23" August 2010

Review: 16™ — 22" August 2010

e Risk-off week provides support for risk-havens CHF, JPY and USD
e Cyclical currencies, commodities and equities across the G20 suffered
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Market Research

> e Strong Irish bond auction calmed investor fears but broader fear of a George Tchetvertakov
- peripheral EU default remains Head of Market Research
— e Strong figures out of the UK failed to lift Sterling pairs gichetvertakov@alparco.uk
E e US yields across the curve pushing lower for yet another week; record-
g low yields are translating into record lows for USD/JPY
=
Currenc At Open At Close Week Week -
g pair Y on Au: 16" on Aug 20" % Change High Low Volatility
- EUR/USD 1.2765 1.2708 -0.45% 1.2922 | 1.2664 2.02%
,_,:_’ GBP/USD 1.5588 1.5529 -0.38% 1.5702 | 1.5462 1.54%
USD/JPY 86.21 85.54 -0.78% 86.22 84.89 1.54%
USD/CHF 1.0479 1.0337 -1.36% 1.0533 | 1.0257 2.63%
EUR/GBP 0.8187 0.8180 -0.09% 0.8282 | 0.8172 1.34%
EUR/CHF 1.3377 1.3140 -1.77% 1.3456 | 1.3139 2.37%
GBP/CHF 1.6335 1.6055 -1.71% 1.6400 | 1.6013 2.37%
GBP/JPY 134.39 132.92 -1.09% 134.46 | 131.97 1.85%
EUR/JPY 110.05 108.81 -1.13% 110.43 | 108.25 1.98%
CHF/JPY 82.24 82.77 0.64% 82.99 81.47 1.85%
AUD/USD 0.8930 0.8936 0.07% 0.9078 | 0.8840 2.67%
NZD/USD 0.7075 0.7062 -0.18% 0.7192 | 0.6996 2.77%
USD/CAD 1.0414 1.0470 0.54% 1.0514 | 1.0247 2.56%

| Source: Alpari (UK)
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A risk-off week ensured the Dollar stayed well supported alongside CHF and JPY - the Dollar Index failed
to breach 82 as US data was mostly short of expectations. Although IP data indicated gradual expansion
(1% vs. 0.5% exp.), the all important
US Dollar lab inued ,
29, abour sector continued to raise
concerns amongst investors with
unemployment claims staying
0.45% o389 0.54% 0439 0-54% persistently high (500,000 vs. 478,000

0.18% . . .
» ’—H—‘ ’—‘ﬁ%’—"—\—‘ exp.) and when viewed in comparison to

0.07% previous readings, a gradual uptrend in
0.41% claims is beginning to emerge. Market
0.78% participants continue to see a direct
1.36% correlation between the broader US

-2% recovery and recovery in the US labour
EUR GBP JPY CHF CAD NZD AUD DKK NOK SEK sector. As employment remains

alpari

stagnant, recovery hopes are dwindling —
counter-intuitively this is supporting USD as investors avoid risk, sell equities and take greater exposure
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in US Treasuries. US yields on both short-term and long-term government debt are making fresh record
lows. Commodity currencies were broadly lower against USD, JPY and CHF, again reflecting the risk-off
mood. More lacklustre US data late in the week added doubt to US recovery hopes with the Philly Fed
Index printing 7.7 vs. 7.1 exp. Even though the Dollar closed the week marginally higher in most pairs,
price action throughout the week was choppy and indecisive. Largest USD gains were against CAD
(+0.54%) and NOK (+0.54%) and largest losses were against CHF (-1.36%) and JPY (-0.78%).

EUR

The Euro suffered almost across the board as peripheral sovereign debt permeated investor minds for a
second week running. Two weeks ago, a resurrection of past fears regarding south European solvency
induced a sharp retracement in EUR/USD from 1.3330 down to around 1.27 in a single week. The pace
of the move is significant considering it took EUR/USD over 2 months to grind up to 1.33 from record
lows of 1.19 — confidence it seems, is attained gradually but lost instantaneously. As the old adage goes,
markets go up stairs but come down in elevators. Confidence in individual Euro-zone economies and
overall confidence in the Euro as a whole remains immensely fragile. Yield spreads and CDS prices have
bounced back after several weeks of trending lower.

