26" July 2010

Review: 19" — 25™ July 2010

e EU stress tests were conclusively passed but weren’t definitive in their
attempt to rebuild investor confidence. Volatility in EUR pairs was
elevated before and after results were published George Tchetvertakov

e UK Q2 growth was the surprise of the week, helping UK stocks and Head of Market Research
Sterling higher. Concerns over the UK budget deficit are easing as gichetvertakov@alpari.co.uk
positive data flow is persuading investors that debt problem will be
addressed within time period specified in the emergency budget

e European macro data was positive all week. Commodity currencies
rallied strongly as solid macro data combined with strong earnings from
non-financials

e Broadly strong Q2 earnings continued both from financials and non-
financials — helping to support equity indices and weighing on the Dollar

e Bernanke’s dovish but pessimistic testimony pushed back expectations of
the first Fed rate increase to Q4 2011
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Currency At Open At Close Week Week

pair on19™july  on23@juy  ©Cchanee High Low Volatility
EUR/USD 1.2904 1.2904 0.00% 13028 | 12731 | 2.30%
GBP/USD 1.5288 1.5407 0.78% 15448 | 15123 | 2.13%
USD/IPY 86.59 87.41 0.95% 8757 | 8633 1.43%
USD/CHF 1.0478 1.0533 0.52% 1.0564 | 1.0393 | 1.63%
EUR/GBP 0.8436 0.8361 -0.89% 08531 | 0.8317 | 2.54%
EUR/CHF 1.3521 1.3603 0.61% 13676 | 13341 | 2.48%
GBP/CHF 1.6017 1.6251 1.46% 16272 | 15848 | 2.65%
GBP/IPY 132.39 134.52 1.61% 13499 | 130.82 | 3.15%
EUR/JPY 111.70 112.85 1.03% 11334 | 11000 | 2.99%
CHF/IPY 82.57 82.87 0.36% 83.78 | 82.11 2.02%
AUD/USD 0.8663 0.8943 3.23% 0.8970 | 0.8632 | 3.90%
NZD/USD 0.7090 0.7260 2.40% 07288 | 0.7028 | 3.67%
USD/CAD 1.0572 1.0345 2.15% 1.0585 | 1.0345 | 2.27%

| Source: Alpari (UK)

SD

A tremendously uncertain and volatile week of trading ended on a high in terms of risk appetite despite
several negative developments in the recovery story. The US dollar was under pressure, closing the week
lower against all currencies except the Yen and Swiss Franc —the two worst performing currencies in the
G20 last week. EUR/USD closed the week exactly where it opened but not before the downside was
tested around 1.2750; rallies had difficulty reaching beyond 1.30 as confidence in the Euro-zone remains
fragile, despite better macro/confidence data of late and seemingly reassuring stress tests published on
Friday.
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Early last week, Goldman Sachs and IBM earnings were contrary to most estimates, coming in much lower
than expected. Given their size and market prominence, investors were dismayed at the widespread
weakness in economic activity in the US. Also, expectations for a stellar Q2 earnings season where most
firms report better results were scaled back. US equities were lower on the news but the Dollar was

stronger across the board on profit-taking and risk-averse buying. Equity markets continued their
influence on FX and other asset classes following strong earnings results from Morgan Stanley, Wells
Fargo and Apple. During earnings season, equity markets tend to be the leading driver in the financial
markets because market participants perceive the performance of corporate entities to be representative
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of the wider economy — last week, earnings clearly had a significant impact on investor

confidence/sentiment regarding the ongoing recovery in the US and consequently, Dollar pairs were
particularly mixed in intra-week price

US Dollar action.
2%
0.95% A huge point of interest for investors was
0.52% i
0.00% o Ben Bernanke’s testimony to the US
0% te regarding US monetary policy. The
Coet sena g .

speech was net dovish with the lower-

0.78%

1.18% rates-for-longer message re-affirmed.

-2%

1.78% Following his comments, market

2.15%
2.40% participants pushed back expectations of
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3.23% interest rate tightening back into Q4
-a%

2011. The key points we think are
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK

alpari

noteworthy:

e Housing market remains weak, with the overhang of vacant or foreclosed houses weighing on home
prices and construction

e After two years of job losses, private payrolls expanded at an average of about 100,000 per month
during H1 2010, a pace insufficient to reduce the unemployment rate materially according to
Bernanke.

o “We expect continued moderate growth, a gradual decline in the unemployment rate, and subdued
inflation over the next several years.”

e Most participants projected that inflation will average about 1% in 2010 and that it will remain low
during 2011 and 2012, with the risks to the inflation outlook roughly balanced.

e Default rates on most types of loan are seemingly peaking with bank capital ratios at record highs.
Many banks continue to be overweight in sub-prime linked, troubled loans however and lending
standards remain tight.

e Asthe Fed plans towards withdrawing the monetary policy accommodation put in place in 2008/09,
the economic outlook remains unusually uncertain.

