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Review: 5th – 11th July 2010 

 

Currency 
pair 

At Open  
on July 5

th
   

At Close 
 on July 9

th
    

% Change 
Week 
High 

Week 
Low 

Volatility 

EUR/USD 1.2556 1.2637 0.65% 1.2722 1.2479 1.94% 

GBP/USD 1.5194 1.5059 -0.89% 1.5241 1.5050 1.26% 

USD/JPY 87.72 88.58 0.98% 88.69 87.01 1.92% 

USD/CHF 1.0638 1.0571 -0.63% 1.0674 1.0481 1.81% 

EUR/GBP 0.8260 0.8390 1.57% 0.8397 0.8252 1.76% 

EUR/CHF 1.3362 1.3360 -0.01% 1.3412 1.3259 1.15% 

GBP/CHF 1.6164 1.5921 -1.50% 1.6183 1.5881 1.87% 

GBP/JPY 133.27 133.36 0.07% 134.65 131.24 2.56% 

EUR/JPY 110.15 111.97 1.65% 112.66 109.14 3.20% 

CHF/JPY 82.42 83.65 1.49% 84.49 81.87 3.18% 

AUD/USD 0.8412 0.8767 4.22% 0.8790 0.8316 5.63% 

NZD/USD 0.6882 0.7101 3.18% 0.7114 0.6806 4.48% 

USD/CAD 1.0626 1.0330 -2.79% 1.0676 1.0295 3.59% 
 | Source: Alpari (UK) 

 

The significant risk premium being priced into all asset classes globally over the past month took a pause 

last week. A smooth funding operation by the ECB, strong demand for Spanish debt (albeit at higher 

yields of 4.85%), confirmation of Greece staying in line with austerity estimates and higher growth 

estimates by the IMF helped the financial markets to flush out more negative sentiment relating to 

European sovereign debt. By the close last Friday, equities, commodities and risk-FX were all higher as 

market participants began focusing on the next set of factors that are likely to drive asset prices – stress 

tests on European banks and the US earnings season. Commodity currencies were all broadly stronger 

with AUD having its best week since October 2009, helped by stronger domestic data and rising 

commodity prices. 

USD 

Given the lack of significant data releases in the US, the Dollar toiled in the risk-tolerant trading 

conditions. Weak ISM non-manufacturing (53.8 vs. 55.1 exp.) continued to underline the recent softness 

in US macro data however. Another stark development was the ongoing weakness in consumer credit 

availability (-$9.1bn vs. -$1.9bn exp.). 

 Risk reversal seen in most asset classes; equities, commodities and risk-FX all 
stronger 

 Solid Spanish bond auction, an ECB LTRO operation and austerity measures 
gaining traction in Greece were all contributing factors in alleviating Europe’s 
woes for at least a week. EUR/USD up above 1.27 for a brief period 

 Commodity currencies significantly outperformed their G20 counterparts  

 Focus already switching from European sovereign debt to US fundamentals and 
US corporate profitability. US earnings season is likely to be the strongest short-
term driver of risk sentiment 
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More broadly, the dollar is continuing on a downward trajectory since the start of June. Weakness in 

USD/JPY (3% lower since June 1
st

) is particularly important because of the pair’s correlation to long-term 

US yields and thus often acts as a barometer of risk-aversion in the financial markets. Last week, the 

Dollar lost ground against all other currencies except GBP (+0.89%) and JPY (+0.98%). As to be expected, 

largest losses were against cyclical currencies (CAD, NZD and AUD). 

Although Q2 earnings season kicks-off 

this week, market participants were 

already positioning for potential 

outcomes last week. In theory, the Dollar 

should fall alongside rising equities and 

vice versa because of the low-rate 

environment in the US and thus the 

Dollar’s funding currency status. 

Speculators are expecting a solid and 

growth-promoting earnings season 

whereby most firms beat estimates but 

US macro data has been softening quite 

significantly which adds severe 

ambiguity as to how this week will play out given the heavy tranche of data overlapping the corporate 

calendar. In our opinion, the earnings calendar will predominate and should be the primary theme for 

FX markets in the short-term although over the medium-long term, macro data will count more. In this 

scenario, the Dollar would depreciate on strong earnings over the next few weeks and possibly reverse 

those moves once earnings reports have concluded (assuming macro data remains on the soft side). 

EUR 

The Euro had a great week against the majors, highlighting the gradual improvement in sentiment 

towards European sovereign debt and funding bottlenecks amongst European banks. Strength against 

commodity currencies was severely lacking, especially against AUD (-3.59%) as improving risk 

preferences pushed commodity currencies to across the board gains last week. 

