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Review: 29" March — 4™ April 2010

e Holiday week — lower volumes, choppy trade. Funding currencies USD, JPY
and CHF suffered most within risk-tolerant and confident market conditions

Market Research

poe e Much awaited breakthrough in US consumer recovery saga; employment George Tchetvertakov
— situation improves markedly Head of Market Research
— e US bond yields grind higher across the curve — dragging USD/JPY higher; key gtchetvertakov@alpari.co.uk
© 93.00 hurdle bypassed easily
'E‘ e Strongest bout of EUR/CHF intervention since 2009 as thinner markets and
() stronger CHF induced SNB action
= e Sterling bounces with mild improvement in core macro dataset
g e Equities and commodities remained in tight ranges but closed the week on
% highs following strong US employment numbers
L
Currenc At Open At Close Week Week -
pair Y [o]] <d2te> on <date> % Change High Low Volatility
EUR/USD 1.3475 1.3499 0.18% 1.3591 1.3384 1.54%
GBP/USD 1.4953 1.5192 1.60% 1.5298 1.4891 2.72%
uUsD/JPY 92.43 94.56 2.30% 94.69 92.12 2.78%
USD/CHF 1.0597 1.0604 0.07% 1.0690 1.0434 2.42%
EUR/GBP 0.9006 0.8872 -1.49% 0.9017 0.8842 1.94%
EUR/CHF 1.4287 1.4320 0.23% 1.4410 1.4143 1.87%
GBP/CHF 1.5848 1.6070 1.40% 1.6220 1.5848 2.35%
GBP/JPY 138.23 143.69 3.95% 143.94 137.67 4.54%
EUR/JPY 124.57 127.71 2.52% 127.91 124.10 3.06%
CHF/JPY 87.21 88.87 1.90% 89.98 86.64 3.83%
AUD/USD 0.9043 0.9185 1.57% 0.9216 0.9033 2.02%
NzZD/USD 0.7047 0.7052 0.07% 0.7131 0.7034 1.38%
USD/CAD 1.0252 1.0103 -1.45% 1.0272 1.0066 2.01%

| Source: Alpari (UK)

usb

Strong manufacturing numbers alongside the first truly encouraging employment report since
the financial crisis began in 2007 ensured confidence remained high throughout last week. U.S.
manufacturing expanded in March at its fastest pace in more than five years. The ISM
manufacturing PMI registered 59.6, its highest reading since August 2004.

An upbeat US consumer confidence number on Tuesday (52.5 vs. 50.1 exp.) lifted USD/JPY
above 93.00 for the first time in 3 months. The 93.00 hurdle was considered a very important
barrier for many market participants. Higher US bond yields, especially in the longer-term
maturities was an important factor for Dollar pairs but most attention was on USD/JPY given
the strong (0.98+) correlation between 5-10yr US bonds and USD/JPY.
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Non-US factors also had an effect on the Dollar; China's central bank said on Friday that it saw
growing risks of global asset bubbles and inflation and warned that huge, hidden bank bad
loans in the West could pose a threat to the global economy. The People's Bank of China
(PBoC) also highlighted risks of downgrading of sovereign credit ratings in major economies.
The comments dampened expectations that banking related shocks would be a thing of the
past. PBoC comments are being taken more seriously in recent weeks because of the ongoing
issues regarding appropriate Yuan value, trade conditions between the US and China and the
importance of Chinese monetary policy decisions for the global economy.

USD was sharply lower after a poor ADP employment report (-23,000 vs. +40,000 exp.) showed

an increase in job losses. At the time, markets were expecting the ADP report to give an early

indication of improvement (before

US Dollar . .

4% the main event on Friday) but a 23k
decline was much unexpected.

2.30% Sentiment towards the US labour

sector reversed on Friday however

2%

as the US non-farm report came in
0.07%

very positive as private sector hiring

0% | E— | | E— .
0.18% 0.07% 0.15% L increased markedly. The 162,000
0.46%
increase in hiring was the largest
5o 1.28% . . . .
2% 1.60% 145% 1.57% gain in hires since March 2007 and

alpari

2008. USD progressively appreciated
following the number as prospects for the US economy improved substantially. Market
participants have been looking forward to when the labour sector officially joined the recovery
story — last week’s report could very possibly represent the changing of the tide in terms of
labour sector recovery in the US. In addition, market participants returning from the Easter
break will have a chance to respond to last week’s macro developments so we could see
extensions of last week’s price action i.e. further upside in USD/JPY, stronger commodities,
stronger equities and broad USD weakness in most other pairs.