Overall, earnings reports dominated because of a lack of significant macro data so there is little to report
on the data front. In the US housing sector, existing sales data (5.37m vs. 5.18m exp.) was a welcome
surprise considering all the concerns over slowing economic growth and the possibility of a double-dip
recession in the US. The positive housing data and good earnings reports were both USD negative as
investors looked for higher-yielding investments.

EUR

All the focus was on European stress test results due to be published late in the week after European
market close. Prior to their announcement speculators were actively trading reports of better/worse
results thus increasing volatility in EUR currency pairs.
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Hugely positive PMI's data from Europe boosted EUR-based pairs and calmed fears of economic
deterioration in Europe as a result of severe budget cuts and soft credit markets — both consequences of
the sovereign debt crisis. The timing of the PMI data was also a factor in increasing the pace of EUR gains.
Coming on the back of Bernanke's testimony to the US senate the previous night (which stimulated safe-
haven demand for USD), the reversal was very sharp as EUR/USD rallied by over 100 points the morning
after Bernanke's testimony.

Flash PMI readings Previous Expected Actual
French Manufacturing 54.8 54.1 53.7
French Services 60.8 60.0 61.3
German Manufacturing 58.4 58.0 61.2
German Services 54.8 54.6 57.3
EU Manufacturing 55.6 55.2 56.5
EU Services 55.5 55.0 56.0

Source: Alpari (UK)

A positive factor for EUR bulls was the failure of an Irish downgrade and Hungarian fiscal complications
from denting the gradually improving outlook on European sovereign debt. Ireland was given a credit
downgrade while Hungary failed to agree a fiscal strategy with the IMF/EU. Both developments had little
or no effect on the Euro. This indicates that confidence in Europe is stabilising and has become more
resilient. It’s highly probable that such news only a month ago would have been severely EUR negative.

All together Greece, Spain and Portugal have sold €50bn of sovereign debt since May when the ECB was
forced to step in and provide financial support for troubled nations. The only nation to require direct
assistance circumventing private capital markets was Greece but now that a guarantee from the EU/IMF is
on the table, Greece has been able to attract private capital independently and at reasonable interest
rates.

German debt/peripheral debt spreads continued Euro

their decline last week suggesting an easing of 2%

default risk and slowly recovering confidence in 1.03%

0.61%

0.00%
0%

Europe. The German/Spain yield spread has

narrowed by 25% and the German/Portuguese

spread has narrowed by 19% since mid-May
2010. Incidentally, last week the ECB bought the
lowest amount of peripheral bonds since the e -1.91%

-0.89%

ECB’s bond purchase program began in -2.53%

May/June. Bond issuance in Europe (especially in 3.33%
-4%
the periphery) should ease over the next few
. . . ..o: USD GBP JPY CHF CAD NZD AUD
months which should reduce the risk of tepid P
auctions and consequent EUR weakness. Spain is expected to repay €24.7bn in July, its heaviest
redemption for the remainder of 2010. The next bond maturity occurs only in July 2011. Portugal isin a

similar position with its bond maturing in April 2011.

The EU stress tests were very positive in allaying sovereign risk but not so good in allaying the concerns of
market analysts sceptical at the length and breadth of the testing procedure. All 91 banks passed apart from
7 (1 German, 1 Greek and 5 Spanish) - Hypo Real Estate in Germany, ATEbank in Greece, and Banca Civica,
Espiga, Cajasur, Unnim and Caixa Sabadell from Spain. The total capital shortfall for all tested banks was
€3.5bn. Paradoxically, this amount is too low because of the unavoidable comparisons with US stress tests
(where over $70bn was lacking) last year and the dubious nature of the testing methodology. The main
reasons why analysts have been so critical of the tests and consequently, why investors are not fully
convinced by the apparent clean bill of health given to European banks is that a sovereign default was not
considered and only trading books were stress tested rather than full, hold-to-maturity, portfolios.
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Accounting standards do not require reporting of market-to-market losses, making it easier to conceal
unsettled losses.

In summation, the stress tests have given the markets some cause for celebration but they’ve also raised
many questions. If most banks passed a test that (in the opinion of many investors) was fairly lax and not
‘stressful’ enough, that answers as many questions about the banks as it raises questions about the nature
of the tests themselves. The impact of the tests should be transitory given the lack of conviction with which
they have endorsed European banks. We are now likely to see market participants revert to prior
assumptions i.e. some banks may be overexposed to peripheral EU debt, peripheral EU nations are likely to
struggle with wholesale borrowing and will probably require ECB/IMF assistance at some stage in the next 3
years. In the currency space, this is likely to mean several failed rallies above 1.30 in EUR/USD but by the
same token, bargain hunters should provide strong EUR demand below 1.25 should the EUR downtrend
resume.

