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14™ June 2010

Review: 7" — 13" June 2010

e EUR/USD bounces from record lows but upward pressure on bond
spreads, CDS prices and LIBOR rates remains

e Counterparty risk is rearing its ugly head again; market participants are
guestioning who is holding what and in turn allocating more capital to
padding flimsy balance sheets. The rate of deleveraging amongst
financial institutions worldwide continues but at a slower pace

e Dollar bloc currencies (AUD, CAD, NZD) dominated, gaining across the
board and were the most volatile

e SNB’s fresh intervention effort proves unsuccessful; EUR/CHF printed a
new low before clawing back losses ending the week unchanged. This
week’s policy assessment by the SNB is a major focus

Currenc At Open At Close Week Week -
pair ! on Junpe 7" onlune11™ % Change High Low Volatility

EUR/USD 1.1949 1.2109 1.34% 1.2152 1.1875 2.32%
GBP/USD 1.4423 1.4546 0.85% 1.4758 1.4344 2.87%
uUsD/JPY 91.82 91.62 -0.22% 92.07 90.83 1.35%
USD/CHF 1.1636 1.1489 -1.26% 1.1672 1.1397 2.36%
EUR/GBP 0.8281 0.8320 0.47% 0.8336 0.8209 1.53%
EUR/CHF 1.3908 1.3911 0.02% 1.3945 1.3733 1.52%
GBP/CHF 1.6776 1.6711 -0.39% 1.6914 1.6528 2.30%
GBP/JPY 132.42 133.28 0.65% 135.14 130.40 3.58%
EUR/JPY 109.72 110.95 1.12% 111.38 108.06 3.03%
CHF/JPY 78.88 79.68 1.01% 80.31 77.95 2.99%
AUD/USD 0.8225 0.8500 3.34% 0.8508 0.8081 5.19%
NzZD/USD 0.6704 0.6894 2.83% 0.6909 0.6570 5.06%
USD/CAD 1.0605 1.0317 -2.72% 1.0677 1.0287 3.68%

| Source: Alpari (UK)

SD

The US Dollar staged a mini-reversal against the Euro, reaching a high of 1.2152 as
profit taking and an element of stabilisation in the sovereign debt saga helped the Euro
to reclaim some of its sharp losses in May/early June. Default risk has abated in the
Euro-zone (because of the ECB’s €750bn safety net and promises of more if required)
which is helping confidence to at least stabilise, but the next problematic issue that
could dent sentiment and European asset prices is the growing lack of trust between
financial institutions in Europe. In similar fashion to post-Lehman in 2008, the unknown
level of exposure to potentially toxic debt is slowly creating sclerosis in European credit
and debt markets. Spreads between peripheral European debt and benchmark German
debt narrowed last week but remain close to lifetime highs. Libor rates are inching
higher and CDS prices remain stubbornly high.
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In US macro data, a mixed picture
US Dollar remains; pessimism was evident as
0% — retail sales disappointed (-1.2% vs.

0.22%

0.2% exp.) but consumer sentiment

0.85% readings beat expectations (75.5 vs.
1.34% 1.26%

1.38% " 74.7 exp.). Overall, the Dollar was
2 the weakest currency in G20 FX last

week, falling most sharply against
2.72% o 2.66%
283% AUD (-3.34%), NZD (-2.83%) and CAD

3.34%

(-2.72%). In our opinion, the gains in
-4%
mmodit rrenci inst th
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK co odity currencies agains €

alpari

Dollar are likely to be temporary
because of the prevailing uncertainty and growing counterparty risk in Europe.

