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Fundamental | FX

15" March 2010

Review: 8" — 14" March 2010

e Global financial markets reverted to the familiar pattern of weaker USD
in favour of higher equity, commodity and risk-FX as recent threats to the
global recovery (European sovereign risk, Chinese tightening, US macro
data underperformance) continued to fade

e SNB intervention nowhere to be seen as EUR/CHF breaks below most
recent ‘line in the sand’ of 1.46 — trading just above 1.45 early on
Monday 15" March

e Strong Chinese data adds fuel to the recovery theme — commodity
currencies like AUD, NZD and CAD had fresh buying interest

e JPY continues to suffer as the laggard in monetary policy. However,
remains very sensitive to the upside upon fresh economic shocks

Currenc At Open At Close Week -
pair ! on Ma:::h 8"  onMarch12™ Change High Volatility

EUR/USD 1.3643 1.3767 0.91% 1.3796 1.3537 1.90%
GBP/USD 1.5151 1.5201 0.33% 1.5217 1.4872 2.28%
uUsD/JPY 90.41 90.53 0.13% 90.97 89.62 1.49%
USD/CHF 1.0724 1.0575 -1.39% 1.0803 1.0575 2.13%
EUR/GBP 0.9002 0.9053 0.57% 0.9133 0.8994 1.54%
EUR/CHF 1.4632 1.4561 -0.49% 1.4635 1.4560 0.51%
GBP/CHF 1.6248 1.6077 -1.05% 1.6266 1.6002 1.62%
GBP/JPY 136.99 137.63 0.47% 138.06 133.91 3.03%
EUR/JPY 123.34 124.66 1.07% 125.20 121.45 3.04%
CHF/JPY 84.29 85.59 1.54% 85.84 83.03 3.33%
AUD/USD 0.9096 0.9149 0.58% 0.9194 0.9055 1.53%
NzZD/USD 0.6998 0.7013 0.21% 0.7097 0.6960 1.96%
USD/CAD 1.0270 1.0188 -0.80% 1.0321 1.0154 1.63%

| Source: Alpari (UK)

Last week saw a reversion to the usual pattern of weaker USD in favour of higher
equity, commodity and risk-FX markets. In Europe, sovereign risk continues to fade
leaving room for large retracements in EUR pairs — especially against funding (risk-
averse) currencies like the Dollar and the Yen.

A reacceleration in Europe, via stronger macro data, in particular industrial and
manufacturing output would push the euro higher through equity flows, whereas
persistent data weakness could invigorate EUR bears. In our opinion, the fiscal situation
in Greece is manageable while debt problems in the rest of Europe are varied. We
therefore believe that each nation will manage debt issues unilaterally against a
backdrop of ECB/EC assistance should it become necessary. Market participants are
confident that an unspoken agreement to bailout Greece and/or any other EU member
exists although this will never be publicly stated because of political reasons i.e.
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Germany and France agreeing to bailout their southern European counterparts would
not be well taken amongst the German and French electorates — not to mention such
an assumption would amplify the speculative interest surrounding sovereign debt
issues and possibly create moral hazard whereby borderline European countries are
encouraged to increase fiscal spending, knowing that a rescue would be forthcoming
should investors lose confidence in public finances.
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Equity markets in the US, UK and EU reached fresh highs last week as confidence returned.

E Global financial markets reverted to the familiar pattern of weaker USD in favour of higher
— equity, commodity and risk-FX as recently common threats to the global recovery (European
— sovereign risk, Chinese tightening, US macro data underperformance) continued to fade.
S
S US Dollar The VIX ir.1dex, measuring option
E 2% volatility in the S&P rose sharply
-g higher as investors rushed to
g protect long positions in the S&P.
L 01306 The S&P reached its January high
0% I_lﬁ — but this is close to its 61.8% Fib
0.33% 0.21% retracement level (1,145) which is
0.91% 0.80% 058 . 0.91% a significant resistance level given
1 39% 1.20% the recent worries over recovery,
2% growth and sovereign risk. Long
wpan  EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK traders possibly buying put options

in order to hedge against a
significant retracement from the 1,150 high in the S&P.