GBP

Sterling pairs were very mixed in their

performance last week. Early on, GBP pairs British Pound
were weaker and confidence for Friday’s 2 161% 1 a6%
hugely important GDP estimate was waning as 0.78% 0-89%

ublic borrowing (£14.5bn vs. £13.2bn exp.
p gl p.) o

and mortgage approvals (48,000 vs. 52,000

exp.) dented investor confidence that UK

authorities can abide by their emergency 5, -1.19% oo
budget estimates and reduce the UK’s budget

deficit below 4% by 2014. Higher amounts of 2ATE

borrowing than estimated and/or lower 4%

economic growth than estimated are both USD EUR JPY CHF AUD CAD NZD

alpari

events that would postpone the planned route
to fiscal austerity.

Later in the week however, impressive Q2 growth figures (1.1% vs. 0.6% exp.) helped UK assets to recover
their allure and alongside a broader pro-risk environment, GBP pairs were able to make gains against USD,
EUR, JPY and CHF. The strongest level for GDP growth since 2006 turned out to be a strong catalyst for
upside moves in Sterling pairs.

JPY

The Yen was for yet another week lower across
Japanese Yen the board. And again, heaviest losses were
L against commodity currencies such as AUD (-
0.36% 4.15%) and NZD (-3.59%). This was a reflection
of the positive risk sentiment abound in the

0%

-0.95%  .1.03%

-2% -1.61% ) . )
financial markets last week. US earnings

maintained their broad strength despite

-3.03%
4% 3.50% sanguine results from Goldman Sachs and IBM

-4.15% and with the added effect of a positive reaction
to European stress tests, JPY weakness

-6% continued through to market close last Friday.
USD EUR GBP CHF CAD NZD AUD

alpari

The only data event of note in Japan was the
scheduled release of the monetary policy minutes by the Bol. The BolJ reaffirmed its view that the economy
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is in “a moderate recovery”, maintaining the language used in May and July 14" The central also reiterated
that the scope of the recovery is widening. As the minutes failed to present something new, the Yen was
held hostage to developments elsewhere around the globe (with a particular sensitivity to risk) such as US
earnings results and European stress tests.
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CHF
Swiss Franc The Swiss Franc traded in similar fashion to the Yen in the
- absence of any domestic macro data. Given the pro-risk
trading environment, CHF pairs traded lower over the
0.36%
— course of a volatile and uncertain week. European stress
O% . . . .
] tests, US earnings (slow at first before improving) and
052%  061%
European survey data were the key events in FX last week
2% -1.46%

which on aggregate were positive for the recovery story

-2.42% . . . . .
and positive in terms of easing investor concern regarding

3.90% European sovereign debt and slowing economic growth in

the US. By market close last Friday, the Swissie was weakest
-6% against AUD (-3.90%), CAD (-2.42%) and GBP (-1.46%), and
USD EUR GBP JPY CAD AUD was stronger only against the Yen (+0.36%).

alpari
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Others

The Loonie traded higher after the BoC monetary policy report and subsequent press conference but the
size of the move wasn't significant. Gains were capped but volatility remained for the duration of the
trading session.

Risk appetite suffered for a brief time after Canadian CPI (-0.1% vs. 0.1% exp.) showed a decline in month
on month prices. The negative print upset bullish investors expecting a series of rate increases by the BoC
although CAD weakness was short-lived. Over the long-term we will need to see multiple cases of downbeat
macro data for policy expectations to alter significantly.
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Preview: 26" —30™ July 2010

e US earnings season continues with 100 firms from the S&P 500 due to report this
week

e Be wary of capital raising efforts by EU banks in the near future — details of which
banks will raise capital could emerge soon. Large figure would spook investors
given the positive rhetoric surrounding last week’s stress tests

e RBNZ are expected to raise interest rates by 25bp; watch out for dovish comments
that pare back hawkish expectations of further 100bp over the next 12 months

e Very sparse economic calendar has US/Canadian GDP, European CPl and UK
lending as its highlights

The Q2 earnings season kicked off two weeks ago with most EPS results coming in above estimates. This
has so far led to USD declines and equity market strength despite a few disappointments along the way
(Goldman, IBM, Citigroup, Bank of America). This week has a further 100 firms reporting which is likely to
influence all other asset classes as has been the case so far.

