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19" April 2010

Review: 12 — 18" April 2010

e SEC fraud case against Goldman highlights how highly strung market
participants are despite the slowly improving economic situation in the G20

o Greek sovereign debt still at the forefront of attention. Greece is close to
activating the €45bn made available by the EC/IMF but yield spreads and
CDS prices remain on their highs. Greek 10yr yield at highest level ever
(7.667%)

e Strong results from Intel and JP Morgan reaffirmed strengthening recovery
expectations; consumer/retail participation in the recovery still lacking

e Volatility made a comeback with implied FX volatility rising in all pairs

e Commodity and cyclical currencies felt the brunt of the knee-jerk run for the
exits following news of the SEC lawsuit

Currenc At Open At Close Week Week -
pair Y on 12thpApriI on 16" April % Change High Low Volatility

EUR/USD 1.3626 1.3500 -0.92% 1.3691 1.3472 1.61%
GBP/USD 1.5445 1.5360 -0.55% 1.5522 1.5335 1.21%
uUsD/JPY 93.09 92.16 -1.00% 93.71 91.89 1.96%
USD/CHF 1.0572 1.0613 0.39% 1.0632 1.0501 1.24%
EUR/GBP 0.8818 0.8787 -0.35% 0.8863 0.8745 1.34%
EUR/CHF 1.4405 1.4330 -0.52% 1.4465 1.4323 0.99%
GBP/CHF 1.6327 1.6303 -0.15% 1.6391 1.6183 1.27%
GBP/JPY 143.79 141.56 -1.55% 145.01 141.32 2.57%
EUR/JPY 126.85 124.43 -1.91% 127.66 123.85 3.00%
CHF/JPY 88.02 86.80 -1.39% 88.91 86.43 2.82%
AUD/USD 0.9359 0.9241 -1.26% 0.9381 0.9222 1.70%
NzZD/USD 0.7175 0.7082 -1.30% 0.7192 0.7063 1.80%
USD/CAD 1.0044 1.0127 0.83% 1.0161 0.9951 2.09%

| Source: Alpari (UK)

A fairly average week in terms of price action was turned on its head late in the week
with the news that the Securities and Exchange Commission (SEC) is accusing Goldman
Sachs of committing fraud in the mortgage securities market. Goldman clients were
sold securities which the firm knew were hollow in value. In parallel, Hank Paulson was
shorting the same securities which earned his hedge fund $1bn in profit as the financial
crisis unravelled.

The news made a huge impact in all asset classes and was by far the most dominant
event. Risk-aversion spiked higher inducing rises in the VIX, USD, JPY and falls in all
equity indices around the globe. Commodity prices were also sharply lower. Moving on
from the initial shock, how this issue plays out is incredibly intriguing. Best case,
Goldman Sachs agree to pay back disgruntled customers and the dispute goes away —
the net amount is thought to be S1bn — $2bn which shouldn’t be enough to have a
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material impact long-term. Worst case, the bank could lose the trust of large investors
prompting large capital withdrawals and/or lower levels of business as market
participants switch their activities to other institutions. In our view, the SEC case will be
transitory in how it affects the bank because those affected were sophisticated
investors making the grievance a Wall Street issue rather than a Main Street one. We
think the knee-jerk reaction seen in most asset classes last Friday is excessive and
should prove temporary. One possible development could well be that more fraud
cases are brought forward against other banks. In this scenario, a broader, longer-
lasting retreat from equities and risk-FX is likely.

usD

USD pairs were overwhelmed on Friday as a result of the SEC announcement. Risk-
averse buying dominated thereafter. USD pairs posted across the board gains against
all currencies except the Yen. Largest gains were against NZD (+1.30%) and AUD
(+1.26%). The level of pessimism in the financial markets at the time was high, even
rivalling panic stricken bouts of selling during the financial crisis in 2008.

Aside from the two broad

US Dollar )
29 issues currently
1.30% 1.26% overshadowing FX rates
092% 0.83% 0.88% 1o (Greece, Goldman), traders

0.55%

’—‘ ’ﬂ‘ ’ﬂ‘ were focusing on the US

0% consumer/retail
contributions to the US
recovery. Stronger retail sales
(1.6% vs. 1.1% exp.) and flat

2% inflation (0.1% vs. 0.1% exp.)

alpar EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK were both reassuring themes

1.00%

which could potentially
influence the Fed’s decision making, and more specifically, the timing of their rate
tightening cycle. Lingering hopes of rate tightening in H1 2010 is helping to keep USD
supported.

