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A year of two halves

This past year has seen extensive moves in all asset classes and if 2008 was the year of
the crisis then 2009 was the year of the recovery story. Up until March there were
severe doubts as to how recovery could take place given the unimaginable losses
suffered by financial institutions. But against all expectations signs of recovery
emerged beginning with comments from leading banking executives confirming better
trading conditions, followed by a return to profitability for US banks in Q1 — this helped
to create a floor for equities and consequently the ‘green shoots’ of recovery. In
hindsight we can see that government support was a key factor for this to occur.

Gradual recovery expectations solidified and by Q2 other sectors of the economy were
showing good results such as telecoms and IT. This led to broad recovery consensus.
The effect on financial markets was a strong, steady rise in equity markets worldwide —
especially emerging markets which were fertile ground for higher returns. Commodity
markets rallied on the back of expectations for higher global demand, led by China and
the US. Currencies reflected newly found confidence quicker than most other asset
classes. Traditional safe havens were sold aggressively as sidelined investors
reallocated portfolios from cash into better yielding investments such as emerging
market equities, corporate and government bonds as well as outright commodities as
an inflation hedge play. Better yielding, cyclical commaodity currencies such as the
Aussie and Kiwi Dollars have been the best performers in FX amidst the recovery.

March was undoubtedly the turning point from a pricing perspective (see chart) but
broad confidence was achieved only later in the year as government support in the
form of QE and direct industry support came into effect. The supportive measures,

introduced by various

nations in the early part
of 2009 are still ongoing —
Japan has recently
announced a further
tranche of support
totalling $80bn whereas
others authorities have
vowed to reign in

supportive measures in

the immediate future, a
prime example would be

Switzerland and the Euro-

Chart showing % change in Equity, Commodity and Dollar indices zone.
from Jan 09 — Dec 09
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The displaced timing of support introduction and in turn support withdrawal has been
one of the key themes in 2009. The level of aid was unprecedented not only in the
monetary amount but also in terms of how many nations actually adopted supportive
measures. Almost every G20 nation drew up measures that would assist their
economies. The front-runners were the US and the UK who put forward the largest
amounts of funding as a proportion of their GDP. They were also the first to adopt
guantitative easing (QE) whereby newly created money would be used to purchase
assets directly from financial institutions. Only a select few nations could afford to
partake in such a policy sustainably and so far it seems this approach has not led to
significant inflationary effects. However, in 2010 this could be a major factor because
as economic growth gathers momentum it will induce an increase in the multiplier
effect thereby increasing the likelihood of inflationary effects surfacing relatively
quickly. This would be problematic because inflation can appear very quickly whereas
the unwinding of stimulus measures which includes the sale of purchased assets
cannot without creating adverse price movements and sharply higher yields. Higher
yields on government debt are dangerous because although this can be a symbol of a
strong recovery, it also implies higher debt burdens for the issuer.

In 2010, expect to see exit strategies, inflation, rate normalisation rates and bond
yields grabbing the headlines the same way write downs, deflation, QE and green
shoots grabbed headlines in 2009. Regardless of what’s coming next, the FX market
will continue to be best macro indicator of investment trends.

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.

Market Insight

Page 2

alpari