For a full rundown of Q2 earnings see the calendar on page 7 or visit:
http://biz.yahoo.com/research/earncal/20100726.html

Following stress tests results announced last week, there is a strong possibility of banks that passed trying to
raise fresh capital. It is also possible that several banks that passed the stress tests wouldn’t have done so had
the tests been tougher and more rigid. Market participants are uncertain as to how bona-fide the tests were
so any mention of capital raising/injections will have a huge impact on the share price of the bank in question
but also cast doubt over European banks and the European economy in general. If a tested bank enters
difficulties but managed to pass the stress tests, it would be a hammer blow to confidence in the Euro-zone
and would likely revert investor sentiment to levels last seen in May/June.

This coming week is likely to see volatile trade as market participants digest the stress test results and watch
for any further developments. As investors remain unconvinced about the strength and depth of European
banks we are unlikely to see a pronounced move in EUR/USD above 1.30 unless investors become more
assured that banks are well capitalised and not over-exposed. The stress tests have given the markets some
cause for celebration but they’ve also raised many questions. If most banks passed a test that (in the opinion
of many investors) was fairly lax and not ‘stressful’ enough, that answers as many questions about the banks
as it raises questions about the nature of the tests themselves. The impact of the tests should be transitory
given the lack of conviction with which they have endorsed European banks. We are now likely to see market
participants revert to prior assumptions i.e. some banks may be overexposed to peripheral EU debt,
peripheral EU nations are likely to struggle with wholesale borrowing and will probably require ECB/IMF
assistance at some stage in the next 3 years. In the currency space, this is likely to mean several failed rallies
above 1.30 in EUR/USD but by the same token, bargain hunters should provide strong EUR demand below
1.25 should the EUR downtrend resume.

The RBNZ will announce their latest interest rate decision on Tuesday. We expect to see a hike of 25bp as this
is now fully priced into the market. The RBNZ will probably highlight the recent deterioration in domestic
macro data thus leaving open the possibility of a pause in rate increases further down the line. For now,
market expectations have the RBNZ hiking interest rates by another 100bp within the next 12-18 months. The
RBNZ should also confirm risks to domestic growth due to an uncertain economic picture in Europe and the
US. The event risk here is the RBNZ hiking but mentioning something along the lines of ‘wait-and-see’ for any
future rate rises. This scenario would be significantly NZD negative.
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FX Sensitive Calendar Events

Monday 26" July
(JPY) Trade Balance

(AUD) PPI
(GBP) Nationwide HPI
(USD) New Home Sales

Tuesday 27" July

(USD) CB Consumer Confidence

Wednesday 28™ July

(AUD) CPI

(NZD) NBNZ Consumer Confidence

(EUR) German CPI

(USD) Core Durable Goods

(USD) Beige Book

(NZD) Interest Rate Decision + Statement
(NZD) Trade Balance

Thursday 29™ July

JPY) Retail Sales

Nationwide HPI

Net Lending to Individuals
Mortgage Approvals
Unemployment Claims

GBP
GBP

(
(
(
(
(Usb

Friday 30™ July
(JPY) Manufacturing PMI

(JPY) Household Spending

(JPY) CPI

(JPY) Preliminary Industrial Production
(EUR) German Retail Sales

(EUR) CPI

(EUR) Unemployment Rate

(CHF) KOF Economic Barometer

(CAD) GDP

(USD) GDP

(USD) University of Michigan Consumer
Sentiment

Saturday 31% July
N/A

Sunday 1* August
(CNY) Manufacturing PMI

Q2 US Earnings Calendar

Monday 26" July
RadioShack

Tuesday 27" July
UBS

Lockheed Martin
Deutsche Bank
Invesco Ltd
Broadcom

Aflac

Domino's Pizza
Energizer Holdings
Office Depot
United States Steel

Wednesday 28" July
Comcast

Coca-Cola
Sprint Nextel
Boeing
Owens-lllinois
Visa

Crown Castle International

Thursday 29™ July
Moody's
Goodrich
Thomson Reuters

Banco Santander
Kellogg

MetLife Inc
Monster Worldwide
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Genworth Financial
Northrop Grumman
McAfee

Motorola

Exxon Mobil

Goodyear Tire & Rubber
Colgate-Palmolive

Cablevision Systems

Friday 30" July Monday 2™ August
AON BNP Paribas

HSBC Holdings

E American Electric Power AllianceBernstein Holding
Chevron Corp
N Merck & Co Inc
o) Tuesday 3™ August Wednesday 4™ August
E Dow Chemical Societe Generale
g Hertz Global Holdings Standard Chartered
© Mastercard Lloyds TSB
_g Pfizer Time Warner
- NRG Energy Qwest Communications
. Hartford Financial Services
Thursday 5™ August Friday 6™ August
Barclays Royal Bank of Scotland
Commerzbank Merrill Lynch
Omnicare

Kraft Foods

Rubicon Technology

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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