21% June 2010

Review: 14" — 20" June 2010

e China’s change of stance towards the Yuan over the weekend is the dominant
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Market Research

theme going into this week. Yuan to be made “more flexible” pushed USD/CNY
3-month forward rate to lowest level since July 08 & spot rate is at lowest level George Tchetvertakov
since revaluation in 2005 Head of Market Research
e Gold hit a new high of $1,261 — momentum helped by a weaker US Dollar gichetvertakov@alpari.co.uk
e Greek sovereign debt downgraded by 2™ of three ratings agencies (Moody’s)
triggering its removal from various bond indices

BoJ leaves rates unchanged, introduces more stimulus and maintains economic
assessment

o SNB’s upbeat comments about diminishing deflation risk cued large-scale CHF

Fundamental | FX

strength — EUR/CHF was the prime focus, printing a new record low of 1.3716.
At Sunday’s open in London, EUR/CHF gapped lower to open at 1.3699
e UK macro data showed good improvement (retail sales, CPIl, unemployment)

but all eyes are on the coalition budget on Tue 22" June

Currenc At Open At Close Week Week -
pair Y on Junz 14" on June 18" % Change High Low Volatility
EUR/USD 1.2118 1.2384 2.20% 1.2416 1.2115 2.48%
GBP/USD 1.4557 1.4809 1.73% 1.4886 1.4549 2.32%
uUsD/JPY 91.76 90.68 -1.18% 92.11 90.44 1.82%
USD/CHF 1.1483 1.1071 -3.59% 1.1489 1.1070 3.65%
EUR/GBP 0.8322 0.8348 0.31% 0.8382 0.8261 1.45%
EUR/CHF 1.3920 1.3719 -1.44% 1.4039 1.3716 2.32%
GBP/CHF 1.6719 1.6426 -1.75% 1.6923 1.6395 3.16%
GBP/JPY 133.59 134.33 0.55% 135.96 133.38 1.93%
EUR/JPY 111.22 112.34 1.01% 113.31 110.85 2.21%
CHF/JPY 79.88 81.78 2.38% 82.07 79.41 3.33%
AUD/USD 0.8516 0.8699 2.15% 0.8728 0.8504 2.63%
NzZD/USD 0.6904 0.7055 2.19% 0.7073 0.6886 2.71%
USD/CAD 1.0341 1.0207 -1.30% 1.0360 1.0206 1.49%

| Source: Alpari (UK)

usb

The Dollar continued its retreat with the Dollar index trading as low as 85.25 as investor
sentiment and risk tolerance improved markedly. Equity markets in the US, Europe and Asia
posted strong gains for the week and helped to support the ongoing bounce in
confidence/pause in negative news flow. Crude oil and commodities in general continue to
drift higher being supported by the strengthening of risk preferences.
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Some of the recent tensions surrounding Europe and sovereign debt retreated last week,
prompting a broad-based USD sell-off. Declines were all in the 1%-2% range but the largest
decline was against CHF (-3.59%) as Swiss side factors (SNB statement) added weight to Dollar
supply.

Yuan statement on more flexible

US Dollar . )
0% currency indicates the oncoming of a

much awaited development — Yuan

appreciation. Given the PBoC's

1.18% 1.30% recent past, appreciation should be

1.58%

2% 1.73% gradual and shouldn’t necessarily be

290% 99 -2.15% -2 19% i
2.20% 219% 72457 2.19% 5 36% seen as an exclusively one-way
street. There is potential scope for

more artificial central bank

3.59%

4% intervention subject to

alpar EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK developments in the Chinese

economy, as well as the broader
recovery, globally. We expect the USD/CNY rate to fall by 5%-10% by the end of 2010 via a
gradual and measured decline.

EUR

The Euro found some much needed rest bite last week, with EUR/USD reaching a 3 week high
on Thursday; concerns about Spain were alleviated at least for the time being via a better than
expected government bond auction and on a broader basis, investors were unwilling to buy
into the wide array of rumours circling various European countries. Spain, Portugal and France
have suffered from unsubstantiated E

rumours about the viability of their a% uro
government debt and also the level of

exposure to peripheral European debt. 2.20%

Very tentatively, these types of concerns
. 1.01% 0.97%
continued to ease last week although we