Good Q1 earnings results from Intel and JPMorgan Chase lifted US equity markets early
in the week. The gains helped to push the S&P index above 1,200 for the first time in
18 months. Although the SEC lawsuit wiped out all earnings-related gains, the strong
Q1 performance from the firms that have reported so far indicates that the US
corporate recovery is continuing. Further earnings announcements are due over the
next two weeks (see Earnings Calendar on page 7) — key bellwethers like Citigroup will
get most attention and could have most impact. FX rates are only indirectly affected
but major surprises will affect confidence and consequently affect demand for the US
Dollar.

EUR

German/Greek yield spreads tightened on Tuesday following good demand for short-
term Greek debt. The EU/IMF emergency capital was also a factor as default risk eased.
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Greek CDS prices reflected the improvement in sentiment by retreating from their all
time highs reached the previous week.

A relatively successful Greek

2% Euro auction proved that EU/IMF

funding is not required just yet
0.38% 0.35% with the €11bn auction in May
0% being another big test of investor

. I—‘ -0.09%

-0.35% -0.52% confidence. The €45bn pledged by
the EU and IMF would cover the

first year of a three-year aid

-0.92%

2%
-1.91%

package. Talks scheduled for today

2% in Athens (April 19") have been

USD GBP JPY CHF CAD NzZD AUD postponed due to flight
cancellations in Europe. The talks

alpari

in Athens will be focusing on setting conditions which Greece must abide by as the
budget deficit is brought down over time.

Also, USD demand was elevated because of ongoing doubts about Greece’s budget
deficit. CDS prices on long-term Greek debt have risen again alongside an all time
record yield of 7.61%, just when European and Greek officials were hoping long-term
yields would begin to subside. Market participants are clearly very nervous regardless
of promised support from other member nations.

Daily GREECE, GR 5Y GOVT. BOND 050852009 - 03052010 (LOM)
“wield Price
usD
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Source: Reuters

By the end of the week investors were sheepish about Greek prospects in the medium-
long term. Greek PM Papandreou said borrowing at current market interest rates is
“unsustainable” as Greek bond yields hit all time highs.

A lot of the negative issues surrounding the Euro have been priced in already so last
week’s seesawing developments didn’t put significant pressure on EUR pairs. Largest
losses were against JPY (-1.91%) and USD (-0.92%) with performance in other pairs
remaining stable. On the macro data front, only one announcement had the potential
to have a serious impact on European markets; CPl y/y (1.4% vs. 1.5% exp.) was in line
with expectations.
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British Pound

2%

0.68%

0.35%
0.17%

-0.15%
-0.55%

-1.55%
-2%

-pe USD EUR JPY CHF AUD CAD

[

With a very thin economic
calendar and the UK election not
having any impact on GBP given
the lack of clarity on public
0.28% expenditure — Sterling pairs
tended to stay in tight ranges
(0.8820 —0.8855 EUR/GBP,
1.5480 — 1.5360 GBP/USD, 142.00
—144.50 GBP/JPY) until Friday’s
events had a large effect on
pretty much everything, leaving
GBP/USD and GBP/JPY heading

NZD

south. All Sterling pairs finished the week on their lows.

Py

The Yen was in high demand but
only towards the end of the
week. Most of the price action o
can be explained by risk-averse
buying on Friday. JPY pairs
finished stronger across the
board and showing that the safe-

Japanese Yen

232%  2.29%

haven currency of choice is the 1.00%

Yen, followed by the US Dollar
and Swissie third. Largest gains
were against commodity

currencies such as AUD (+2.29%) alpari

o
" 1.91% 1779
1.55%
1.39%
0%

USD EUR GBP CHF CAD NZD AUD

and NZD (+2.32%) because of their added sensitivity to risk and sentiment. Macroeconomic
calendar was non-existent so local Japanese factors had little impact on Yen performance.

CHF

Swiss Franc

0.87%
0.52%

0.33%
0.15% ’—‘
0%

-0.39%

-1.39%
-2%

USD EUR GBP JPY CAD AUD

alpari

FX Weekly

The Swissie fell only against USD and JPY
underlining its safe-haven properties. The big
theme for Swissie traders recently has been
SNB intervention in EUR/CHF. Following
strong intervention on April 1%, the pair has
consolidated and formed a ledge above
1.4315. It’s possible that the SNB is choosing
to intervene on a much smaller scale but
more frequently rather than vigorously
defending widely publicised levels with one-
off interventions.
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Preview: 19" — 25™ April 2010

e Economic effect of volcanic ash may become an active theme for FX and
equity markets if cancellations persist. Most likely effects are a lower Euro and
Sterling alongside lower equities. Oil prices also likely to fall if disruption
continues

