this shows
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pronounced uncertainty and tentativeness, both by bullish as well as bearish investors.

.. Sterling was little changed against

British Pound . .

2% L a8 other majors, falling by less than
0.15% against USD, EUR and CHF on

the close. Against the Yen, Sterling

0.27%

0.10% 0.12% 012% outperformed as deflation and a slow

policy normalisation schedule

5 L.24% continued to weigh on the Yen. In

addition, Japanese corporate interest

-2.67% . . .
for foreign currencies and foreign

-4% investments remains strong given the
aspa USD EUR JPY CHF AUD CAD NzD Yen's extreme funding currency

status.
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JPY

The Yen suffered most following last Friday’s employment report — trading up from 89.30 to
90.61 after the report. The mildly positive report in the US had its biggest impact in USD/JPY.
Any indication of the Fed raising policy rates in the first half of 2010 induces USD/JPY buying
as capital flows rush to get out of the only funding currency remaining.

Before Friday, the Yen had made and
Japanese Yen consolidated gains against the Dollar
but alas, the non-farm report stood in
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0%

the way of a mildly positive week.

1.06% A better than expected fall in

1.48% 150% L38% 5oy unemployment (4.9% vs. 5.1% exp.)
2%

was tempered by yet another

downbeat consumer figure —
household spending (1.7% vs. 2.6%
exp.) underlined the fragility of the

-2.66%

-4% -3.78%
USD EUR GBP CHF CAD NZD AUD Japanese economy, not to mention its
susceptibility to deflation if consumer

spending and investment do not recover. Suggestions that the BoJ may implement more
stimulatory measures designed at expanding liquidity, at either their March (17) or April (27)
meeting also played an important role in driving bearish sentiment and keeping JPY rallies
suppressed.

alpari
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CHF

The Swiss Franc made headlines not because of its performance, but rather its lack of. Over
five days of trade, the EUR/CHF pair had a 32 pip
Swiss Franc range. More surprisingly still, the SNB intervened
152% early in the week on Tuesday mid-afternoon

London time. Almost immediately after printing
003% 001% 012% a new high (1.4654), the pair was trading on its

0%

lows. The Euro continues to be pressurised

Lo against CHF despite stronger EUR sentiment in

2% other pairs. SNB intervention is seemingly

-2.16%

becoming more laboured and less effective each

time it occurs. This coming week, good Swiss
4%, .
macro data could take another step in
USD EUR GBP JPY CAD AUD

alpari undermining the SNB’s commitment to intervene
on a regular basis and we may well see the end of official intervention altogether if growth

and inflation forecasts improve.
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Preview: 8" — 14" March 2010

e A very shy macro calendar this week should place more emphasis on

technicals alongside a revisit of recent themes (sovereign risk, Chinese
tightening and US data underperformance)

o Most intriguing data will come from China as several key indicators will be
made public (CPI, Industrial Production, FDI, Trade Balance, Retail Sales)

e SNB intervention is losing its dominance as a theme and as a risk for EUR/CHF;
keep an eye on SNB commentary following their policy meeting for upward
revisions to growth and inflation. In this scenario we could see EUR/CHF
extend lower towards 1.4485/35 — a strong support barrier from 2002.

The PBoC is in the limelight this week and has the chance to grab all the headlines as
market participants anticipate a string of strong macro data from China. CPI, industrial
production and retail sales are the three key numbers which, if significantly positive, could
induce a further reserve requirement hike by the PBoC — in similar vein to their previous
two hikes earlier this year. In this scenario we would expect to see gains in risk-FX capped
and retraced. For now, investors are confident that China can sustain a comparatively
strong rate of growth when contrasted with any other nation in the world. Chinese macro
data and the subsequent effect on PBoC thinking is the key theme for FX traders this
week.

If we do see risk tolerant trade backed up by good sentiment over the global recovery, it’s
likely to add support for NZD although due to policy decisions being allayed until at least
Q2 (Q1 GDP report), NZD is likely to stay suppressed and could be stuck in sell rallies
mode in waiting for other themes and factors to predominate.

This week has 5 trade balance estimates due from the UK, China, Canada, US and NZ.
Although not usually market moving, trade figures are becoming increasingly important
because they help gauge the effectiveness of domestic currency weakness and the
advantages of foreign currency strength — with regards to how they affect domestic GDP.

The Euro continues to be pressurised against CHF despite stronger EUR sentiment in other
pairs. SNB intervention is seemingly becoming more laboured and less effective each time it
occurs. This coming week, good Swiss macro data could take another step in undermining the
SNB’s commitment to intervene on a regular basis and we may well see the end of official
intervention altogether if growth and inflation forecasts improve.
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FX Sensitive Calendar Events

Monday 8" March

(CHF) Unemployment Rate

(CHF) Retail Sales

(EUR) German Industrial Production
(CAD) Housing Starts

Tuesday 9" March

(CHF) CPI

(GBP) Trade Balance

(JPY) Core Machinery Orders

Wednesday 10" March

(AUD) Home Loans

(CNY) Trade Balance

(GBP) Manufacturing Production

(GBP) Industrial Production

(USD) Federal Budget Balance

(NZD) Interest Rate Decision + Statement
(JPY) GDP

Thursday 11" March

(AUD) Unemployment Rate & Change
(CNY) Industrial Production

(CNY) CPI

(CNY) Retail Sales

(CHF) Interest Rate Decision + Statement
(

(

(

(

CAD) Trade Balance

USD) Trade Balance

USD) Unemployment Claims
NZD) Retail Sales

Friday 12" March

(CNY) Foreign Direct Investment

(EUR) Industrial Production

(CAD) Employment Rate & Change
(USD) Retail Sales

(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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