0.31%

0%
. | I |
European bond spreads and CDS prices. 027% 0.21%

are still close to record highs on

USD LIBOR rates are continuing to climb

-1.44%

higher, standing at early 2009 levels by 2%
the close on Friday. USD GBP JPY CHF CAD NZD AUD

alpari

One negative aspect which many market participants over-reacted to at first break was
Moody’s downgrade of Greek sovereign debt from A3 to BA1 with a stable outlook. Although
any downgrade is never positive, in Greece’s case this was largely expected. Moody’s was the
second of three ratings agencies to downgrade Greece and it’s fair to assume that the third
ratings agency (Fitch) will soon follow. Citigroup said it planned to cut Greek government debt
from the world government bond index in light of Moody’s downgrade. Standard & Poors and
Fitch have already downgraded Greece and with the ECB taking out Greek paper from global
bond markets and being the only market-maker for Greek debt — the impact of Moody’s
decision should be transitory. Regardless, this event served as a reminder of just how much
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weakness there is still is in European bond markets and nervousness amongst the international
investor community.

There were also concerns about Spain and their ability to redeem €16bn at the end of July.
Spanish sovereign debt was pressurised although many investors don’t see Spain as a basket
case such as Greece. A Spanish bond auction mid-week underlined this fact, seeing strong bids
and doing enough to appease the speculators itching to find chinks in confidence. Spanish
yields remain elevated and the spread between with German debt remains close to its lifetime
high. The conclusion that can be made is that until sovereign problems are laid to rest
convincingly, investors will continue to demand a risk premium for holding peripheral EU debt.

BP

Sterling pairs were largely range bound with prime focus starting to turn to the emergency
budget scheduled for this week (Tuesday). Mixed data didn’t help GBP pairs to find an air of
stability or direction. CPI figures

(3.4% vs. 3.5% exp.) were seen as British Pound

disappointing for Sterling despite S s

inflation seemingly reaching a peak.

Unemployment was one of the best 0.55% 0.57%
surprises as the claimant count oo
declined by over 30,000 m/m for LI
. . . -0.31%
only the third time since 2000 and -0.57% -0.48%

the overall unemployment rate
declined to 7.9% (8.0% exp.). The
most Sterling positive macro data

-2% -1.75%

oi USD EUR JPY CHF AUD CAD NzZD
point was retail sales (0.6% vs. 0.1% -

exp.), which helped GBP maintain an uptrend against USD and lifted investor spirits about the
strength of the UK recovery.

The largest changes in GBP pairs last week was in GBP/USD (+1.73%) and GBP/CHF (-1.75%) as
improving risk appetite and lower macro demand for Dollars pushed GBP/USD as high as
1.4886; previously seen in early May around the time of the huge break in negative news flow
about EU sovereign debt. Swiss factors were mostly responsible for weakness in GBP/CHF.

Py

The BolJ kept its base interest rate
Japanese Yen unchanged at 0.1% with unanimous
1.18% agreement. The central bank also

2%

maintained its economic assessment

0% adding that the Japanese economy is

L 0,06
0-06% \_‘ starting to recover moderately. The

-0.55%
-0.82% . . .
-1.12% impact on Yen pairs was broadly positive

-1.01%

2 in the immediate aftermath as investor

-2.38% . .
sentiment improved on the news

4% although over the course of the week,
USD EUR GBP CHF CAD NZD AUD Yen pairs gave up all their gains. Not

alpari
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least because of the pro-risk trading conditions witnessed in most asset classes last week.

In our view, the Japanese recovery remains anaemic and remains susceptible to shocks over as
macro data contains significant downside risks. However, taking macro data and central bank
commentary into consideration, it is likely that the Japanese recovery is gradually moving away
from being primarily reliant on export-led catalysts towards reliance on support from rising
capital investment and stronger private consumption.
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CHF

. The focus for CHF market participants was the SNB
Swiss Franc
a% interest rate decision (unchanged at 0.25%) and

3.59%

the accompanying monetary policy assessment.
SNB indications/view that deflation risks have
238%  233% passed led to a sharp fall in EUR/CHF back towards
L75% lifetime lows made in early June (1.3730). Our