The employment picture in the US improved unexpectedly last week. After months of
disappointment and continued contraction in the amount of US citizens in full-time
employment - US unemployment claims fell — creating positive sentiment and bolstering
recovery expectations.

The US trade balance narrowed (-$37.3bn vs. -540.9bn exp.) — another positive sign for Dollar
bulls and recovery optimists. US exports helping to support growth while imports are falling
which is beneficial for the Dollar. The dramatic fall in imports of oil could be considered as a
negative indicator due to lower demand for energy i.e. a lower inclination to expand output
but on the other hand, a weaker dollar is putting pressure on buying preferences as US
consumers/businesses cut back on foreign imports.

Strong US retail sales — most data in the US was positive last week. But, good retail sales

numbers (0.3% vs. -0.1% exp.) were countered by slightly weaker consumer confidence data
(72.5 vs. 74.0 exp.); stock markets fluctuated amongst uncertainty and indecision.
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EUR

The major theme for Euro traders was the ongoing issue of sovereign risk. Rumours,
unconfirmed reports and speculation dominated the price action although by the end of the
week, default risk was lower as confirmed by stronger equities, commodity and credit
markets.
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One major story which may have been significant was an article in ‘Der Kurier’ (Austrian
newspaper) claiming to have detailed information sourced from ongoing negotiations
between Greek and European officials. According to their sources, Germany and Paris agreed
that Greece might need €55bn until the end of the year to prevent insolvency. The German

E government would be ready to contribute €20bn, the French €10bn (no further information
— on the remaining €25bn). Angela Merkel outlined the time frame, with the first intervention
— around Easter. The news story lifted the Euro in the short-term but if the story is proven
-g true, the numerisation of the help required would be a positive factor against alleviating
QL default risk.
- The Euro’s performance against the
© Euro . I
o 2% Swiss Franc attracted significant
g Lo attention. SNB intervention was nowhere
L 0.91% . to be seen as EUR/CHF broke below its
0.57% 070
0.29% most recent ‘line in the sand’ of 1.46. The
0.08% ’—|
0% — pair is now trading just above 1.45 early
\—‘0 o on Monday (15™) indicating that SNB
' intervention is fading alongside
improvement in Swiss fundamentals
2% including inflation, growth and

spai USD GBP JPY CHF CAD NZD AUD employment. Moving forward, we see
the case for intervention only making
sense if the pair declines rapidly. The SNB is seemingly content with seeing a gradually
stronger CHF but if EUR negative shocks propel the pair towards all time record lows of 1.43
(reached in late 2008), we could see renewed intervention.

GBP

Sterling weakness persists as fresh macro data continues to disappoint. The trade balance for
February widened where a

British Pound contraction was expected — the effect
on Sterling was negative, given extra
momentum by media focus on the

0.33% 0.47% issue as well as a reminder of UK’s
o ’—‘ 0.06% fiscal imbalances. The effect of the UK
|—'\_‘ election upon GBP is still difficult to
0.57% o -0.54% call — a hung parliament is likely to
-1.05% create uncertainty which is Sterling

o negative but on the other hand, there

»oi USD EUR JPY CHF AUD CAD NZD is strong consensus amongst all
political parties that fiscal policy needs

extensive attention (and in turn budget cuts/tax rises). The lack of clear differences on fiscal
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policy amongst the major parties is helping to prevent another negative influence on GBP
pairs.

In addition to trade data, manufacturing production (-0.9% vs. 0.3% exp.) and industrial
production (-0.4% vs. 0.2% exp.) figures disappointed market participants. The effect on
Sterling was again negative but weakness was not extensive. Over the week, largest losses
were against CHF (-1.74%). Losses in other pairs were contained to <1% although the
downside was significantly tested. GBP/USD reached a low of 1.4872 before closing just
above 1.52. The only gains were against USD and JPY — both currencies putting in weaker
performances across the board as risk preferences returned to favour the high yielders and
cyclical currencies.
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JpY

All Japanese macro data was in line with expectations last week thus preventing any
significant domestic driven effects on JPY pairs. JPY price action took its cue from more global
influences such as the prevailing attitude towards risk.

