29" March 2010

Review: 22" — 28™ March 2010

e Rescue plan for Greece was agreed but doesn’t specify what event(s)
could trigger its execution. IMF involvement now confirmed.
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Market Research

> e Portuguese downgrade was important but not critical because outside George Tchetvertakov
= intervention is not needed for now. More European downgrades would Head of Market Research
- complicate the issue with more pressure being put on the newly founded gichetvertakov@alpari.co.uk
© EU/IMF facility.
'E e US yields across the curve rose strongly; key 4% level in Treasuries will be
GE" tested this coming week
G e US Dollar continued its bullish run since Dec 09; investors concerned
'g about sovereign risk in Europe and persistent deflation in Japan
= e UK budget was largely immaterial; strong on PR and electioneering but
== lacking in detail/clarity to have any marked impact on UK asset classes
Currenc At Open At Close Week Week -
pair Y on Mas 22™ on Mar. 26" i Low Volatility
EUR/USD 1.3517 1.3408 -0.81% 1.3569 | 1.3267 2.23%
GBP/USD 1.4987 1.4894 -0.62% 1.5113 | 1.4797 2.11%
UsD/JPY 90.49 92.50 2.22% 92.95 89.83 3.45%
USD/CHF 1.0608 1.0650 0.40% 1.0751 | 1.0546 1.93%
EUR/GBP 0.9018 0.8999 -0.21% 0.9044 | 0.8885 1.76%
EUR/CHF 1.4341 1.4281 -0.42% 1.4372 | 1.4231 0.98%
GBP/CHF 1.5900 1.5863 -0.23% 1.6064 | 1.5826 1.50%
GBP/JPY 135.61 137.80 1.61% 138.13 | 134.54 2.65%
EUR/JPY 122.32 124.03 1.40% 124.19 | 121.05 2.57%
CHF/IPY 85.27 86.83 1.83% 87.00 84.34 3.12%
AUD/USD 0.9135 0.9038 -1.06% 0.9197 | 0.9001 2.15%
NZD/USD 0.7060 0.7036 -0.34% 0.7101 | 0.6993 1.53%
USD/CAD 1.0161 1.0263 1.00% 1.0302 | 1.0147 1.53%

| Source: Alpari (UK)

usb

The major story for the Dollar was the poor set of auctions of US debt which in turn induced
spikes in US yields across the whole yield curve. 10yr Treasury yields are peaking and will
probably test the key 4% level sometime this week. The Dollar also found natural support from
risk-averse capital flows looking to avoid exposure to EUR and JPY. European sovereign default
risk has been a persistent weight on the Euro for the past few months and even with IMF
participation confirmed, the Euro still finds it difficult to shed its recently acquired, negative
reputation.

Sales of US homes fell to their lowest level on record (308k vs. 318k exp.) as high
unemployment levels dragged on consumer spending preferences, especially expensive
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investments such as housing. Housing data is being looked at very intently at the moment for
signs of recovery amongst consumers. It is a fair assumption that if US consumers continue to
entrench and reduce spending preferences, the US recovery will be more gradual and probably
more uncertain. Fed commentary highlighted weakness in the housing market at the latest
policy meeting on March 16™.

US Dollar A key event for intra-day traders last
week was the upside breakout in the
Dollar Index. The USD index broke
out of its consolidation zone; a range

4%

2.22%

2.13% of 79.50 — 81.30 dating back to
2%
January. Sovereign risk weighed on
1.00% 1.06% 1.02% confidence as the European
0.81% i 0.80%
% . . . .
062 0.40% .. sovereign situation deteriorated.
0%

EUR GBP JPY CHF CAD NZD AUD DKK NOK sek | Latein the week, the final US GDP
growth revision was lower than

expected (5.6% vs. 5.9% exp.). This would have probably been an influential event in its own
right but within a week of huge global themes dominating, the effect on US asset classes was
muted. The markets are seemingly focusing on US bond yields and interest rate expectations
as prime drivers for the Dollar. In December/January, a strong USD bounce in all currency pairs
led many analysts to discount the Dollar’s premature strength and attribute the phenomenon
to risk-aversion etc. But now that other factors such as European debt, Chinese tightening,
Japanese deflation and renewed equity market strength have surfaced, the tightening cycle
compared to other central banks such as the ECB, BoJ and BoE doesn’t seem all that far behind
—in fact, the Fed is the most likely to begin interest rate hikes first. It will be a hugely positive
driver for USD demand in the coming weeks/months if this scenario plays out.

