22" March 2010

Review: 15" — 19" March 2010

e Equity markets pushed through key resistance levels; S&P (1,150), Dow
(10,700), FTSE (5,650), representing robust risk sentiment. European
indices lacked the momentum achieved by US and UK counterparts. George Tchetvertakov

e |Interest rate decisions from Fed and BoJ in line with expectations but Head of Market Research
speculative motives dominated nevertheless gichetvertakov@alpari.co.uk

e Greek sovereign debt situation worsened against a backdrop of recent
stabilisation. Fresh pessimism was politically driven.

e EUR/CHF just above all time lows of 1.43 — SNB intervention becoming
more sporadic and transitory as improvement in Swiss economic
situation discourages artificial manipulation of CHF

e Broad Sterling weakness continues linked to election risk, a poorly
balanced fiscal policy and a lack of concrete measures to resolve
outstanding deficits. May election impact currently overestimated
because of a lack of clear daylight between the major political parties
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Currency At Open At Close Week Week

pair on Mar. 15" on Mar. 19" % Change High Low Volatility
EUR/USD 1.3759 1.3528 -1.68% 1.3817 1.3503 2.28%
GBP/USD 1.5176 1.5009 -1.10% 1.5381 1.4977 2.66%
uUsD/JPY 90.60 90.51 -0.10% 90.80 89.75 1.16%
USD/CHF 1.0589 1.0612 0.22% 1.0646 1.0506 1.32%
EUR/GBP 0.9066 0.9010 -0.62% 0.9129 0.8915 2.36%
EUR/CHF 1.4573 1.4359 -1.47% 1.4578 1.4318 1.78%
GBP/CHF 1.6072 1.5930 -0.88% 1.6219 1.5901 1.98%
GBP/JPY 137.50 135.86 -1.19% 139.35 135.17 3.04%
EUR/JPY 124.67 122.47 -1.76% 125.06 122.25 2.25%
CHF/JPY 85.53 85.27 -0.30% 86.14 84.75 1.63%
AUD/USD 0.9171 0.9150 -0.23% 0.9251 0.9094 1.71%
NzZD/USD 0.7031 0.7078 0.67% 0.7178 0.6986 2.73%
USD/CAD 1.0171 1.0169 -0.02% 1.0231 1.0061 1.67%

| Source: Alpari (UK)

usb

The Fed doused expectations of pre-emptive tightening at their monthly policy meeting.
Leaving the Fed funds rate unchanged at 0-25%, the Fed also reaffirmed its promise to “keep
rates exceptionally low for an extended period”. This phrase in particular was focused on
because many market participants believe that only once this phrase has been amended or
removed, can the Fed actually begin to raise interest rates. Interestingly, one of more hawkish
members of the FOMC voted to remove this phrase. The Fed also announced that the
remaining mortgage backed securities and agency debt purchases would be executed by the
end of March. Household spending is expanding at moderate rates and is constrained by high
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unemployment and tight credit. The overall impact of the policy meeting was Dollar negative
as US futures markets priced in a lower chance of a Fed rate hike in the next 6 months. The
decision helped US indices however as lower costs of borrowing/capital are assumed to help
firms expand their businesses.

The S&P broke through key resistance on Tuesday 16" alongside the dovish Fed statement.
1,150 was a significant hurdle for equity bulls because this is a strong Fib retracement level
(61.8%) and is also where January gains were halted. In mid-January the S&P struggled to get
past this level, forming a triple-top before falling back to 1,050. Last week'’s surge higher
reached a high of 1,169 although the index did consolidate going into the weekend.

UsS Dollar Rumours of a discount rate hike in
1.68% 1.70% 164% the US on Thursday helped USD

L10% Les higher but even if this rumour is

2%

true, it means little in real terms.

0.22% 0-23% The discount rate was lowered

0%

\ 0.02% alongside the Fed funds rate but this
0.10%
measure was for emergency

0.67%
purposes only. Very few banks

borrow money in the discount

-2%

EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK window because of the stigma

alpari

attached to doing such a thing. In
our view, a higher discount rate is part of Fed policy normalisation and shouldn’t necessarily be
seen as pre-cursor to higher US interest rates and/or a policy tightening cycle.