EUR

The Euro asserted its risk-neutral position by performing well against low-yielding, perceptibly
safe currencies like the US dollar, Yen and Swissie but suffering against more cyclical currencies
such as CAD, NZD and AUD. Overall, the
4% Euro Euro remained fairly flat, its largest change
coming against JPY (+2.52%) as persistently

252 deflationary conditions and diverging yield

differential expectations continue to weigh

on JPY value.
0.18% 0.23%
0%

E A Greek auction on Monday was well

received with €5bn auctioned generating a
o 1.49% -1.26% 1.49% yield of 5.9%, 325 bps above the
USD GBP JPY CHE CAD NZD AUD benchmark German Bund. The coupon is

alpari

2% points above Portugal’s, seen as the
next in line to suffer sovereign debt related funding problems. The auctions successful
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completion was a positive sign but the risk premium being demanded by investors to hold
Greek debt underlines the fragility and uncertainty still prevailing. The Euro is likely to continue
having difficulties shaking off sovereign risk related concerns even in the short-term although
in the medium-long term, a gradual normalisation of expectations should occur assuming
Greece maintains its course of fiscal austerity and other European nations are able to constrain
their budget deficits enough to appease nervy speculators. There was mild Euro strength after
the EU/IMF facility was announced — profit taking a likely factor because short exposure in all
EUR pairs, especially EUR/USD was extremely high.

A couple of worrying factors for the Euro-zone were the latest employment statistics which
showed European unemployment at its highest level since 1998 (10%) — not a positive sign for
recovery optimists. In addition, Moody’s downgraded five Greek banks due to “weakened
financial strength” with a negative outlook as well. The downgrades were to a large degree
expected and didn’t have an extensive impact because of the multitude of negative factors
already being priced into EUR pairs. However, from a broader viewpoint, banking sector
problems seem to be re-emerging (Irish banks, undisclosed exposure to housing backed assets
in UK/US banks, commercial real estate exposure in the US, Greek downgrades) after more
than year of perceivable calm — another banking sector shock is becoming a plausible
possibility.

GBP

A very good week for Sterling on the back of good improvements in core macro data was
exacerbated by thinner market conditions. Bank lending rose to £2.1bn while house prices
(0.7% vs. 0.2% exp.) as estimated by

Nationwide snapped back well from last N British Pound
month’s 1% decline. A slight ’
improvement to Q4 GDP estimates 3.95%

4%

(0.4% vs. 0.3% exp.) did wonders for
Sterling as postulated in the previous
issue of ‘FX Weekly’. The UK current
account (-£1.7bn vs. -£4.6bn exp.) also 0.19%
0% —

-0.06%

2% | 1.60% 1.49% 1.40% 1.30%

helped GBP. UK manufacturing

continued its gradual improvement
-2%

(57.2 vs. 56.8 exp.) again beating
-pan USD EUR JPY CHF AUD CAD NZD

expectations. Our opinion last week
was that GBP pairs had room for a bounce subject to macro data showing a mild improvement
given how much bearish sentiment had already been priced in. It will be interesting to see how
UK data does from here; sustained improvement would alleviate a lot of the speculative short
interest in GBP, not to mention, win over the ‘doom-and-gloom’ merchants.
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JPY

The Yen was again lower across the

board amidst risk-friendly market o Japanese Yen

conditions and persistently
negative factors in the Japanese

economy. Largest declines were 2% oo
against AUD (-3.97%), GBP (-3.95%) 2.30% 5 -2.36%
and CAD (-3.75%).

-4%

-3.95% 3.75% -3.97%
The trading week got off to a good
start as retail sales (4.2% vs. 1.7%

exp.) showed a blistering year-on-

-6%
USD EUR GBP CHF CAD NZD AUD

alpari

year increase — the largest in over 5
years. This was good rest bite for all the deflationary rhetoric weighing on the Yen but
unfortunately, as the week progressed, downside surprises dominated in household spending
v/y (-0.5% vs. 1.5% exp.), prelim industrial production (-0.9% vs. -0.4% exp.) and housing starts
y/y (-9.3% vs. -0.8% exp.).

CHF

The big story for the Swissie was renewed intervention in EUR/CHF. As we had suspected in
our previous issue, the SNB intervened late in the trading week when volumes were thinnest.
Pronounced EUR weakness was evident over the course of Wednesday and Thursday with
EUR/CHF touching new lows of 1.4140. Late in the afternoon trading session on Thursday (April
1%), the SNB intervened, taking the pair offs its weekly lows around 1.4150 up to 1.4411,
within a few minutes. This bout of intervention
Swiss Franc was most effective in terms of price action since
SNB began its intervention policy last year.
Undoubtedly, the thinner holiday trade had an

Lao% influence on how far the Euro could strengthen
2%

before meeting significant resistance. As it stands
now, the pair is trading on a plateau just above

0% 1.4315 - a level which was not breached to the
-0.07%

023% downside since intervention occurred. Going

L20% forward, we are likely to see 1.4315 as the next key
-1.40% -1.41%

2% support level in this currency pair. As volumes

alpari USD EUR GBP JPY CAD AUD return over the coming week we should get more
clarity as to whether this particular level has any
significance and also whether the SNB has initiated a fresh wave of support for this currency
pair. Investors have been gradually discounting the importance of the SNB in recent months as
intervention was becoming less frequent and more transitory alongside broadside

improvements in Swiss fundamentals including growth and inflation projections.
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Preview: 5" — 11" April 2010

e Four interest rate decisions kick off Q2 (BoE, RBoA, ECB and BoJ). All will stay on
hold; RBoA poses highest risk of going against consensus. Accompanying
commentaries will be key rather than headline decisions

e Q1 earnings results already on the horizon — market participants likely to do
significant re-positioning ahead of broadly good results expected for US firms.
Fresh bullish impetus induced by expectations of yet more strong earnings could
drive equities to new highs alongside a weaker Dollar in April

e EUR/CHF still in focus; last week’s intervention has reset previous expectations
about the SNB. 1.4315 is the key level to watch this week.