alpari

EUR

The big news in Europe was the bi-lateral agreement between the EU and the IMF to provide
funding for Greece — should it become necessary. The effect on the Euro was marginally
positive although much of the positive sentiment is being counter-balanced by the fact that
seeking IMF participation also means accepting the IMF’s policy playbook in full. This includes
debt restructuring, sovereign default, devaluation and even Euro exit — not all will be forced
upon Greece but if the situation deteriorates, the scenarios listed above will become much
more likely and as a consequence, pressurize the Euro. Given the uncertainty about Greece
being able to manage its fiscal problems unilaterally and Greece’s ability to access public bond
markets over the coming months, the possibility exists of Greece being forced to leave the
EMU and/or default on its sovereign obligations.

Throughout last week, numerous German, French and Greek officials were keen to voice their
opinion about European sovereign issues thus increasing speculative price action in most EUR
pairs. Large macro funds were reportedly trying to avoid the speculative hoopla however. Fitch
downgraded Portugal to AA- from AA with a negative outlook. The development came at
exactly the wrong time i.e. just when market participants were slowly rebuilding confidence in
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Greece, a downgrade in another EU state (Portugal) ensured EUR weakness across the board
as investors were left disappointed and fearful of more downgrades in the near future. Prime
candidates are Spain, Ireland and Italy. Selling interest was most pronounced in EUR/JPY and
EUR/USD. Attention now turns to the Portuguese parliament which must approve the austerity
plan designed to reduce Portugal’s deficit. A failure to approve it could have severe negative
effects on the Euro.

The 3.1% yield level in the German 10yr bond was briefly broken last week, before reversing
back above. German 10yr bonds have been in a range of 3.1% - 3.4% since August 2009.The
break below further weighed on the Euro because lower yields represent a lower return for

international capital flows.

Euro
2%
1.40% Greece accord helped the Euro but doubts,

risks and uncertainty remain. Greece could
still default but the difference now is that
0.20% 0.24%
. [ | official confirmation of support has been
\_‘ provided. Market participants have already

-0.21%

-0.42% -0.51%

been assuming this however — so the
-0.81%

positive rebound in the Euro was limited.

e The cost of protecting Greek government
USD GBP JPY CHF CAD NZD AUD debt against default fell to €299,000 per
€10m of exposure on Friday while the cost
of protecting other European government bonds from default also eased. Five-year CDS for
Spain narrowed to 107.4 bps from 109.5 bps, while Portuguese CDS tightened to 136.9 bps

from 138.9 bps. The premium investors demand to hold Greek and other peripheral Euro-zone

alpari

government bonds rather than benchmark German Bunds also eased, with the 10-year Greek
spread contracting 14 bps to 306 bps.

Last but not least, funding problems for Anglo Irish bank have added to concerns that
economic fallout from the financial crisis will continue to weigh on the recovery in Europe.
Anglo Irish is heavily reliant on emergency short-term funding from the Central Bank of
Ireland, more than a year since the worst of the crisis passed. This theme could be yet another
seriously negative factor for the Euro if the situation in Ireland escalates.

GBP

The focus in the UK was on the pre-election budget for possible austere surprises. The
Chancellor revised down his borrowing estimate for the current fiscal year by £11bn to £167bn
and has consequently revised down his projections for the deficit and debt ratios by 1-3% of
GDP relative to the PBR. The deficit is projected to fall from 11.8% of GDP to 4.0% in 2014-15,
while the structural deficit is projected to fall from 8.4% of GDP this year to 2.5% in 2014-15.
The public debt ratio, however, is still projected to be on a rising trend at the forecast horizon,
hitting 75% (down from 77.7% in the PBR). Additional supportive measures were announced: a
£2.5bn 'growth package' was rolled out, including cuts in business rates for small businesses,
increased capital allowances and a higher level of capital gains tax relief for entrepreneurs.
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Every politician in the UK agrees that fiscal problems must be addressed — the only questions
are when and how aggressive should the adjustment be? Bullish Sterling traders were quietly
hopeful that strong measures would be announced but in practice we saw a strong dose of
rhetoric catalyzed with a PR offensive designed to appease the voters rather than financial
markets. Maybe UK politicians are keen on getting re-elected as a priority before wading
through all the messy details of what to cut and when. In our opinion, the post-election budget
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will be the key event that sets the UK on

- a particular path to fiscal recovery. Until
British Pound P P , Y
2% Le1% then, GBP pairs are likely to remain

within broad ranges. In the continuing

absence of a Comprehensive Spending
0.43% 9% . . .
0.21% ’—Hﬂ‘ Review there are no specific details
0% about spending beyond 2010-11. Since
-0.23% -0.32% spending cuts form an important part of

-0.62% the deficit reduction plan, accounting

for 30% of the total planned
adjustment, this lack of detail is
material.