. - view is that intervention in FX markets remains a
core policy option, despite the positive tone of the
statement. The scope for EUR/CHF declines has

now broadened with 1.33 and 1.30 being the likely
alpari USD EUR GBP JPY CAD AUD next targets for market participants.
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Preview: 21% — 27" June 2010

e Aftermath of Chinese statement regarding the Yuan alongside the G20 meetings
should be key talking point and in turn, an active market theme

o UK emergency budget is the sole focus for GBP traders; several issues could affect
financial markets — key indicator will be how earlier estimates are affected by the
new measures

e Funding backlog in Europe still an obstacle despite equity, commodity market
outperformance. Caution is advised as S&P 500 and EUR/USD post their strongest
rallies since the emergency of the sovereign debt crisis — fresh pullbacks could
occur as some investors remain unconvinced and stay in sell-rallies mode

e (G20 meetings pose a potential event risk. Likelihood of FX moving developments
are slim but if something emerges, it will almost certainly be related to the
Yuan/PBoC economic policy or incoming global banking regulation

e Two interest rate decisions — Fed should stay on hold and maintain “extended
period” phrase while the Norges Bank should also remain unchanged given the
uncertainty in European bond markets and potentially lower growth estimates in
Norway

The main focus for this week will be reaction to China’s move on the Yuan and the UK
emergency budget. Given the PBoC’s recent past, appreciation should be gradual and
shouldn’t necessarily be seen as an exclusively one-way street. There is potential scope for
more artificial central bank intervention subject to developments in the Chinese economy, as
well as the broader recovery globally. We expect the USD/CNY rate to fall by 5%-10% by the
end of 2010 via a gradual and measured decline.

The other main theme is European funding for sovereigns and financial institutions. The funding
obstacle this July is extensive despite the recent €750bn stabilisation fund, extensions in ECB
lending facilities and full-blown QE — a policy tool that by their own admission, gave ECB
members nightmares when the US and UK trail-blazed similar policy responses back in mid-
2009. The funding requirement for European sovereigns and financials is heavier in June and July
than in any other two month period over the next two years (JP Morgan). This leaves the door
open for distressed auctions, funding problems, deleveraging, duration mismatch and bouts of
quasi-panic leading to Dollar, Yen strength. European bond issuance in the next two weeks is
relatively small: Italy plans to issue €6.5bn on June 28" Germany will auction €6bn on June 30"
and both France (€8bn) and Spain (€3bn) will join the ranks on July 1** (source: JP Morgan).

FX Weekly Page 5




The UK Budgegpreview:

All'in all this Tuesday, we are expecting the most fiscally austere and severe budget in
post-war UK history. The UK will embark on her sharpest budget deficit reduction crusade
since the 1940’s with the aim of cutting the structural deficit by 8% of GDP over the next 5
years and reducing the fiscal deficit from 11.1% of GDP in 2009/10 to 4% in 2014/15.
Generally speaking the new coalition government is expected to introduce a 10% cut in
overall public spending but a key caveat could be that if the Chancellor leaves welfare
unaffected as suggested by some sources, the remaining government departments will
face cuts of 20%+ as spending on welfare is approximately a third of the total UK budget.
The overall scale of tightening and what many market participants will focus on when it
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comes to making trading decisions is whether or not the total amount of tightening
exceeds 2% of GDP. With so many scenarios, issues and policy changes on the table,
investors are likely to focus on one indicator that summates all the component changes.
In our view, the welfare state will be affected but the government will mask over this in
an attempt to avoid a public backlash.

In more detail, the core themes should be the following:

Fundamental | FX

VAT — some commentators have the rate rising from 17.5% up to 20%. This move would
generate a large proportion of the cuts required without affecting front-line services too
much including social welfare and healthcare. However, such a move would push up
inflation measures and could plausibly have the side-effect of entrenching inflation
expectations amongst market participants, consumers and businesses.

Capital gains — expectations are for a levelling of capital gains more closely in-line with
income tax rates. This would mean an increase in the top rate of capital gains tax up to
40% although there may be exemptions included for long-term property investors for
example. Also, it is important to remember that any capital gains tax move will only affect
approximately 200,000 people in the UK but the those that are affected are amongst
some of the richest in the country so how severe and how quickly this measure is
implemented is very subjective and ambiguous — all depending on your beliefs as to how
influential high-net worth market participants are when it comes to wholesale policy
shifts.

Income tax — the coalition plans to gradually increase the threshold at which tax begins to
be levied on incomes from its current level of £6,475 up to £10,000. It is very unlikely that
we see the whole amount announced in one go because of the large funding gap this
would create. When added to government promises to safeguard particular areas of the
public budget, only the bravest Chancellor would raise the threshold in full on Tuesday.