e Goldman and the broader banking sector will be the prime focus given last
week’s shock SEC announcement

e Greek funding issues continue; Greek activation of €45bn loan by EC/IMF

could be imminent. Bond spreads and Greek CDS prices will be the best

indicator of investor sentiment

e Q1 earning season rumbles on; negative USD correlation with equities likely to

hold

Significant tranche of UK data expected (retail sales, CPl, GDP, PSNB); could be

a chance for the UK to surprise the pessimists. Sterling is much more sensitive

to better than expected data given so even a small upside surprise should

boost Sterling pairs
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Market attention this week will be firmly on the banking sector i.e. how the SEC’s
decision to sue Goldman Sachs affects the wider sector as well as the broader
economy. A spectrum of outcomes is possible — it is impossible to say how severe this
issue will become but what is for sure is that it will be focused on by all market
participants and however the situation develops, its resolution should have an effect
on equities at least. Currencies will only be affected if the situation deteriorates
significantly and has more of a global effect. If market participants buy into the likely
Goldman defence that mortgage securities fraud (if any) was an isolated incident,
carried out by one bad apple and not representative of the business as a whole, the
impact of the lawsuit will be ring fenced — in this scenario the knock on effect on other
asset classes will be minimal.

The other huge issue overshadowing financial markets is the ongoing financing
problems in Greece. Currently, market participants are more or less expecting an
imminent activation of the EU/IMF funding (€45bn) seeing as how the number of
options available to the Greek authorities is dwindling fast. Long-term yields,
German/Greek spreads and Greek CDS prices are all making fresh highs on almost a
daily basis. These three indicators will be the ones to watch to get a taste of what the
market is thinking. EUR/USD has the potential to rally on the news but gains in other
pairs should prove more difficult because EU/IMF funding would be helpful in
generating risk-appetite.

Beyond Greece, Q1 earnings will again dominate. Strong earnings should still be
broadly USD-negative in most pairs — especially so against cyclical currencies. Against
the Euro, the Dollar is likely to run into speculative price action linked to Greece and
the volcanic ash theme. In our opinion, it is still premature to think the US Dollar will
positively correlate with equities; a re-sync between the Dollar and traditional trade
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dynamics is more likely to occur as and when the Fed paves the road to higher interest
rates.

Two interest rate decisions are due this week (Canada, Sweden). We expect no change
in both decisions. The BoC will probably reiterate its promise to keep overnight rates
unchanged until the end of June. Investors will be looking for hints as to what will
happen at the BoC meeting on July 21%". With no meeting scheduled for May there is a
strong chance that the BoC preps the market for a hike in July through hawkish
comments.

On the economic calendar front there are several key releases which have the potential
to influence people’s opinions regarding the recovery and induce volatile price action.
Most interest will be on the UK as the latest GDP estimate is due on Friday. This will be
preceded by public finances data on Thursday — details of how much the UK
government had to borrow for the previous financial year will be very intriguing given
the importance being attributed to financial austerity in recent months. Retail sales,
mortgage approvals and CPI will also be made public. The most important figure is the
GDP estimate because of its resonance should GDP surprise to the upside. Stronger
than expected GDP would be extremely Sterling positive, not only because the
recovery would be seen as improving and accelerating (at last) but also because strong
economic growth dilutes the UK’s debt burden in real terms.

Fresh European PMI’s are due as well. Their impact is unlikely to be stellar unless we
see a significant surprise outside of market expectations.

FX Sensitive Calendar Events

Monday 19™ April Tuesday 20™ April
(GBP) Rightmove HPI (AUD) RBA Meeting Minutes
(NzD) CPI (GBP) CPI

(EUR) German ZEW Economic Sentiment
(SEK) Riksbank Interest Rate Decision
(CAD) BoC Interest Rate Decision

Wednesday 21% April Thursday 22™ April
(GBP) BoE Meeting Minutes Day 1 of G20 Meetings
(GBP) Unemployment Rate (JPY) Trade Balance

(CHF) Trade Balance

(EUR) Euro-zone Services PMI

(EUR) Euro-zone Manufacturing PMI
(GBP) Public Sector Net Borrowing
(GBP) Retail Sales

(GBP) Mortgage Approvals

(USD) PPI

(USD) Existing Home Sales

(CAD) BoC Monetary Policy Report

Friday 23" April Saturday 24™ April
Day 2 of G20 Meetings IMF Meetings
(EUR) German IFO Business Climate

(GBP) GDP

(CAD) CPI

(CAD) Retail Sales
(USD) Core Durable Goods Orders
(USD) New Home Sales

Sunday 25" April
IMF Meetings
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2010 US Q1 Earnings Calendar