A stronger Philly Fed Manufacturing Index (18.9 vs. 17.6 exp.) was received well by investors as
US manufacturing continues to recover at a steady pace. US inflation was flat as expected
(0.0% vs. 0.1% exp.) and had very little impact on USD or US assets upon its release. Inflation is
well contained in the US which has prevented inflation expectations creeping up and driving up
mortgage and long-term yields.

EUR

Credit rating agency Standard & Poor's affirmed Greece's 'BBB+/A-2' sovereign credit ratings
and removed them from CreditWatch
0% Euro given the strong likelihood that Greece
will achieve its 2010 fiscal target. This was

0.62% a positive development as only a few

weeks ago S&P remained concerned

-1.47% -1.51% H
2% | -1.68% 1.76% -1.68% about Greece. The medium term outlook

remains uncertain but consequences
would be at the 12-18 months horizon.
Fiscal reform may be well planned but

-2.40%

-4% how it is executed over time is key —
spei USD GBP JPY CHF CAD NZD AUD investors realise this and remain sceptical
at long durations.
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The latest measures announced by the Greek government with the hope of securing EU
support include €4.8bn of wage cuts and tax increases, further increases in excise taxes on fuel
and alcohol and a rise in value-added tax rates. As well, public sector workers face across-the-
board pay cuts of about 7% in 2010 including an unprecedented 30% reduction in April,
summer and Christmas bonuses. On March 13”‘, there was a demonstration showing that
social unrest in the wake of these measures could be increasing and that popular support for
austerity may wane in the medium term: a diminishing share of people continues to be in
favour of the austerity measures. 60% of the population now support the idea that the
government and the media are being too "dramatic" on their appreciation of the crisis.

A Greek official quoted in a newswire report said the country was growing increasingly
pessimistic about the prospect of help at a European Union summit on March 25" and may
seek International Monetary Fund (IMF) aid. Other commentary from European political
circles created more confusion and uncertainty as German officials seemed adamant that
unilateral German action would not be forthcoming. The re-emergence of the Greek sovereign
debt theme was very unexpected after several weeks of gradual alienation. The deterioration
put on fresh Euro pressure with EUR pairs reversing out of their recent consolidation.

A strong German ZEW survey helped EUR to session highs against USD and JPY on Tuesday and
stable inflation at 0.9% also helped the Euro to stay firm pre-Fed but this wasn’t sustained over
the course of the week as sovereign risk weighed on the Euro significantly. The Euro finished
the week lower across the board — largest losses were against NZD (-2.4%) and JPY (-1.76%).

GBP

Sterling pairs were some of the most volatile last week as fairly good news from a borrowing

perspective was counter-balanced by uncertainty regarding the UK election and comparative

economic policy between the major political parties. Broad Sterling weakness continues; linked

to election risk, a poorly balanced fiscal policy and a lack of concrete measures to resolve

outstanding deficits. The May election impact is currently overestimated because of a lack of

clear daylight between the major political parties.

. GBP was stronger in all pairs after a

2% British Pound narrower budget deficit (£12.4bn vs.
£14.6bn exp.) — rising tax income at the

0.62% fastest pace for two years helped to

calm investor fears that the UK’s

0% recovery is faltering. With an election in

the coming months likely to focus

public opinion on government finances,

-0.88% .0.94%
-1.10%

-1.19% Laen market participants are anticipating
-2% -1.81% sharp budget cuts as well as tax
spari USD EUR JPY CHF AUD CAD NZD increases — although these are

technically bad for the UK economy,
the fact that such measures will reduce the debt overhang in the UK and also reduce the
budget deficit considerably, is helping to boost Sterling but only temporarily due to a lack of
clarity. As we approach the election, more details about how the UK will resolve it 12%+
budget deficit should emerge. An immensely important event will be this week’s pre-election
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budget but an even more important event will be the post-election budget — in between the
two dates, speculation about how changes to spending/taxation affect the broader UK
economy will be rife.