.pei USD EUR JPY CHF AUD CAD NZD

Fundamental | FX

UK CPI was seen slightly less than expected (3.0% vs. 3.1% exp.) which is technically good for
the UK considering the elevated concerns about inflation falling back to 2% from its peak of
3.5% in January. The inflation number generated a lukewarm reaction however; market
participants saw it as insignificantly outside of prior expectations. Sterling did receive a strong
boost after UK retail sales surprised all prior estimates and expectations (2.1% vs. 0.8% exp.).
Consumer data is especially sensitive at the moment because of the follow through to the rest
of the economy. A true, organic recovery must absolutely contain fairly strong consumer-led
demand. Corporate profitability and macro factors have been improving around the globe but
consumer spending habits have lagged considerably — this should be attributed to a weak
employment picture in many of the G20 nations. The US, UK and Europe have all struggled to
slow unemployment during the crisis and are now struggling to bring unemployment down
thus creating a significant obstacle for individuals to raise their spending preferences. House
prices and the housing market in general have both been lacklustre at best so the two main
sources of income (house price inflation & employment income) for most individuals have led
to an anaemic contribution to UK GDP from the consumer sector.
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Py

The Yen was again lower across the board last week as deflation concerns and yield-hungry
capital outflows continued to weaken
Japanese Yen support for JPY. Sharply higher long-

0% . .
term yields in the US as a result of

several undersubscribed auctions
1 10% added momentum to USD/JPY,
-1.20% : v
-1.40%

. 161% reaffirming the strong correlation
-L83% -1.89%

between yields on US Treasuries and
USD/JPY. The Yen depreciated most
markedly against the Dollar (+2.22%).
BoJ minutes were in line with
USD EUR GBP CHF CAD NZD AUD expectations. The base rate was left
unchanged at 0.10% - the lowest level
anywhere in the World — without any expansion to QE. One member said that medium-long
term inflation expectations may be falling while another said this has not been observed so far.

-2.22%

-4%

alpari

CHF

Recently stronger Swiss fundamentals (current account surplus, improved growth & inflation
projections) continued to attract capital flows into CHF denominated assets. The Swissie even
managed to draw in safe-haven bids throughout the week as Greek (sovereign debt),
Portuguese (ratings downgrade) and Irish (Anglo
Swiss Franc Irish bank) factors suppressed risk-appetite.

2% 1.83%

Looking forward, we see the potential for more
SNB intervention in EUR/CHF increasing as the pair

0.68% 0.70%
042% prints fresh record lows (last week’s low: 1.4230).
0% ’—‘ﬁ Despite the broad macro improvement, risks to
the recovery story remain (as they doin all
territories) which could prompt the SNB to

reconsider their backpedalling in the intervention

-0.40%

2% arena. Growth and inflation forecasts have been
USD EUR GBP JPY CAD AUD 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 diminishing but present - market participants should be

alpari

ready for adverse price moves in EUR/CHF in the short-term, as speculators reposition
following recent developments in Swiss fundamentals and long-term, as European nations
embark on lengthy stabilisation programmes where setbacks are a realistic possibility
(considering Europe’s fiscal record since the inception of the Euro).
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Preview: 29" March — 4™ April 2010

e Holiday week meets strong tranche of data — expect choppy trade at best and
severe adverse moves at worst

o US employment report will be the ultimate focus given the recent hype about US
rates and their future expectations. Friday (April 2") is a public holiday but non-
farm payrolls are due nevertheless

e European CPIl, UK GDP and slew of manufacturing PMI’s (China, Switzerland, US,
UK) will provide an insight into how the recovery is progressing

e The manner in which macro data affects the Euro will be important — better macro
data should boost EUR pairs although recent uncertainty about sovereign risk
could keep macro market participants sidelined

o Global themes such as Euro sovereign risk and Chinese tightening are still active
despite EU/IMF agreement with further European downgrades a possibility.
Weaker Chinese data over the next two weeks would swing perceptions of PBoC
monetary policy and decrease the chances of tightening measures in the short-
term