K o= Date Company Name Estimated EPS Consensus
) 19-Apr  McMoRan Exploration -0.100
= 19-Apr  Citigroup Inc -0.001
g 19-Apr International Business Machines Corp IBM 1.929
07) 19-Apr Hasbro Inc 0.159
= 19-Apr  Eli Lilly & Co 1.101
= 19-Apr  Halliburton Co 0.253

‘ z 20-Apr  Brinker International Inc 0.413
qv] 20-Apr  Coca-Cola Co 0.737

'_Q‘-l 20-Apr  UnitedHealth Group Inc 0.686
fa] 20-Apr Harley-Davidson Inc 0.256

20-Apr Biogen Idec Inc 1.121
20-Apr  Northern Trust Corp 0.723
20-Apr  Eaton Corp 0.838
20-Apr  US Bancorp 0.339

> 20-Apr Bank of New York Mellon Corp 0.528

L 20-Apr  Goldman Sachs Group Inc 4.148

— 20-Apr  Marshall & lIsley Corp -0.396

I 20-Apr  Stryker Corp 0.776
(T 20-Apr  Altera Corp 0.395
E 20-Apr  Juniper Networks 0.257
Q 20-Apr  VMware Inc 0.274
E 20-Apr  Tempur-Pedic International 0.314
© 20-Apr  Boston Scientific Corp 0.088

Ne] 20-Apr  Synovus Financial Corp -0.473
C 20-Apr EQT Corp 0.558
= 20-Apr PACCAR 0.147

L 20-Apr  Morgan Stanley 0.603

20-Apr  Amphenol Corp 0.507
20-Apr State Street Corp 0.764
20-Apr Johnson & Johnson 1.275
20-Apr  Yahoo! Inc 0.130
20-Apr  Apple Inc 2.391
20-Apr  TD Ameritrade Holding 0.242
21-Apr  Abbott Laboratories 0.803
21-Apr  United Technologies 0.928
21-Apr  McDonald's Corp 0.961
21-Apr  Freeport-McMoRan Copper & Gold Inc 1.919
21-Apr  Altria Group Inc 0.406
21-Apr Boeing Co 0.861
21-Apr  Wells Fargo & Co 0.423
21-Apr  AT&T Inc 0.539
21-Apr QUALCOMM Inc 0.560
21-Apr  NetFlix Inc 0.541
21-Apr  Fidelity National Financial Inc 0.134
21-Apr  Starbucks Corp 0.243
21-Apr  AmeriCredit Corp 0.271
21-Apr  Vertex Pharmaceuticals -0.775
21-Apr Intersil Corp 0.264
21-Apr  E*Trade Financial Corp -0.029
21-Apr  Amgen Inc 1.236
21-Apr  Coach Inc 0.453
21-Apr Jefferies Group 0.340
21-Apr Lockheed Martin 1.575
21-Apr Delta Air Lines -0.229
21-Apr eBaylInc 0.409
22-Apr  New York Times Co 0.043
22-Apr  Marriott International 0.196
22-Apr  Fifth Third Bancorp -0.199
22-Apr  Philip Morris International 0.933
22-Apr  PepsiCo Inc 0.752
22-Apr Verizon Communications 0.557
22-Apr  Align Technology 0.131
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o
p 22-Apr Capital One Financial Corp 0.538
C?S 22-Apr  Microsoft Corp 0.425
(D) 22-Apr  American Express Co 0.610
N 22-Apr  Blackstone Group 0.207
8 22-Apr Stanley Black & Decker 0.308
i 22-Apr  AllianceBernstein Holding 0.500
Pt 22-Apr  Continental Airlines Inc -0.536
< 22-Apr  Textron -0.025
E* 22-Apr  Rockwell Automation 0.505
(av] 22-Apr  Southwest Airlines 0.017
22-Apr  PNC Financial Services Group 0.653
22-Apr  Kimberly-Clark Corp 1.108
23-Apr Honeywell International 0.472
23-Apr  Schlumberger Ltd 0.618
E 23-Apr  American Electric Power 0.809
23-Apr  Xerox Corp 0.129
— 23-Apr Exelon Corp 0.879
— 23-Apr  Ford Motor 0.296
S 23-Apr  Travelers Cos 1.433
C 23-Apr  Amazon.com 0.601
Q 23-Apr T Rowe Price Group 0.572
E 23-Apr  US Airways Group -0.687
(o] 23-Apr JetBlue Airways -0.007
_g Source: JP Morgan Chase, Bloomberg & Reuters
=
L

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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