19" July 2010

Review: 12" — 18™ July 2010

e USD Index sheds a further 200 points as widespread weakness in US
macro data and a positive start to Q2 earnings season undermines the
Dollar. 28 of the 37 reporting firms declared better than expected results George Tchetvertakov

e Euro continued its miraculous recovery from June low of 1.18, reaching Head of Market Research
highs above 1.30. European stress tests on the horizon already inducing gichetvertakov@alpari.co.uk
speculative Euro demand. Sovereign risk has abated through several
good bond auctions; occasional rumours of specific downgrades have
proven a good time to buy dips

e US financial reform (Dodd-Frank Act) bill passes but with limited impact
so far

e UK employment numbers boosted UK recovery hopes and allayed fears
of sub-par growth preventing the UK from completing its fiscal obstacle
course. Some investors are seeing positive jobs growth in the UK as the
calm before the storm — public sector cuts could be pervasive enough to
derail the fragile labour market recovery

=
©
[
4]
Q
N
L
—

o=
et
3+
o

—
<

Market Research

Fundamental | FX

Currenc At Open At Close Week Week e
pair Y on Jul;) 12" on July 16" % Change High Low Volatility
EUR/USD 1.2641 1.2921 2.22% 1.3007 1.2522 3.84%
GBP/USD 1.5061 1.5285 1.49% 1.5471 1.4947 3.48%
uUsD/JPY 88.67 86.56 -2.38% 89.15 86.26 3.26%
USD/CHF 1.0554 1.0493 -0.58% 1.0675 1.0400 2.61%
EUR/GBP 0.8390 0.8438 0.57% 0.8461 0.8315 1.74%
EUR/CHF 1.3345 1.3569 1.68% 1.3623 1.3302 2.41%
GBP/CHF 1.5896 1.6065 1.06% 1.6164 1.5831 2.09%
GBP/JPY 133.54 132.15 -1.04% 135.81 132.01 2.85%
EUR/JPY 112.06 111.97 -0.08% 113.37 110.68 2.40%
CHF/JPY 83.98 82.35 -1.94% 84.43 82.02 2.87%
AUD/USD 0.8771 0.8675 -1.09% 0.8870 0.8673 2.25%
NzZD/USD 0.7106 0.7093 -0.18% 0.7302 0.7055 3.48%
USD/CAD 1.0322 1.0570 2.40% 1.0572 1.0275 2.88%

| Source: Alpari (UK)

usb

A strong start to Q2 earning season lifted equity markets throughout the week as EPS results trickled in,
mostly above expectations. Earnings estimates were seemingly low-balled by analysts which is partly
why equity markets fell so sharply last Friday as weak economic data took control as the key market
driver. Prior to last Thursday, better Q2 earnings were trumping the softer than expected macro data
coming out of the US.
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The US Dollar suffered one of its largest weekly declines for over a year as financial markets fretted
about the strength of US economic recovery. The pessimistic data flow was mostly to blame as retail
sales (-0.5% vs. -0.2% exp.), Philly Fed Manufacturing (5.1 vs. 10.2 exp.), Empire State Manufacturing
(5.1 vs. 18.3 exp.) and University of Michigan Consumer Sentiment (66.5 vs. 74.2 exp.) indicators all
disappointed massively. Additionally, inflation in June came was -0.1% against expectations of 0.0%.

US Dollar The Dollar touched 2010 lows against

4 the Yen as General Electric and Citigroup

2.40% posted smaller than expected increases

2% oo, in revenues — market participants were
0.18% expecting these particular two firms to

0% — impress given their size and bellwether
p g

0.58% status.