Policy minutes from the Bank of England’s March 4™ meeting were made available last week.
All nine members agreed to keep interest rates at an all time low of 0.5% and leave the £200bn
QE program unchanged. The key development from the minutes was that some BoE members
have become slightly concerned at the level of inflation in the UK. Moreover, previous
assumptions that inflation would fall from January’s 3.5% down to 2% due to persistent
weakness and spare capacity in the economy, are more difficult to justify given Sterling’s broad
weakness in recent months.

Py

All the focus was on the BoJ’s monthly policy meeting. Before the decision was announced,
speculation about possible expansion of asset purchases and/or other easing measures
weighed on Yen pairs. There were fears
Japanese Yen that the US policy meeting would be
2% 1.76% USD positive while the Japanese policy

1.19% meeting would be JPY negative, thus

exacerbating price action in USD/JPY. In

0.30% 0.32%
0.10% 0.10% i i
» o e the meeting itself, the BolJ kept
overnight rates unchanged at 0.10% via
0.58% a unanimous board decision and

promising to maintain very easy

» monetary conditions.

USD EUR GBP CHF CAD NZD AUD

alpari

The BoJ board voted 5-2 on expanding
its fixed-rate funding operation — Noda
and Suda dissented. The overall impact on JPY pairs was fairly muted.

CHF

The EUR extended losses against CHF to trade just above the all time low of 1.43 last week. The
franc came under pressure after SNB board

member Jean-Pierre Danthine said Swiss firms Swiss Franc
and consumers should prepare for rising 2%

1.47%

borrowing costs and exchange rates set freely

by the market. The comment was eventually 0-88%

picked up by market participants as CHF positive

0.01%

because the likelihood of intervention % 7 I —
decreased further. Better macro data from 022% 0305 0-2%%
Switzerland is exacerbating the moves lower in
EUR/CHF because of fresh European default risk
removing support in all EUR pairs. In a week 2%

. . USD EUR GBP JPY CAD AUD
where Swiss factors showed improvement and alpari

European factors displayed deterioration meant
CHF appreciated most against EUR (1.47%) but remained fairly flat in all other pairs.

FX Weekly Page 4




Looking forward, we see the potential for more SNB intervention increasing as
EUR/CHF prints fresh record lows. Despite the broad macro improvement, risks to the
recovery story remain (as they do in all territories) which could prompt the SNB to
reconsider their backpedalling in the intervention arena. Growth and inflation forecasts
have been improved which could indicate an end to intervention but by the same
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token, the same forecasts could deteriorate if external demand begins to struggle —
especially if removal of stimulus measures (in China, US, UK, Japan, EU) has a
pronounced impact on aggregate demand. We see intervention risk as diminishing but
present - market participants should be ready for adverse price moves in EUR/CHF in
the short-term as speculators reposition following recent developments in Swiss
fundamentals.
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Preview: 22" — 28" March 2010

e UK budget important but post-election budget will be more influential

e CPI, Mortgage Approvals, Retail Sales and a pre-election budget complete a fragile
week for the UK — elevated volatility in UK asset classes expected
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e |Interest rate decision from Norges bank poses a risk for NOK pairs; rates likely to
stay on hold at 1.75% but futures markets see a 30% chance of a hike so upside

event risk for NOK pairs on Wednesday is expected.
e Fresh European PMI’s will again update and clarify what’s happening with
sentiment in the Euro-zone.

This coming week, most focus for FX traders will be on the UK with a key tranche of data
due. CPIl, mortgage approvals, retail sales and a pre-election budget stand ready to drive
GBP pairs depending on how they are perceived by the market. For the moment, a lot of
pessimism has been priced into Sterling because of the UK’s poor fiscal balance and
reluctance of UK politicians to make early budget cuts. Inflation is also weighing on GBP
because the assumed peak of 3.5% before a fall back down to 2% (BoE forecast) is being
severely questioned given Sterling’s continued weakness and very easy monetary policy

Fundamental | FX

overall. £200bn of QE could still be raised according to several MPC members as well — all
these factors are keeping GBP in sell rallies mode for the time being. The heavy data
calendar in the UK is likely to be the theme of the week — at least for UK asset classes.