e UK centric economic calendar — several key events in the UK
(manufacturing/industrial production, BoE, HPI, consumer confidence)

This week effectively marks the beginning of Q2 — the economic calendar is fairly bulky with
four interest rate decisions dominating the focus (BoE, RBoA, ECB and Bol). All are almost
certain to leave rates unchanged although the RBoA poses the biggest risk for a surprise. As
has been the case over the past year, the headline interest rate decisions will not be as
important or influential as the accompanying commentary from central bankers. In recent
weeks the BoJ has been increasingly dovish in its stance towards the Japanese economy
prompting Yen weakness as market participants price in further yield differential expectations
over time i.e. investors are expecting looser monetary policy for longer in Japan compared to
the Fed, BoE and ECB who are all expected to start tightening by some stage in 2010 (Q3/Q4
earliest according to futures markets). The RBoA on the other hand has already hiked interest
rates since the financial crisis and is looking for the optimum time to raise rates towards the
mean average of 5% (widely accepted as the ‘normal’ rate for the Australian economy). At the
time of writing, OIS data implies an 84.74% chance of rates remaining unchanged at 4%.

Also, the ECB press conference may contain references to sovereign debt issues ongoing in the
Euro-zone — still a thorny topic which could induce adverse price moves if new developments
occur. Market participants should be aware of developments in European fixed income
markets given the issues currently on the table regarding Greece, Portugal, and Ireland etc.
Yield spreads compared to benchmarks, sovereign CDS prices and EUR currency pairs will be
the best barometers of investor opinion/sentiment towards this whole issue in the coming
months. So far, investors have tentatively accepted the resolution being put forward in Greece
(try to avert default unilaterally through austere fiscal decisions but tap EU/IMF support should
it become necessary) but doubts remain.

Last week’s price action in EUR/CHF has put more emphasis on the SNB. Will intervention
continue and around what levels are the two most important questions. As it stands now, the
pair is trading on a plateau just above 1.4315 — a level which was not breached to the
downside since intervention occurred (see chart below). Going forward, we are likely to see
1.4315 as the next key support level in this currency pair. As volumes return over the coming
week we should get more clarity as to whether this particular level has any significance and
also whether the SNB has initiated a fresh wave of support for this currency pair. Investors
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have been gradually discounting the importance of the SNB in recent months as intervention
was becoming less frequent and more transitory alongside broadside improvements in Swiss
fundamentals including growth and inflation projections.
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The UK has a thorough list of macro events to get through this week. Improving macro data
helped GBP to broad gains last week in thin trading conditions so as volumes return; investors
will be keen to gauge just how resilient sentiment towards Sterling really is. Most attention will
be on the BoE although manufacturing and industrial production estimates could steal the
headlines if they highlight an upwardly trending recovery the UK.

Last but not least, the Q1 earnings season will commence later this month. For now, this is not
a key market driver but as we get closer to actual reports being announced, speculative market
activity is likely to pick up. As we have seen for the past 2 years, quarterly earnings results are
incredibly important and often do affect all other asset classes. In our view, if the majority of
earnings results outperform expectations we are likely to see US equities reach new highs at
the expense of the Dollar which tends to weaken alongside improving confidence.
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FX Sensitive Calendar Events

Monday 5" April Tuesday 6" April

(CNY) Bank Holiday (AUD) Interest Rate Decision + Statement
(CHF) Bank Holiday (CHF) CPI

(EUR) Bank Holiday (GBP) Halifax HPI

(GBP) Bank Holiday (GBP) Construction PMI

(CAD) Bank Holiday (USD) Fed Meeting Minutes

(USD) ISM Non-Manufacturing PMI
(USD) Pending Home Sales
(NZD) NZIER Business Confidence

Wednesday 77 April Thursday 8" April

(GBP) Nationwide Consumer Confidence (JPY) Core Machinery Orders

(JPY) Interest Rate Decision + Statement (JPY) Current Account

(CHF) Retail Sales (AUD) Employment Change & Unemployment Rate
(GBP) Services PMI (JPY) BoJ Monthly Report

(EUR) Final GDP (CHF) Unemployment Rate

(CAD) Building Permits (GBP) Manufacturing Production

(CAD) Ilvey PMI (GBP) Industrial Production

(USD) Consumer Credit (EUR) Retail Sales

(GBP) Interest Rate Decision + APS + Statement
(EUR) Interest Rate Decision + Statement
(USD) Unemployment Claims

Friday 9" April
(CAD) Employment Change &
Unemployment Rate

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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