The Euro has been the strongest G10 currency 

so far in July for several reasons. Firstly, the 

overwhelmingly short EUR positioning built up 

over the course of May and June are being 

trimmed by market participants as default risk 

in Europe diminishes. Secondly, US data has 

taken a turn for the worse recently which has 

diverted investor attention somewhat, away 

from Europe and towards the US. Last but not 

least, probably the most influential factor 

behind the Euro’s mini-recovery above 1.27 

has been a gradually declining feeling of 

imminent Armageddon in Europe due to the 

debt overhang coming from the European periphery. A robust Spanish bond auction, a fall in demand 

for ECB funding and target-hitting budget cuts in Greece have reduced the risk premium attached to 

holding European assets. 

Greece announced a 42% reduction in its state cash deficit from 2009 to 2010.  The reduction is in-line 

with agreed austerity terms set forth by the IMF/EU/ECB. This particular news story was very well 
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received by investors because it increased the likelihood of the Greek austerity package actually being 

delivered over the next few years. 

However, when there is such stringent fiscal tightening, future figures of borrowing/growth/activity 

become increasingly difficult to estimate so downside surprises are quite likely. Greece may encounter 

lower than expected levels of GDP growth, require more funding or the austerity measures being 

currently implemented may not stick with the Greek public leading to large-scale strikes that hurt the 

Greek economy. The prospect of political instability is unlikely for now but this could change quickly if 

unpopular measures are picked up and highlighted by the media. 

The scheduled interest rate decision (held at 1%) was completely in accordance with market 

expectations. The press-conference following the decision didn’t provide any new significant 

developments. ECB President Trichet stated that some observers have been “excessively pessimistic” 

about Europe and that “the figures that we have are not confirming this pessimism”. Market activity 

over the past week or so is giving broad confirmation to these comments in our view. 

Positive comments that helped to sustain momentum in EUR strength came from Brian Coulton, Head of 

Global Economics at Fitch. Market participants picked up his comments given his prominent analyst 

position at Fitch (a leading ratings agency) and the fact that he has influence over ratings decisions. 

Coulton said economic news since Fitch downgraded Greece in April has been “rather positive” and that 

“large Spanish banks look pretty strong”. He added that the risk of a double-dip recession in Europe is “a 

long way below 50%”. 

GBP 

Sterling pairs were lower across the board – most weakness was against commodity currencies in similar 

fashion to other major currencies. Since 

the emergency budget on June 22
nd

, UK 

asset prices have risen while Sterling pairs 

have shaken off some of their risk premium 

arising from record budget deficits and QE. 

However, we saw a slight reversal of 

Sterling’s fortunes as macro data 

undershot expectations. According to the 

Halifax house price index, prices fell 0.6% 

in June and manufacturing production 

(0.3% vs. 0.4% exp.) was also 

disappointing.  

The interest rate decision (held at 0.5% as expected with no change to APF) and the accompanying 

statement had no market impact. Focus now turns to the August BoE meeting because the next inflation 

report is due on August 11
th

. 
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CHF 

Threatened by the SNB’s inaction but bolstered because of a revival in EUR sentiment, the most keenly 

watched Swissie pair (EUR/CHF) finished the week unchanged. The Euro and the Swiss Franc were 

equally strong against other major currencies. Much 

softer than expected CPI data (-0.4% vs. 0.1% exp.) 

threatened to induce renewed intervention 

speculation although this was offset by much stronger 

retail sales data (3.8% vs. 2.7% exp.). Over the week, 

the pair traded in a 1.3270 – 1.3400 range. In our view, 

it is quite likely that EUR/CHF now enters a period of 

consolidation given the strong opposing forces 

affecting the pair. On the downside, strong Swiss 

fundamentals should continue to drive the pair lower 

while problems relating to EU sovereign debt are far 

from being resolved which is likely to weigh on the 

Euro and cap any gains. On the upside, the threat of 

SNB intervention remains active given last week’s CPI data. If CPI measures continue to point to a 

deflationary environment, SNB intervention will restart and could take the pair back above 1.40. 

JPY 

Japanese data was weaker across the board last week; most worrying was the sharp decline in 

machinery orders (-9.1% vs. -3.0% exp.). 

The Yen closed the week lower in all 

pairs not only because of soft macro 

data but also because of the upper 

house election held on July 11th. 

Speculators were largely of the view that 

an upper house majority wouldn’t be 

reached thus making important policy 

decisions more difficult to push through. 

More broadly, the latest Tankan results 

indicate continuation in economic 

recovery despite mildly negative shocks 

being a regular feature of the macro data 

calendar. It is also worth noting that Japan’s large fiscal imbalance has not affected JPY and is unlikely to 

do so for the time being because foreign holdings of JGB’s is very low. 

Others 

The RBA decided to leave interest rates unchanged at 4.5% - acknowledging that the global economy 

has continued to expand at a consistent pace over the last few months. The RBA highlighted the 

unbalanced rate of expansion with Asia and Latin America being the strongest contributors.  