-2% 1.49% 1.44%

2.22% 2.38% 2.28% 208% US REFORM BILL — DODD-FRANK ACT

-4%
... EURGBP JPY CHF CAD NZD AUD DKK NOK SEK | The otherbig news from the US last
week was the passing of a trailblazing
financial reform bill (Dodd-Frank Act) that could change the landscape of US financial markets for the
next generation. The bill aims to refresh regulation covering the finance industry to ensure the risk of a
financial collapse is minimised. The US Senate approved the bill with a 60-39 vote. The bill runs into

thousands of pages — in summation the most pertinent points are:

e Large banks like Bank of America, Merrill Lynch and Goldman Sachs will be barred from proprietary
trading

e Highly risky but profitable derivatives businesses will be forced out of mainstream banks. If not
abided by, banks will be unable to access emergency funds from the Fed

e A new ‘Consumer Protection Bureau’ will be set up to protect consumers from exposure to
complicated and risky financial products

o The Fed will be given greater power to oversee and supervise Wall Street banks. Ultimately, the Fed
will be granted the power to break apart any financial institution it deems to be a risk

e Greater control and oversight of ratings agencies; Fitch, Moody’s and S&P will be forced to bear
more responsibility for their ratings decisions with legal action a possibility if errors are made

In broad terms, the Dodd-Frank Act is most damaging for large financial institutions because of the limits
placed on derivatives and proprietary trading. However, news of the bill passing did not weigh on stock
prices because market participants were unsure as to how banks would be affected in practise. Some
investors actually received the news positively because initial expectations were for a much more
draconian bill before being watered down significantly by the banking lobby in the US.

EUR

The Euro continued its startling recovery last week, reaching a high of 1.30 against the US Dollar. It is
worth noting that EUR/USD was trading below 1.19 at the start of June. The reason for the optimism
was largely down to a stellar Greek T-bill auction which added to well subscribed auctions elsewhere in
peripheral Europe. In Spain, a successful €3bn auction of 15 year bonds drew in strong investor interest
which also helped to boost overall sentiment towards EU debt. The European sovereign risk issue has
most definitely retreated out of the spotlight for the time being alongside strong monetary and verbal
support from ECB members. Peripheral long-term yields and CDS prices have declined as confirmation of
investor calm — the gradual easing of investor fears is likely to continue which would be supportive of
the Euro.
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Incidentally, Portuguese debt was downgraded last week which had a fleeting impact as market
participants shrugged off the news as the downgrade was already half-expected. This was a good time
to buy dips in Euro pairs as the single currency pushed higher across the board for the remainder of the
week — largest gains were against CAD

(+4.71%), AUD (+3.19%) and NZD (+2.18%) as » Euro

commodity currencies saw strong selling 471

pressure as a result of falling commodity
. . 4%
prices and lacklustre equity market 3.19%
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performance. Risk-aversion rose steadily 2.22% 2.18%
1.68%

towards the end of the week, induced by 2%
sombre data from the US, adding weight to 0.57%

0%

cyclical currency declines.

. -0.08%
Longer term, we feel that a more solid

solution will need to be found (i.e. the Euro 2%
could still have a few more hiccups before it - USD GBP JPY CHF CAD NZD AUD
exits its fiscal malaise), because European

banks face over €1.5 Trillion in redemptions by the end of 2012. Ongoing efforts to de-leverage, shrink
balance sheets and boost growth in deposits are all small-time measures that help to appease investors
in the short-term but will probably not be enough longer term just on their own.
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GBP

Sterling pairs closed the week mostly higher with largest gains seen against the Dollar-bloc currencies -
this was mostly due to continuing improvement in sentiment and confidence over the UK economy in
general as a result of a strong emergency budget (June 22"d). Sterling pairs have bounced since the
announcement of the budget as risk-premiums have fallen. A couple of negative aspects were the
downward revision to past GDP data and exports. The revisions were relatively insignificant by historical
standards with a deeper peak-to-trough GDP contraction implying a larger output gap. Interestingly, in
2008 the change in GDP was weaker than previously thought meaning output actually fell. In terms of
trade, exports were revised down to -1.7% from 0.0%. This indicates the worst performance since Q1
2009 and puts forth the gruesome reality that GBP depreciation has probably failed to boost UK
economic activity; all to the contrary of BoE analysis.