EUR

As mentioned, the Euro recovered from its lows in quite surprising fashion against USD and JPY
given the steepness of declines over the course of May and early June. The most significant
news from the euro-zone last week was the ECB’s extension of liquidity provisions via the
introduction of three additional unlimited tenders in July, August and September. Considering
that the largest debt issuance is to be done

Euro
in June/July, the ECB’s move had a 2%

1.34%
1.12%

soothing effect on financial markets. The

0.47%

0.02%
0%

next six weeks should be the ultimate

litmus test for the Euro-zone because we
will be able to see how well subscribed

bond auctions for government and - 1.37% -1.44%
corporate debt are. June’s combined 1.95%
redemptions total €215bn (€118bn

sovereign, €97bn financial), and July’s are -4%

€275bn (€188bn sovereign, €87bn for spei USD GBP JPY CHF CAD NzD AUD

financials —JP Morgan). A strong uptake of

core issuance compared to peripheral debt would probably act as confirmation that peripheral
Europe is losing the confidence of international investors and market participants. This would
be damaging for the Euro and delay any significant turnaround in confidence. On the other
hand, a strong uptake would go a long way in calming nerves. Equity indices around Europe
rallied last week but remain in range mode below recently broken upward trend lines.

In macro data, German IP data (0.9% vs. 0.7% exp.) and factory orders figures (2.8% vs. -0.1%
exp.) outperformed expectations which may have added to the profit-taking mood. Over the
course of the week, the Euro was higher against the majors but declined against the
commodity currencies, indicating continued investor preference for using the Euro as a
funding currency in carry trades.
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BP

Sterling pairs were more or less unchanged against the majors as range trade dominated but
were down significantly against the Dollar bloc currencies. Most severe declines occurred on

Friday, partly helped by disappointing
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British Pound manufacturing production numbers (-
2% 0.4% vs. 0.6% exp.). The BoE held
0.85% 0.65% interest rates at 0.5% as well as keeping
) ’—‘ [ the APF constant at £200bn. UK equity
. L L markets managed a small recovery but
E e 03 the downward trend seen in headline
— 2% 1e% o indices going back to April remains — the
- 2.42% o 5,260 level in the FTSE 100 will be an
B important barrier and a tough test of
S A% how much appetite there is for equities
E apar USD EUR JPY CHF AUD CAD NZD in the current, uncertain environment.
-g Meanwhile, the gulf oil spill fiasco continues — the flow of oil has not stopped and political
g sabre rattling is intensifying. The selling pressure on BP is in turn pressuring the UK stock
L market overall because BP is one of the largest components of the FTSE 100 in terms of %
weight.
JPY
The Yen was broadly lower against all Japanese Yen
other currencies except the US dollar as 2%
risk aversion abated. Several Japanese
macro data releases impressed — core 0.22%
machinery orders (4.0% vs. 1.2% exp.) 0%  — L
and a final revision to Q2 GDP (1.2% vs. -0.65%
1.1% exp.) were both pleasant surprises ou . o
for Yen bulls. However, risk preferences
-2.57% -2.62%
dominated leaving the Yen with limited 3.10%
support. A%
. USD EUR GBP CHF CAD NZD AUD
u
» Swiss Franc The Swissie closed the week broadly stronger
1.26% Lo1% against other majors with solid gains coming
0.39% against USD (+1.26%) and JPY (+1.01%). An
o [

— important event was the fresh intervention seen in

EUR/CHF on Tuesday. Some reports suggested that
the -0.1% CPI reading in early morning trade could

-1.47%

203% have been part of the reason why the SNB took
action. On previous occasions, the SNB has always

2% reiterated their desire to avoid deflation at all costs,
USD EUR GBP JPY CAD AUD

alpari
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including open market operations designed to weaken the Franc and make it easier for the
Swiss economy to derive exports-led growth. SNB action took EUR/CHF from 1.3750 up to 1.39
in minutes. Despite the action, EUR/CHF printed a new low (1.3733) the next day before
grinding higher for the rest of the week.
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Preview: 14" — 20" June 2010

e Two rate decisions — BoJ and SNB will both hold but SNB could comment on
EUR/CHF intervention outlook

e CPIl estimates from US, UK and Europe will be significant — inflation could assert
itself as a dominant theme