The central bank added that "there are indications that growth in China is now starting to moderate to a 

more sustainable rate." The RBA is likely to view this as a positive development, given that in its June 

statement it stated that "In Asia, growth has continued to be quite strong and may need to moderate in 

the year ahead." The RBA also noted the recent disappointing pace of labour market improvement in 

the US. With respect to the financial markets: "some tightness in funding markets is evident, though not 

on the scale seen in late 2008." On commodities (a key factor for the Australian economy): the RBA 

board members took a positive view that "commodity prices are off their peaks but those most 

important for Australia remain at very high levels”. 
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At the current time, futures markets are pricing in a fairly strong possibility of an interest rate cut by the 

RBA but considering inflation is towards its peak, growth on track and activity data being generally 

supportive of a recovery, a rate cut seems unwarranted by some distance. 

Since the Yuan rebalancing announcement on June 19
th

, CNY has appreciated by 0.8% against USD. We 

see a further 5-7% of further downside adjustment in USD/CNY before the end of 2010.  
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Preview: 12th – 18th July 2010 

 

The main event this week is likely to be the US Q2 earnings season. For details and live updates of results as 

they are made public visit: http://biz.yahoo.com/research/earncal/20100712.html  

Given past quarterly earnings reports, this is likely to be the primary theme and driver of FX price action in 

the short-term. Alcoa is the first name to report today with financials and tech stocks following in the 

coming days/weeks. 

 

Despite the bounce in risk-tolerance last week, key event risks remain in the pipeline making positional 

trades very difficult to call with reasonable certainty. US earnings reports, a large dose of Chinese data on 

Thursday, an auction of Greek debt not underwritten by the ECB (this week), EU bank stress tests (23
rd

 July) 

and US macro data are all potential banana skins for the global recovery.  

 

Although Q2 earnings season kicks-off this week, market participants were already positioning for potential 

outcomes last week. In theory, the Dollar should fall alongside rising equities and vice versa because of the 

low-rate environment in the US and thus the Dollar’s funding currency status. Speculators are likely to be 

expecting a solid and growth-promoting earnings season whereby most firms beat estimates but US macro 

data has been softening quite significantly which adds severe ambiguity as to how this week will play out 

given the heavy tranche of data overlapping the corporate calendar. In our opinion, the earnings calendar 

will predominate and should be the primary theme for FX markets in the short-term although over the 

medium-long term, macro data will count more. In this scenario, the Dollar would depreciate on strong 

earnings over the next few weeks and possibly reverse those moves once earnings reports have concluded 

(assuming macro data remains on the soft side). 

 

Last week’s sharp recovery in EUR/USD was quite unexpected considering it was mainly sentimental factors 

that were responsible. Positioning in EUR/USD remains largely short despite last week’s short 

squeeze/profit taking – this opens up the possibility of the pair being squeezed higher towards the 

psychologically important 1.30. If US earnings are low-balled (purposefully lower earnings estimates in 

order for actual numbers to beat expectations fairly easily), we could see the pair take out stops and gather 

significantly more momentum compared with what we’ve seen over the past week or so. 

 

Bond auctions will again be worth keeping an eye on this week. Issuance in peripheral Europe is heavy this 

week and in July. Greece will auction €1.2bn on Tuesday, Portugal/Italy will do €2.4bn and €6bn 

 US data has been softening but Q2 earnings season is likely to beat expectations; 

this should help the revival of risk-tolerance going back to last week. However, 

volatility could spike as disappointing US data conflicts with stronger earnings in 

the US 

 Packed economic calendar from across the G20; latest batch of Chinese activity 

data should be the focus 

 Heavy bond issuance in peripheral Europe – investor sentiment for EZ debt since 

May has not waned as much as feared;  this week’s bond auctions could be pivotal 

and re-enforce investor relief or reignite fears of default 

 Results of European bank stress tests are scheduled for July 23rd – speculation has 

already begun regarding what assumptions are being set for the tests and of 

course which institutions could fail 

Looking ahead 

http://biz.yahoo.com/research/earncal/20100712.html
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respectively on Wednesday and Spain plans to offer €2.5bn on Thursday. The level of demand for  

peripheral debt and the corresponding yield at which investors are happy to invest will be all important.  

 

European bank stress tests results are due on July 23
rd

 but already price action is being influenced by 

speculative positioning regarding this issue. European authorities have the undesirable responsibility of 

setting appropriate parameters for the tests. If the tests are too lax, the market may not find them credible 

thus making the whole ‘stress-test’ exercise defunct. On the other hand, overly strict parameters will 

prevent most banks from passing whilst creating a sense of panic amongst European asset holders. Similar 

stress tests conducted in the US in 2009 were considered successful in restoring market confidence and 

arguably, were a contributory factor in helping US banks recover their feet after market turmoil had pushed 

the banking sector close to collapse in 2008/09. 