Broad JPY weakness including against
Japanese Yen

0% USD was the story for most of the
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0.13% week as the prospect of more easing

-0.36% via QE expansion or at least lower
-0.47%

Py interest rates for longer suppressed
-0.89% any JPY gains. The added factor of
rising risk tolerance as shown by
higher equity markets in the EU, US
and UK pressurised the Yen via the

risk theme as well. BoJ commentary

-1.07%

-1.54%

-2%

USD EUR GBP CHF CAD NZD AUD continues to hint at intervention

alpari
should JPY falls become excessive but
market opinion is that the BolJ is happy to see a weaker JPY; adding momentum to JPY

weakness.

Incidentally, highest intra-week volatility was again seen in JPY pairs (EUR, GBP, CHF). This is
likely to occur again this coming week as a heavy economic calendar includes an interest rate
decision by the BolJ. Some of the rumours that have driven the Yen lower in 2010 (Bol
intervention, QE expansion, deflationary environment) could be laid to rest or by the same
measure, they could be confirmed. Either way, volatility in Yen pairs is likely to stay elevated.
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CHF

Last week’s interest decision by the SNB was in line with expectations and didn’t reveal
anything significant. However, a much stronger than expected retail sales estimate (4.4% vs.
2.4% exp.) has given Swiss authorities a strong indication that consumer spending
preferences are stabilising with deflation looking more and more like a past concern rather
than a future one. Month on month CPI was steady at 0.1% against expectations of 0.2% but
this was regarded as positive because the previous reading in February was -0.1%.
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Swiss Franc The Euro’s performance against the Swiss Franc

attracted significant attention. SNB intervention
154% was nowhere to be seen as EUR/CHF broke
below its most recent ‘line in the sand’ of 1.46.
1.05% The pair is now trading just above 1.45 early on
o Monday (15") indicating that SNB intervention is

0.49% fading alongside improvement in Swiss
m fundamentals including inflation, growth and
employment. Moving forward, we see the case

1.39%

0%
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USD EUR GBP JPY CAD AUD for intervention only making sense if the pair
declines rapidly. The SNB is seemingly content
with seeing a gradually stronger CHF but if EUR negative shocks propel the pair towards all
time record lows of 1.43 (reached in late 2008), we could see renewed intervention.

alpari

Others

Commodity-based currencies were driven by Chinese related news. AUD, CAD and NZD were
all boosted after a Chinese official said there were factors limiting China's ability to increase
FX investment in Gold. Also, very strong growth in retail sales alongside a report by the IEA
citing China’s “astonishing” demand for raw materials and energy, helped investors to regain
trust in China’s ability to maintain its strong pace of economic growth. Countries with large
exposure to China in terms of raw materials exports are Australia, New Zealand and Canada.
All three currencies benefitted from Chinese macro data releases last week.

FX Weekly Page 5



Preview: 15" — 21 March 2010

e Fed and BoJ interest rate decisions take the spotlight. Market participants
anticipating outside chance of more easing in Japan and quicker tightening by the
Fed. USD/JPY in danger of severely adverse moves this week. JPY pairs likely to
remain volatile
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e BoE minutes could be key in alleviating recent pressure on Sterling but could also
make the situation worse if support for QE expansion is seen to growing amongst
MPC

e US and European CPI releases will be good gauges of inflation outlook; not just
domestically but also from a global perspective. Inflation is probably the biggest
threat to any recovery at the moment so inflation indicators are likely to influence
price action more vociferously as the fragile recovery rumbles on

us
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The Fed meets Tuesday and the Bank of Japan ends a two day meeting on Wednesday.
The Fed meeting is most likely to be a non-event with much of the same “extended
period” language left in. We don’t expect any major changes in the statement coinciding
with the meeting. We think the Fed will retain the "extended period" language and could
also keep the option of expanding asset purchases beyond Q1 should economic
conditions deteriorate.

The BoJ meeting deserves more attention since it is likely that the bank announces
additional easing measures. One measure could be the upsizing from ¥10trillion to
¥20trillion, the 3-month lending facility announced in December 2009. The bank could
also extend the maturity of this new operation from 3 months to 6 months, or increase its
outright purchases of JGBs. We expect the Yen to suffer as a result of the BoJ meeting.
Speculation around these measures has lifted USD/JPY over the past week, since they
would categorise the BoJ as one of only three central banks in the world that is easing
during this global recovery — the other two being Hungary and Russia.