=
Q
—
<
P
N
)
—

.=
—
<
=

[pr—
<

e Chinese public holidays until Thursday may affect volumes in Asian trading hours
e Multiple sovereign auctions in the Euro-zone; Ireland, Spain and France looking to
raise approximately €25bn between them

Fiscal issues should continue to dominate market attention. Sovereign uncertainty in
Europe and estimates of lower levels of GDP growth in the UK could keep EUR and GBP
pairs suppressed. Today, the newly formed Office for Budget Responsibility (OBR)
published its own estimate of UK’s fiscal black hole as well as likely growth rates. The
report projects sharply lower growth in the UK (2.6% vs. 3-3.5% exp.) but surprisingly the
OBR also expects lower borrowing figures as well. Speculators were positioning for a

Fundamental | FX

much more sombre report but were disappointed; helping GBP to decent gains across the
board, especially USD and JPY. The prime focus remains the first budget since the
election. The scheduled date is June 22™ so extended moves in GBP pairs are unlikely
before this date. With so much uncertainty over what public service cuts will actually be
implemented and which taxes raised, GBP pairs should stick to ranges in waiting for
details. Retail sales, CPI, PSNB, claimant count and mortgage approvals will all be
important data points for signs of improvement/deterioration in the UK economy.
Investors are aware that the UK faces years of fiscal austerity although this doesn’t
necessarily mean GBP weakness over the next few years. If investors perceive the budget
deficit as manageable over time then demand for UK debt, equities and Sterling should
stay well supported. One aspect that could cause a massive surprise however is the
inflation estimate. The UK is already at a point where inflation is slowly creeping out of
control (3.7% against a target of 2%). This week’s CPI data and inflation report hearings
may put inflation on the front pages once more.

Outside the UK, two interest rate decisions are due. The BoJ will stay on hold and could
announce a new lending scheme according to some reports. The effect on the Yen is
unlikely to be significant. The SNB also meets and will also stay on hold. All focus will be
on the language used to describe recent and future intervention efforts in the EUR/CHF
currency pair. EUR buying has been extensive over the past year which makes it possible
that intervention plans are tempered further following the previous policy assessment in
March where the SNB set the stage for a lower EUR/CHF.

This week’s debt auctions will act as an opinion poll of European debt markets. Default
risk has abated but the large amount of nominal debt as well as a lack of information
about who is carrying exposure is weighing on sentiment and preventing a rebalancing of
bond yield spreads, CDS prices and more broadly, Libor rates. Ireland is due to issue €5bn
on Tuesday, Spain €10bn and France €10bn on Thursday.

FX Weekly Page 5



=
Q
—
<
P
N
L
=

.=
—
<
=

[pr—
<

Fundamental | FX

FX Sensitive Calendar Events

Monday 14" June Tuesday 15" June

(CNY) Bank Holiday (CNY) Bank Holiday

(CHF) PPI (AUD) RBA Meeting Minutes

(EUR) Industrial Production JPY) Interest Rate Decision + Statement
GBP) CPI

)
EUR) German ZEW Economic Sentiment
EUR) ZEW Economic Sentiment
EUR) Employment Change
EUR) Trade Balance

GBP) Inflation Report Hearings

USD) TIC Long-Term Purchases

—~ e~~~ o~~~ —

Wednesday 16" June Thursday 17" June

(CNY) Bank Holiday (CHF) Industrial Production

(GBP) Claimant Count (CHF) SNB Monetary Policy Assessment

(GBP) Unemployment Rate (CHF) Interest Rate Decision + Statement

(EUR) CPI (GBP) Retail Sales
(
(
(

(USD) Industrial Production uUSD) CPI
SD) Current Account
)

u
USD) Philly Fed Manufacturing Index

Friday 18" June
(GBP) Mortgage Approvals

(GBP) Public Sector Net Borrowing (PSNB)

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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