The Norges Bank meets on Wednesday - we expect rates to stay unchanged at 1.75%
although the futures market is pricing in a 30% chance of a hike. We think the recently
strong(er) macro data was not enough to warrant an unexpected rate hike but upside
event risk in NOK pairs exists nevertheless. The key for NOK is likely to be the statement
following the meeting itself — investors will be focusing on the language and the likely
policy normalization schedule. We expect the bank to hike rates next in June (23™) whilst
putting forward indications regarding the rest of the policy schedule. It’s highly likely that
the Norges Bank cites NOK appreciation as a restrictive factor for the economy which
could add to the sentiment being derived from the strength of Norway’s housing sector in
particular. The broad improvement in economic conditions should support NOK in the
medium-long term regardless of whether interest rates are increased or not but this
week’s meeting does pose a risk.

The Greek sovereign issue will rumble on this week so watch out for sporadic commentary
from European, Greek and IMF officials. All will have something to say about the issue and
market participants will probably take notice of some of the verbatim. EUR pairs should
stay choppy as the EU leaders summit takes place on Thursday and Friday. If IMF
participation is confirmed, the short-term EUR impact should be negative because it
would then be assumed that Greece is willing to explore ALL options including default,
EMU exit and restructuring. The best case scenario for the Euro is some form of internal
agreement amongst EU creditor nations to help the debtors. This resolution is incredibly
sensitive politically which explains the lottery of comments coming out of European
officials over the past few months.
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The end to this saga is unlikely to come soon but the more localised the solution, the
better the Euro is likely to perform because IMF support rules are more rigid than
Europe’s. Also, ‘reform fatigue’ could set in whereby initial budget cuts go a long way to
convincing international investors in the immediate term but over the next 2 years, Greek
austerity could drift back to become Greek mismanagement all over again. Also, the
psychological impact of going to the IMF could also be significant — if an individual
European nation cannot deal with fiscal problems on its own or alongside European
counterparts — what does that say about the Union as a concept?

We see the potential for more SNB intervention increasing as EUR/CHF prints fresh record
lows. Despite the broad macro improvement in Switzerland, risks to the recovery story
remain (as they do in all territories) which could prompt the SNB to reconsider their
backpedalling in the intervention arena. Growth and inflation forecasts have been
improved which could indicate an end to intervention but by the same token, the same
forecasts could deteriorate if external demand begins to struggle — especially if removal of
stimulus measures (in China, US, UK, Japan, EU) has a pronounced impact on aggregate
demand. We see intervention risk as diminishing but present - market participants should
be ready for adverse price moves in EUR/CHF in the short-term as speculators reposition
following last week’s developments.

FX Sensitive Calendar Events

Monday 22" March Tuesday 23" March

(CHF) SNB Quarterly Bulletin (GBP) CPI

(JPY) Monetary Policy Meeting Minutes (GBP) BBA Mortgage Approvals
(USD) Existing Home Sales

(

(

NZD) Current Account
JPY) Trade Balance

Wednesday 24" March Thursday 25" March
(EUR) French Manufacturing & Services PMl’s (GBP) Retail Sales
(EUR) German Manufacturing & Services PMI’s (USD) Unemployment Claims
(EUR) Euro-zone Manufacturing & Services PMI’s | (USD) Ben Bernanke Testifies
(
(

(EUR) German IFO Business Climate NZD) Trade Balance
(GBP) Annual Budget Release JPY) Tokyo Core CPI
(NOK) Interest Rate Decision + Statement
(USD) Durable Goods Orders

(USD) New Home Sales

(NZD) GDP
Friday 26" March Saturday 27" March
(USD) Final GDP N/A

(USD) University of Michigan Consumer
Sentiment REVISION

Sunday 28" March

(CHF, EUR, GBP, DKK, SEK & NOK) Time
adjustment +1 hour

(JPY) Retail Sales
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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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