Last week, an Irish bond auction was one of
Euro the most highly anticipated events of the week
2% because of recently publicised funding gaps at
Irish banks and speculation that investors
would soon lose confidence in Irish assets. The
0.13% Euro only managed a daily high against the
0% — — Dollar after results from Irish bond auctions

\—‘ 0.09% \_‘ showed a solid take-up. Ireland comfortably
oA 031% 0.53% sold its allocation of 2014 and 2020 bonds with
-1.13% a bid-to-cover ratio in excess of 3. Despite the

» - strong auction, confidence was slow to return

USD GBP JPY CHF CAD NZD AUD with most market participants remaining

oo tentative and indecisive. The European fiscal
debacle will surely rumble on and investor confidence will probably see-saw and fluctuate persistently
over the next 12-18 months. We are likely to see sharp falls in the Euro every time solvency and default

fears are raised, only to be matched by Euro bids as strong auctions and/or official aid is announced.

On the data front, Europe had very few significant releases. CPl and German economic sentiment (ZEW)
were the key highlights. CPl came in at 1.7% as expected and failed to change ongoing price action but
the ZEW survey was much weaker than expected (14.0 vs. 20.9 exp.) thus underlining the uncertainty
still prevalent in Europe.

GBE British Pound

2%
Sterling toiled in risk-averse trading

conditions but macro data out last week

was mostly GBP supportive. A solid inflation

figure (3.1% vs. 3.1% exp.) helped GBP pairs 0.03% ,ﬂ
0% —
higher although fears over persistently high [

-0.25%

inflation numbers overflowing into higher -0.38% -0.46%

inflation expectations remain high. Also out oo

last week were BoE policy meeting minutes

— there were strong indications by the MPC -2% 1.71%
that they have become more sanguine spai USD EUR JPY CHF AUD CAD NZD
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about the UK’s growth outlook as well becoming more concerned about rising inflation expectations.
The BoE also indicated that their decision to keep rates unchanged in August was an attempt to balance
downside and upside risks to inflation. Sterling pairs were higher in all currency pairs after publication of
the BoE minutes (8-1 vote as expected). In our view, last week’s BoE minutes underscore the highly

likely scenario that UK growth will be slower for longer with an additional problem of persistently high
inflation accompanying slower economic growth.More Sterling positive news was made available late in
the week with retail sales (1.1% vs. 0.4% exp.), mortgage approvals (47k vs. 47k exp.) and PSNB (£3.2bn
vs. £5.2bn exp.) posting surprising numbers. At the current time, any UK related news that suggests
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economic growth will beat expectations and/or news that suggests the UK’s borrowing requirement will

fall by more/quicker than expected, will lead to strong upside moves in GBP pairs. The UK isin a
situation where borrowing must be curbed as soon as possible with the added requirement of growth
averaging somewhere in the 2%-3% range over the next 5 years. Last week’s retail sales numbers,
mortgage figures and borrowing figures were all conducive in convincing investors that the UK can pull-
off its fiscal escape act without damaging the UK’s financial reputation or credit rating.

Py

The Yen was the second strongest currency in the G20 last week. Again, risk-preferences were largely

responsible. Japan’s GDP (0.1% vs. 0.6% exp.) was hugely disappointing but this only raised global

recovery fears and dragged Yen pairs higher. USD/JPY continued to be tied to short-term US yields and
as US yields fell to fresh record lows on the
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Japanese Yen back of double-dip concerns in the US, so
2% did USD/JPY. Strong support still stands at

1.37% 85 with Yen intervention by the BoJ slowly

1.13%  1.09% 0.97%
0.78% 0.70% appearing on the radar for many market
participants. The record low is 79.75
0% reached in April 1995. In our view, the

probability of FX intervention has increased
-0.64% and we may well see BoJ activity in the near

future if Japanese equities and the Japanese

economy continue to weaken while JPY

USD EUR GBP CHF CAD NZD AUD strengthens as this limits Japanese exporter
competiveness and also nullifies the impact

2%
alpari

of Japanese government policies aimed at helping exporters. Another noteworthy point is that although
the deflationary environment has so far been manageable because deflation has not been excessive and
foreign investors have not lost confidence in Japan. But heavy and persistent JPY strength would likely
accelerate the impact of deflation on the Japanese economy.

