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MEMORANDUM

13 January 2009

THE MINISTER OF FINANCE

Cc: Hon. Prime Minister
Deputy Prime Minister
Members of the CBS Board
CEO, Foreign Affairs and Trade
CEO, Commerce, Industry and Labour

EXCHANGE RATES DEVELOPMENTS IN
DECEMBER 2009

A. OVERVIEW

The US dollar strengthened in December on support from safe-haven demand. Additionally, reports on strong
labour data out of the US led investors to the safe greenback. Speculation of sooner than expected Fed interest
rate hikes also saw the US dollar gain against its major counterparts. The Fed held its funds rate unchanged at 0.25
percent.

The Yen weakened considerably over the month as Japanls economy continued to show signs of deflation. The
increase in US consumer confidence also aided the Japanese currencyls decline. In its December monetary policy
review, the BOJ held its official interest rate unchanged at 0.10 percent.

The Euro also weakened over the month as investors opted to buy safe-haven currencies instead of the higher-
yielding currencies. Reports on worries about Greecels debt repayments secured the Eurols decline in the US$1.43
range at the end of the month despite the improving signs of economic recovery in the Euro region. The ECB held
its official interest rate unchanged at 1.00 percent.

The Australian dollar likewise weakened against the Greenback in December, as risk aversion picked up again. The
RBA increased its policy interest rate by 25 basis points from 3.50 percent to 3.75 percent.

The New Zealand dollar was generally weak during the month but managed to end the month not far off from its

opening level. The RBNZ held its official cash rate unchanged at 2.50 percent.

In December 2009, the Tala weakened against the USD and the NZD. The Tala rose against the AUD, the EURO,
the YEN and the FJD.




B. CURRENCY (WATCHji

The US dollar opened the month slightly weaker as U.S
pending home sales unexpectedly increased coupled with
reports that worries about Dubai World debt problems
have subsided. Manufacturing in the U.S. expanded in
November for a fourth consecutive month further deterred
demand for the greenback. However, the drop in U.S
stocks saw the greenback strengthening against other
major currencies. US employers eliminated 11,000 jobs in
November which was less than the expected reduction of
125,000 jobs, helped decrease the unemployment rate to
10 percent. Another surprising report stoked speculation
the Fed may consider raising US interest rates sooner than
expected. The improving US economy and the
strengthening US dollar encouraged risk aversion in the
currency market. US dollar strength continued after a
report showed that U.S. industrial output increased by 0.8
percent in November which was more than the economists
forecast of 0.5 percent. The Fed kept the lending rate
unchanged at 0.25 percent. However, a report showed
sales of new homes decreased by 11 percent last month,
mainly weakened the greenback at the last days of the
month.

The Japanese Yen opened the month firm at Yen86.51. It
later dropped to Yen87.35, and on to Yen90.40 as Japan(s
economy continued to show signs of deflation. The BOJ
stated that more monetary easing measures are needed to
fight deflation and to help the ailing economy, while
holding interest rates. The drop in equities then helped
support the Japanese currency to trade at Yen89.50 before
it eventually rose to Yen87.87. Another report showed that
Japanis economy expanded at less than a third of the pace
initially reported, spurring investors to take refuge in the
US dollar. Japanis GDP rose at an annual rate of 1.3 percent
last quarter, which was significantly lower than the 4.8
percent rate expected weakened the Yen to Yen88.22 and
eventually to Yen90.42. Strong production data out of
Japan helped support the Yen to around Yen91 but it was
outweighed by the increase in US consumer confidence
and strengthening US dollar and as a result weighed down
the Japanese currency to trade between Yen91 and Yen92
until it closed off the month weaker at Yen93.05.
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The Euro opened the month strong at US$1.5102 as
European stocks rose coupled with the weakening US
dollar. It traded most of the early days of the month
above US$1.50 as the 16-nation economy showed signs of
improvement. Francels unemployment rate grew more
slowly than economists forecasted. The Euro then fell to
US$1.5044 before upbeat retail sales data added to the
positive mood to help prop up the Euro to US$1.5093. The
Euro later dropped to US$1.4835 and eventually to
US$1.4693 but then rose to US$1.4723 as German
wholesale prices increased adding to evidence of the
economyls recovery. It then dropped as far as US$1.43 as
reports stated that the Euro regionls industrial production
fell by 0.6 percent in October when compared to the 0.2
percent increase in the previous month and the median
forecasted reading is expected to be-0.7 percent.
Additionally, worries about Greecels debt repayments
also weighed down the Euro currency. The Euro
continued to weaken in the last days of the month until it
closed off the month at US$1.4327.
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The Australian dollar also opened the month firm at
US$0.9249 after the RBA increased the official cash rate
target by 25 basis points from 3.50 percent to 3.75
percent. Higher commodity prices further recovered risk
appetite and spurred demand for higher yielding assets. It
later dropped to US$0.9240 as the US dollar gained
strength but then rose again to US$0.9278 as investors
opted for riskier assets. The jobs release which showed
unemployment in Australia grew to 5.9 percent last month
from 5.8 percent a month earlier weighed down the Aussie
dollar to US$0.9042. The drop in commodity prices and
strengthening US dollar that followed weakened the
Australian dollar to US$0.8772. Weak home sales report
out of the US helped prop up the Aussie dollar to trade
around US$0.88 until it finally closed off the month higher
at US$0.8981.
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The New Zealand dollar traded strongly into the month
opening at US$0.7265 following Australials central bank
hike in its official cash rate. The kiwi unit further benefited
from higher commodity prices which included Fonterrals
auction showing milk prices continued to increase and also
due to a weaker U.S. currency. The NZ dollar traded most
of the first week of the month around US$0.72 before
falling to US$0.7137. The Nz dollar fell further to
US$0.7079 after data showed the U.S. economy lost fewer
jobs than expected in November. The kiwi unit bounced
back to trade at US$0.7286 as RBNZ kept the official cash
rate on hold at 2.50 percent. However, a report which
showed U.S. industrial output rose in November more than
expected, coupled with a strengthening US dollar
weakened the NZ dollar to trade as low as US$0.7029.
Weak GDP data out of New Zealand also weakened the
currency but the move was short-lived, after the weak
home sales report out of US helped support the kiwi unit to
trade around US$0.71 until it finally closed off the month
firm at US$0.7262.
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Table 1 shows the movements of the currencies in our
currency basket together with the FJD and the Yen against
the US dollar at end December 2009, compared to the
previous month and December 2008.