This coming week, the markets are likely to have their ultimate focus on US payrolls,
released on Friday 2™ (Good Friday). Volumes are likely to be suppressed because of the
public holiday so even a small surprise would create very adverse market conditions. A
strong number is expected (180,000) although most of the expansion is likely to have
come from extra census workers hired last month. If private sector hiring is seen as flat,
even a stronger number could be seen as negative for US employment overall because
public sector hiring is not sufficient to support long-term growth. A stronger headline
number alongside a strong private sector contribution is likely to boost US yields and
extend recent gains in USD/JPY, although bond market sell-offs and USD/JPY rallies will
tend to fade while the Fed is so clearly on hold.

A key aspect of the trading week will be how the Euro trades in and around macro data
events this week. Stronger macro data globally should help the Euro track cyclical
currencies higher — a failure to do so could be an indication that investor sentiment
towards Europe has shifted, with considerably more apprehension now present. Large
institutional market participants may be inclined to avoid exposure to the Euro while
there is excessive daily speculation and uncertainty in EUR pairs.

A host of PMI’s are due for release on April 1* — these could be key if they show further
improvement in sentiment. In this scenario we are likely to see fresh highs in equity
markets and broad appreciation in risk-FX. The Chinese PMI estimate may be the most
closely watched given China’s growing influence on international financial markets. Strong
Chinese data would be very supportive of currencies such as AUD and NZD in particular.

The European CPI estimate is expected to show a modest rise in inflation, from 0.9% to
1.1% thus maintaining a gradual move from a deflationary peak of -0.6% in July 2009 to a
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healthy rate of inflation between 1%-2%. In Europe, the danger is not so much inflation
but deflation. The ECB has taken more than adequate steps to contain inflation
expectations but this has come at the cost of shallower growth and a slower recovery. If
this week’s number surprises to the upside, the Euro would be extremely well supported
but the more likely outcome is that inflation falls short of expectations and in turn weighs
on the Euro as policy normalisation is put back further.

UK GDP figures are expected to show a return to Q/Q growth in the UK for the first time
since June 2008. Most market participants see GDP growth as a key factor behind
whether it’s possible for the UK fiscal imbalance to be addressed by 2015. Strong GDP
growth would alleviate the real debt burden but anaemic growth would in effect increase
the debt overhang in the UK — GDP estimates should be watched intently but more so for
countries that are fiscally challenged. Strong GDP growth would allow spending cuts to be
less severe and taxation rates to fall. In the case of the UK, a stronger GDP would do
wonders for Sterling demand after several weeks of oversupply.

FX Sensitive Calendar Events

Monday 29th March Tuesday 30" March

(EUR) German Preliminary CPI estimates (GBP) Nationwide HPI

(GBP) Net Lending to Individuals (GBP) Current Account
(GBP) Final Mortgage Approvals (GBP) Final GDP

(EUR) Consumer Confidence (USD) Consumer Confidence

(USD) Core PCE Price Index

(USD) Personal Spending

(USD) Personal Income

(JPY) Household Spending

(JPY) Unemployment Rate

(JPY) Preliminary Industrial Production

Wednesday 31°" March Thursday 1°* April
(AUD) Building Approvals (NZD) Bank Holiday
(AUD) Retail Sales (AUD) Bank Holiday
(NZD) Business Confidence AUD) Trade Balance

(
(EUR) CPI (CNY) Manufacturing PMI
(CHF) KOF Economic Barometer (EUR) German Retail Sales
(USD) ADP Employment Report (CHF) SVME PMI
(CAD) GDP (GBP) Halifax HPI
(USD) Factory Orders (GBP) Manufacturing PMI
(JPY) Tankan Manufacturing Index (
(
(

(JPY) Tankan Non-Manufacturing Index

)
GBP) BoE Credit Conditions

USD) Unemployment Claims
USD) ISM Manufacturing PMI

Friday 2™ April

(CHF) Bank Holiday

(EUR) Bank Holiday

(GBP) Bank Holiday

(CAD) Bank Holiday

(USD) Non-Farm Employment Report
(USD) Unemployment Rate
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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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