British Pound Other macroeconomic data was mostly in
line with expectations so price action was

6%

4.03% muted following their release: CPI (3.2% vs.
3.2% exp.), RPI (5.0% vs. 4.9% exp.), GDP
(0.3% vs. 0.3% exp.).

4%

2.54%

2% | 1.49% 1.59%
1.06%
’—‘ Stronger labour market figures (-20,800 vs. -
0% 20,100 exp.) showed a larger decline in the
: p.) alarg
0.57% claimant count than first hoped. Although a
2% -1.04% difference of 700 is not so large, investors

seei  USD EUR JPY CHF AUD CAD NzZD were more interested in the composition of
new hiring. Although Sterling pairs rose on

the announcement, investors were concerned that the better jobs figures were a calm before the fiscal
storm expected to hit the UK in Q3 and Q4 as the public sector is decimated by 25%-40% budget cuts.
More specifically, market participants were concerned that a rise in temporary workers was much
stronger than permanent hiring. This suggests that businesses remain tentative and are wary of further
job losses in the near future. Temporary workers give firms flexibility, peace of mind and help suppress
costs should economic conditions deteriorate. Overall, the important point is that businesses feel
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economic conditions have a strong chance of deteriorating going forward hence the concentration on
temporary workers.

JPY

The Bol reaffirmed its view that the economy

isin “a moderate recovery” at its monetary
Japanese Yen . . —
6% policy meeting on 14-15 July, maintaining the

language used in May. However, the BoJ again
4.71% ;
suggested that the scope of the recovery is

4% 3 48% widening. The BoJ commentary following the

rate decision was mildly JPY positive even

2.38% Loae, 2.41% though there was very little new information

2% made available. By market close last Friday in

1.04% London, the Yen was higher across the board

0.08% with most strength coming against
commodity currencies. As confirmation of the

0%

spai USD EUR GBP CHF CAD NZD AUD Euro’s good performance, EUR/JPY was

unchanged over the week.
CHF
In Switzerland, only two macro indicators were made

available during the whole week. PPI (-0.4% vs. 0.2%
exp.) and ZEW economic expectations (2.2 vs. 17.5 a%

Swiss Franc

prev.). These indicators point to a growing possibility 2.84%

that Switzerland’s recovery is gradually running out of - L4

steam and that deflation may re-occur as producer 058%
prices spill over into consumer prices. This could bring

0%
SNB intervention back into the frame if data continues u\_‘

to disappoint. Also, significant EUR strength over the ) -1.06% u
past few weeks has taken some of the pressure off the . esn -1.94%
SNB — if EUR weakness returns, there is a strong
possibility of EUR/CHF re-testing the lows seen in early e USD EUR GBP PY CAD AUD
July (1.3060) which may prompt the SNB into action in alpari

order to support Swiss exporters. Incidentally, 1.33 was

the low of last week indicating that this will be a strong support level going forward.
Others

Most importantly last week, strong employment data in Australia and Canada has led to market
participants expecting a full hike by the RBA by the end of Q2 2011 in contrast to the cut priced in two
weeks ago. In Canada, lower unemployment (7.9% vs. 8.1% exp.) has prompted market expectations of
a 0.25% hike at the BoC meeting on July 21% (90% chance). Before the figure, futures markets were
pricing in a 70% chance.