Table 1

USD per other currencies (end period)
Movement of other currencies
against the USD
(+) appreciation / (-) depreciation

Dec-08 Nov-09 Dec-09 Dec-08 Nov-09

(%) (%)

USD/NZD 0.5856 0.7132 0.7262 24.01 1.82
USD/AUD 0.7062 0.9128 0.8981 271.17 -1.61
YEN/USD 90.85 86.29 93.05 243 -1.84
USD/EUR 1.3966 1.4989 1.4327 2.58 -4.42
USD/FID 0.5691 0.5252 0.5144 -9.61 -2.06

At end December 2009, the Greenback weakened against
the NZD when compared to the previous month. The US
dollar strengthened against the AUD, the YEN, the EURO
and the FJD from the previous month.

C. EFFECT ON THE TALA

Compared to end December 2008 and the previous
month, Table 2 shows the movement of the Tala at end
December 2009 against the currencies in our currency
basket as well as its movement against the FID and the
YEN.




Table 2

Tala per foreign currencies (end period)

Movement of the
Tala
(+) appreciation / (-) depreciation
Dec-08 Nov-09 Dec-09 Dec-08 Nov-09
(%) (%)
TALA/USD 2.9043 2.4905 2.4936 14.14 -0.12
TALA/NZD 1.7007 1.7762 1.8108 -6.47 -1.95
TALA/AUD 2.0509 2.2733 2.2395 -9.20 1.49
TALA/EUR 4.0561 3.7330 3.5724 11.93 4.30
TALA/FID 1.6528 1.3080 1.2827 22.39 1.94
YEN/TALA 31.2798 34.6457 37.3160 19.30 7.71
Nominal Index 100.79 102.15 102.08 1.28 -0.07

At end December 2009, the Tala weakened against the
USD and the NZD. The Tala strengthened against the AUD,
the EURO, the YEN and the FJD from the previous month.
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The Tala also opened the month firm at US$0.4059 as the
Greenback weakened. However, the Tala fell to as far as
US$0.4012 as the Australian and New Zealand currencies
weakened on risk aversion. Australials interest rate hike
which helped support the NZ dollar and the Australian
dollar, resulting in increased appetite for risk instead of the
safe haven currencies consequently propped up the Tala to
US$0.4047. The Tala traded most of the month around
US$0.39 as a better than expected report which showed
unemployment in US fell unexpectedly, strengthened the
US dollar and as a result weakened the Tala. Nevertheless,
weak home sales report out of US helped support the Tala
where it closed off the month firm at US$0.4010.
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In terms of the Nominal Index, the Tala depreciated by
0.07 percent at end December 2009 from the previous
month. (See Table 2)
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TALA GRAPHS
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