The state of the US manufacturing industry will be in the spotlight this week. The national
ISM index has continued to trend upwards, indicating that the manufacturing sector
recovery is still going strong. Indications of a break in this trend would put a dent in
recovery expectations and could induce renewed Dollar and Yen strength as investors
retrench.

The January TIC data announcement and Q4 current account data will be key for
highlighting whether Greece’s sovereign debt related mire in January motivated greater
demand for long-term US assets. The current account report will highlight whether the
upturn in corporate profits in Q4 is powering another revival in FDI outflows from the US,
as recoveries typically do.
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Europe

In Europe, the focus will be on the ZEW survey, especially after last week’s industrial
production number (1.7% vs. 0.7% exp.) for further signs of recovery.

Slow removal of the sovereign risk theme is helping the Euro recover its sharp losses going
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back to December 2009. Other themes which helped the Dollar gain dominance and buck
its downward trend (Chinese tightening, sovereign risk in Europe and broad macro data
underperformance) are beginning to ease away out of focus — this scenario is greatly risk

positive and likely to support the Euro as speculative shorts reconsider their weighty
plunge into selling the Euro and large institutionals come back to buy the Euro back at
better levels. It’s not time to celebrate just yet but the core risk associated with sovereign
defaults is waning while fears of a Chinese slowdown putting the brakes on the global
recovery are also being discounted because of strong Chinese data and limited
confirmation that China will begin on a full-blown tightening cycle in the short-term.

UK

In the UK, this week’s PSBR (Public Sector Borrowing Requirement) release should

Fundamental | FX

dominate given the focus on public finances ahead of the March 24™ budget statement.
More borrowing would further undermine government estimates for 2010 (and onwards)
and put pressure on ratings agencies to act.

Minutes of March's BoE interest rate decision are published on Wednesday. We expect
BoE members to have voted unanimously to keep policy unchanged although there is an
outside chance of one or two dissenters considering the uninspiring commentary seen
over the past two weeks from BoE officials and some data undershooting in late
February/early March.

BoE minutes should show a 9-0 vote for unchanged rates (0.5%) and unchanged QE
(£200bn). There is a realistic, yet slim, chance of a dissenting vote regarding QE expansion.
If so, it’s likely to be David Miles given his dovish stance although it should be noted that
UK economic data in February mostly undershot expectations but not significantly so —we
think all BoE members (including David Miles) refrained from voting for more QE in
February. A surprise here would be significantly Sterling negative. Most event risk is to the
downside for GBP.

China

Premier Wen's remarks last week regarding the Yuan and the managed peg with the US
Dollar have stoked speculation that an exit from the exchange-rate policy set by the PBoC
could soon occur. Market participants are looking at early May as the likely time for a
removal of the special policy. In our view, any CNY appreciation will be gradual and Wen's
comment that the “Yuan is not undervalued” suggests any one-off revaluations will not
happen.
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FX Sensitive Calendar Events

Monday 15" March

(GBP) Rightmove HPI

(GBP) BoE Quaterly Bulletin
(CHF) PPI

(EUR) Employment Change
(USD) TIC Long-Term Purchases
(USD) Industrial Production

T . fh
Tuesday 16" March

(AUD) Monetary Policy Minutes

(EUR) German ZEW

(EUR) CPI

(USD) Interest Rate Decision + Statement

Wednesday 17" March

(JPY) Interest Rate Decision + Statement
(GBP) BoE Meeting Minutes

(GBP) Unemployment Rate

Thursday 18" March
(CHF) Trade Balance

(CHF) Industrial Production

(GBP) Public Sector Net Borrowing
(EUR) Trade Balance
(
(
(

SD) CPI
SD) Unemployment Claims
USD) Philly Fed Manufacturing Index

u
u

Friday 19" March
(CAD) cPI

(CAD) Retail Sales

Saturday 20" March
(USD) Ben Bernanke Speech

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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