China’s economic expansion slipped to 10.3% in Q2 and industrial production cooled more than forecast
in June (13.7% vs., 15.2% exp.), signalling a more protracted H2 slowdown which may add to risks for
the global economy. The Shanghai Composite Index fell sharply, leading declines across Asia as weaker
growth in China added to growth concerns owing to European budget cuts and limited American job
gains in clouding prospects for the world recovery. The moderation in growth is broadly in line with
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expectations. Chinese data is pointing to a policy driven soft landing — there are significant downside
risks to Chinese growth in 2010 although policy makers will almost certainly support growth should the
slowdown become steeper than expected. China’s savings rate should play a pivotal role in deciding
whether the PBoC and the Chinese government can sustainably support its economy. With piles of
excess deposits, banks do not rely on jumpy debt markets for funding which provides breathing space
for China to earn its way out of a bad debt problem, using ample capital reserves to replenish capital. As
a last resort the relatively debt-free Chinese government can call on its large foreign capital reserves to
support its economy and/or businesses.
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Preview: 19" — 25™ July 2010

e Q2 earnings results should gain more influence as a larger bulk of firms report this
week compared to last

e Thinner economic calendar, especially in the US is likely to shift focus away from
macro factors towards corporate performance

e European sovereign concerns continue to abate which is extremely EUR positive
but watch for negative surprises in bond auctions and/or downgrade rumours

e Bernanke’s testimony on July 21* should affirm ultra-loose policy path given the
softer GDP estimates abound last week - event risk is the Fed going more dovish,
thus delaying tightening measures and possibly stoking speculation of further
easing measures

The focus this week is likely to fall on the plethora of US earnings reports, Ben Bernanke’s testimony to the
US senate and the highly anticipated bank stress test results from Europe.

The Q2 earnings season kicked off last week with most EPS results coming in above estimates. This has so
far led to USD declines and equity market strength despite equities falling profusely last Friday. This week
sees a heftier corporate calendar i.e. more firms are expected to report this week compared to last, and a
lighter economic calendar. This should help corporate news dominate market activity with earnings being
the prime theme. Despite a couple of surprises last week (General Electric & Citigroup) we expect earnings
results to outperform expectations thus allowing equity markets to grind higher. Negative data surprises
from the US should be at a minimum this week which would help this scenario play out.

Ben Bernanke’s testimony to the US senate on July 21% should affirm the ultra-loose policy path being
undertaken by the Fed, given the softer GDP estimates abound last week. Several banks have cut GDP
growth forecasts in recent weeks, not to mention the Fed itself. Event risk in this instance is the Fed going
more dovish thus delaying tightening measures and possibly stoking speculation of further easing measures.
We suspect that the Fed chairman will play his cards close to his chest so his comments may simply cover
old ground but given the sharp deterioration in activity, PMI, housing and employment data over the past
month or so, it’s quite possible for something unexpected to be said.

Late in the week (Friday), we expect to see European stress test results to be announced. Market
participants are expecting a broad vote of confidence for European banks with any capital shortfalls being
considered small and manageable by investors. Speculators have begun to take long EUR positions as early
as last week with the view that market-induced speculation will drive the Euro higher. A good result that
calms investor fears and proves the speculators right will be mildly EUR positive but a negative shock i.e.
indications that particular banks will require substantial injections of capital will have a huge psychological
impact and will almost certainly be severely EUR negative.

A fresh round of European PMI’s is due this week alongside consumer and business confidence readings.
The recent march of the Euro has been impressive but its ongoing strength will be largely dependent on
macro indicators being growth supportive and EU peripheral bond auctions maintaining their high
subscription rates. Another factor that would help is ratings agencies staying off the radar with any credit
downgrades. Speculation to that effect could be used as good opportunities to enter long EUR positions at
better levels.
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Also this coming week, the BoC is likely to raise interest rates by 0.25% on July 21%. The market is pricing in
a 90% chance of a hike against a backdrop of deteriorating economic activity in the US and Canada. We
think that the BoC will raise but the sting in the tail could come from the BoC Monetary Policy Report whic
may put the brakes on further rate hikes later in the year. We urge caution for all CAD market participants
because we could see a rate increase in tandem with sharp falls in CAD pairs as market participants price in

more tender policy normalisation by the BoC.
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Last but not least, UK GDP and borrowing figures have a strong chance of derailing Sterling’s recent surge.
Since the emergency budget was announced on June 22"d, GBP pairs have been well supported because
market participants have taken the contents of the Budget as credible and fiscally prudent. However, the
Budget that was announced is heavily reliant on UK GDP growth staying on a very optimistic course and for

government borrowing to remain within specified limits. This coming week we will see preliminary growth
figures for Q2, retail sales and public sector borrowing figures. If either GDP undershoots, or public
borrowing overshoots significantly, we could see Sterling pairs unwind their recent gains, and fast. 1.50 is
likely to be a huge level in GBP/USD while in EUR/GBP, heavy Euro supply is expected around 0.8650.