CHF Swiss Franc

4%
The Swiss Franc was the strongest currency in the G20

last week reflecting fairly heavy risk-aversion and
underlining the increasing role of CHF as a leading risk-

haven. Strongest gains were against CAD (+1.95%) and Lose

EUR (+1.77%). Renewed fears about a funding/credit - LT 171
crisis in peripheral Europe added momentum to o 13
EUR/CHF weakness. The pair has plummeted from highs 0.64%
above 1.39 back down to all time lows of 1.31 in the ’—‘
0%

space of two weeks. Huge uncertainty still hangs over
the Euro-zone - the past two week’s risk-off flavour has 7o USD EUR GBP JPY CAD AUD

erased the slow, drawn out gains made over the course
of July.
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Preview: 23" — 29™ August 2010

o Not so heavy week in terms of macro data — Europe likely to be the focus with

Euro PMI’s and German IFO sentiment survey likely to be the prime themes

e Bond auctions are unlikely to make an impact with a light schedule this week -
€3.5bn of Spanish, €1.4bn of Portuguese and €1.2bn or Irish t-bills make up the
European funding requirement

e Fed may be close to boosting its balance sheet further given the severe US data
weakness seen of late — any such announcement would pose a grave risk for
cyclical currencies and cause ‘unacceptable’ falls in USD/JPY towards the low 80’s
—something the BoJ may be inclined to fight against

This coming week contains several intriguing data releases (US GDP, US new home sales, EU PMI’s
and UK GDP) but overall the macro data calendar is pretty light. Other themes could come forth
and dominate however. BoJ intervention in ongoing JPY strength is unlikely out of the blue but if
the Fed administers a fresh policy change and expands its balance sheet further, we could see US
yields declined sharply and so would USD/JPY.

European auctions, although small, could potentially spring a surprise and dominate. As we’ve seen
already this year, confidence and sentiment can be stronger drivers of FX price action than any
macroeconomic indicator. A weak auction in either Ireland, Spain or Portugal would renew
concerns over long-term funding rates in the periphery and would weigh on the Euro. On the other
hand, a set of strong auctions (more likely scenario) would improve confidence and would be
supportive of a risk-rally. This coming week €3.5bn of Spanish, €1.4bn of Portuguese and €1.2bn or
Irish t-bills make up the European funding requirement.

European PMI’s will be a good gauge of how European macro data performance is likely to stack up
to US data over the next couple of months. The recent de-coupling between US and EU data is
probably not due to fundamental economic factors suggesting stronger than expected growth in
Europe and weaker than expected growth in the US. Rather, it’s more likely that the data mismatch
is simply a case of data lag. This would suggest that EU data strength will begin to even out and
eventually weaken in similar fashion to the US before the end of 2010.
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FX Sensitive Calendar Events

Monday 23" August Tuesday 24" August

(EUR) French Flash Manufacturing & Services PMl’s NZD) Inflation Expectations Q/Q
(EUR) German Flash Manufacturing & Services PMI’s EUR) German Final GDP

(EUR) European Flash Manufacturing & Services PMI’s | (GBP) BBA Mortgage Approvals
(EUR) Consumer Confidence EUR) Industrial Orders
)
)

(USD) Mortgage Delinquencies CAD) Retail Sales
USD) Existing Home Sales

P

Wednesday 25" August Thursday 26" August
(JPY) Trade Balance (AUD) Private Capital Expenditure
(GBP) Nationwide HPI (CHF) Employment Level

(EUR) German IFO Business Climate
(USD) Durable Goods Orders
(USD) New Home Sales

Friday 27" August Saturday 28" August
(JPY) Household Spending N/A

(JPY) Unemployment Rate

(GBP) Revised GDP

(CHF) KOF Economic Barometer

(USD) GDP

(USD) University of Michigan Consumer Sentiment

Sunday 29" Augqust
(NZD) Trade Balance

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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