 

Since the breakout of the European debt crisis, equity market participation has been subdued as 

institutional investors moved to the sidelines in order to avoid unnecessary exposure, risk and volatility. If 

Q2 earnings results indicate gathering momentum in the US recovery rather than a period of consolidation 

(or even worse, slowdown/double-dip recession) we are likely to see higher equity prices, a lower Dollar 

and decreasing volatility across both major and emerging market currencies. 

 

Lastly, crucial structural reforms in Greece, including increasing the retirement age and cutting pensions will 

be passed on Thursday. There is clearly a potential for public outrage at this type of fiscal adjustment so 

don’t be surprised to see extensive media coverage of the issue showing public displeasure. Failure to pass 

the reforms will be considered a dent in Greek plans to deliver their austerity package and decrease the 

budget deficit. It is worth remembering that Greece is currently receiving assistance from the rest of the EU 

with strict conditions that draconian fiscal adjustment is carried out over the next 4-5 years.  

 

EUR/CHF remains under pressure despite its lack of direction last week. To the downside we see 1.33 and 

1.30 as key support levels. To the upside, 1.3420 has become a strong resistance level where macro supply 

is heavy. Above that 1.3550 is the next target. 
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FX Sensitive Calendar Events 

Monday 12
th

 July 
(AUD) Home Loans 
(CNY) New Loans 
(CNY) Foreign Direct Investment 
(GBP) Final GDP q/q 
(GBP) Current Account 
(CAD) BoC Business Outlook Survey 
 

Tuesday 13
th

 July 
(CHF) PPI 
(GBP) CPI 
(GBP) RPI 
(EUR) German ZEW Economic Sentiment 
(CAD) Trade Balance 
(USD) Trade Balance 
(NZD) Retail Sales 
 

Wednesday 14
th

 July 
(EUR) French Bank Holiday 
(GBP) Claimant Count Change 
(GBP) Unemployment Rate 
(EUR) CPI 
(EUR) Industrial Production 
(USD) Retail Sales 
(USD) Import Prices 
(USD) Fed Meeting Minutes 
 

Thursday 15
th

 July 
(CNY) CPI 
(CNY) GDP 
(CNY) Fixed Asset Investment 
(CNY) Industrial Production 
(CNY) PPI 
(CNY) Retail Sales 
(JPY) Interest Rate Decision + Statement 
(USD) PPI 
(USD) Industrial Production 
(USD) Philly Fed Manufacturing Index 
(NZD) CPI 
 

Friday 16
th

 July 
(EUR) Trade Balance 
(USD) CPI 
(USD) TIC Long-Term Purchases 
(USD) University of Michigan Consumer 
Sentiment 
 

 

 

Q2 US Earnings Calendar 

12
th

 July 

Alcoa Inc 

CSX Corp 
 

13
th

 July 

Intel Corp 

Yum! Brands 
 

14
th

 July 

Marriott International 

Janus Capital Group 
 

15
th

 July 

JPMorgan Chase 

Crown Holdings 

Abbott Laboratories 
 

16
th

 July 

Citigroup 

Bank of America 

Google 

Mattel 

Charles Schwab 
 

19
th

 July 

Halliburton 

Texas Instruments 

IBM 

Aspen Technology 
 

20
th

 July 

Harley-Davidson 

Bank of New York Mellon 

PepsiCo 

Goldman Sachs Group 

Altera Corp 

Legg Mason 

Eaton Corp 

Yahoo! 

21
st

 July 

US Bancorp 

Wells Fargo 

eBay 

Apple 

BlackRock 

Coca-Cola 

QUALCOMM 

SLM Corp 
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Tupperware Brands 

Hasbro 

Johnson & Johnson  
 

Lexmark International 

Starbucks 

Advanced Micro Devices 

United Technologies 

Peabody Energy 

State Street 

Merck & Co 
 

22
nd

 July 

New York Times 

Fifth Third Bancorp 

KeyCorp 

AT&T 

Microsoft Corp 

Delta Air Lines 

Caterpillar 

Blackstone Group 

Union Pacific 

Altria Group 

Xerox Corp 

Stanley Black & Decker 

Safeway 

Equinix 

Pfizer 

E*Trade Financial 

Eli Lilly & Co  

SanDisk 

Whirlpool 

Continental Airlines 

3M 

Morgan Stanley 
 

23
rd

 July 

McDonald's 

Schlumberger 

Broadcom 

Northrop Grumman 

T Rowe Price Group 

Chubb Corp 

Verizon Communications  

Amazon.com 

Goodrich 

Dover Corp 

Ford Motor 

Bristol-Myers Squibb 

Omnicom Group 

Starwood Hotels & Resorts Worldwide 

United Parcel Service 

Occidental Petroleum  

Manpower 

Kimberly-Clark 

Johnson Controls 
 

 

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. 

 