FX Sensitive Calendar Events
Monday 19" July Tuesday 28 July
(JPY) Bank Holiday (AUD) RBA Policy Meeting Minutes
(GBP) Rightmove HPI (CHF) Trade Balance
(EUR) Current Account (GBP) Mortgage Approvals
(
(

Fundamental | FX

GBP) Public Sector Net Borrowing
CAD) Interest Rate Decision + Statement

Wednesday Z1July Thursday 2% July
(JPY) BoJ Policy Meeting Minutes (EUR) French Manufacturing & Services PMI
(GBP) BoE Policy Meeting Minutes (EUR) German Manufacturing & Services PMI

(EUR) Euro-zone Manufacturing & Services PMI
GBP) Retail Sales

EUR) Industrial New Orders

CAD) Retail Sales

USD) Unemployment Claims

USD) Existing Home Sales

(
(
(
(
(
(CAD) BoC Monetary Policy Report + Press

Conference
Friday 23" July Saturday 24 July
(EUR) German IFO Business Climate N/A
(GBP) GDP
(GBP) BBA Mortgage Approvals
(CAD) CPI

(EUR) European bank’s stress test results

Sunday 25 July
(NZD) Trade Balance
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19" July
Halliburton

Delta Air Lines
Tupperware Brands
Texas Instruments
IBM
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Aspen Technology

Fundamental | FX

Q2 US Earnings Calendar
e e e

20" July
Harley-Davidson
Eaton
Whirlpool
Bank of New York Mellon
PepsiCo
Goldman Sachs Group
Altera Corp
SLM Corp
Legg Mason
Yahoo! Inc
Johnson & Johnson
State Street Corp
Peabody Energy
Hasbro
Apple
Omnicom Group

21% July
US Bancorp
Manpower
Stanley Black & Decker
BlackRock
Coca-Cola

United Technologies

22" July
Starwood Hotels & Resorts Worldwide
New York Times
3M
McDonald's
United Parcel Service

Janus Capital

Wells Fargo Nokia
Morgan Stanley Fifth Third Bancorp
QUALCOMM KeyCorp
Starbucks Caterpillar
eBay AT&T
Union Pacific
Microsoft
Equinix
E*Trade Financial
SanDisk
Chubb
American Express
Eli Lilly & Co
Blackstone Group
Xerox Corp
Safeway
Continental Airlines
Bristol-Myers Squibb
July 23"
McGraw-Hill
Schlumberger
Dover
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Verizon Communications
Kimberly-Clark
Amazon.com

Ford

T Rowe Price Group

Johnson Controls
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Disclaimer:

Alpari (UK) provides an executionly service. The material contained here does not contail
(and should not be construed as containing) investment advice or an investment
recommendation, or, an offer of or solicitation for, a transaction infargncial instrument.
Alpari (UK) accepts no responsibility for any use that may be made of these comments au
any consequences that result. This communication must not be reproduced or further
distributed. All information in this publication has bemmpiled from publically available
sources that are believed to be reliable; however we cannot guarantee the accuracy of al
information. All information and documentation associated with this report has been prodi
for the purposes of providing the reponly.
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Please remember that trading financial markets carries a high degree of risk to your capit
is possible to lose more than your initial stake. Leveraged products may not be suitable ft
investors, therefore please ensure you fully un@erdtthe risks involved, and seek
independent advice if necessary.
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