Corporation tax — Corporation tax is expected to be reduced from 28% to 25% with hints
to a move below 20% over the long-term. This policy change has been a long-term
Conservative party aim given their pro-business background. We could even see a larger
than expected move on this issue considering the Keynesian lower-tax, more growth
stance taken by the Conservative party during the election campaign.
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GBP reaction to the budget should be positive if austerity wins over PR i.e. if the level of
public expenditure cuts and tax rises exceeds market expectations and consequently, the
UK economy is forecast to bring its deficit under control before 2014/15. On the other
hand, a generous budget that fails to cut deep into the fabric of UK debt, should spur both

speculators and macro names to dump Gilts and Sterling. Another (less likely) possibility is
that GBP pairs suffer as a result of a tough budget. This could feasibly occur if budget
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cuts/tax rises are felt as excessive which means significant underperformance in UK GDP
growth over the next 12-18 months.

Public Finance forecasts - % of GDP

E March Budget 2009-10 2010-11  2011-12 2012-13 2013-14 2014-15

e GDP growth in % -3.8 2 3 33 3.3 3.3

TU Current receipts 23.1 36.9 38 38.3 384 38.3

E Current expenditure 43 44 43.2 42.1 40.9 39.8

g Depreciation

(O Current budget balance -8.3 -8.4 -6.6 -5.2 -3.9 -2.8

= Net investment 3.6 2.7 1.9 16 13 13

Ll:E Net borrowing 11.8 11.1 8.5 6.8 5.2 4

Net debt 54.1 63.6 69.5 73 74.5 74.9
Cyclically-adjusted net

borrowing 8.4 7.3 5.3 4.1 3.1 2.5

iOBR baseline 2009-10 2010-11  2011-12 2012-13  2013-14 2014-15

GDP growth in % -3.7 2.1 2.6 2.9 2.7 2.6

Current receipts 36.6 37 37.8 38.3 38.5 38.7

Current expenditure 42.8 43.4 42.8 41.9 40.9 40

Depreciation 1.4 1.4 1.4 1.4 13 1.3

Current budget balance -7.6 -7.7 -6.4 -4.9 -3.7 -2.7

Net investment 3.5 2.8 1.9 1.6 1.3 13

Net borrowing 111 10.5 8.3 6.5 5 3.9

Net debt 53.5 62.2 68.2 71.8 73.7 74.4
Cyclically-adjusted net

borrowing 8.8 8 6.1 4.7 3.5 2.8

Sources: HM Treasury, iOBR and Barclays Capital

Also, on Wednesday the minutes from the June BoE meeting will be released. Investors will
focus on the level of cohesion amongst BoE board members. The ultra-loose monetary policy
remains in place for now but to what degree (if any) do BoE members agree on this course of
action? In our view, the highest probability is for a unanimous vote to keep rates on hold (9-0)
although dissenting voices have emerged in the past and could do so again due to top-heavy
inflation and fears of inflation expectations entrenching over the longer-term.

The Fed interest rate decision should be a non-event. Expect the same policy statement as the
one on April 28", ‘Extended period’ phrase should remain in place, if not; USD pairs will
strengthen immensely on the view that the Fed is prepping the financial markets for rate
increases and broader monetary policy tightening in the near future. Macro data and Fed
comments over the past 2 months haven’t been particularly strong or hawkish so our view is
that the Fed will stay on its ultra-loose policy crusade for now.

FX Weekly Page 7



=
Q
—
<
P
N
L
=

.=
—
<
=

[pr—
<

Fundamental | FX

FX Sensitive Calendar Events

Monday 21* June
(GBP) Rightmove HPI

Tuesday 22" June

(CHF) Trade Balance
(EUR) German IFO

(EUR) Current Account
(CAD) CPI

(GBP) Emergency Budget
(USD) Existing Home Sales
(USD) HPI

(NZD) Current Account

Wednesday 23" June

(EUR) French Manufacturing & Services PMI
(EUR) German Manufacturing & Services PMI
(EUR) European Manufacturing & Services PMI

Thursday 24™ June
(JPY) Trade Balance
(EUR) Industrial New Orders
(USD) Durable Goods Orders

(GBP) MPC Minutes

(GBP) Mortgage Approvals

(NOK) Interest Rate Decision + Statement
(CAD) Retail Sales

(USD) New Home Sales

(USD) Interest Rate Decision + Statement

(USD) Unemployment Claims
(NZD) Trade Balance

(NZD) GDP
Friday 25™ June Saturday 26" June
(JPY) CPI G20 Meetings

(CHF) SNB Quarterly Bulletin

(USD) GDP — FINAL ESTIMATE

(USD) University of Michigan Consumer Sentiment —
REVISION

Sunday 27" June
G20 Meetings

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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