CONFIDENTIAL
MEMORANDUM

18 March2009

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
FEBRURY 2009

A. OVERVIEW

The US dollar continued to strengthen in February due to areaszd demand for safe-haven currencies, as
aversion in the global equity markets picked upiragéMore reports of weak US economic statisticd arore job
losses added to the view that the global recesgsamdeepening and encouraged investors to stayfreafierisky
assets. The Fed held its funds rate at 0.25 percen

The Yen also gained support from its haven appeal as wbathal economic statistics continued to undern]
equity market performances and risk appetite. Henepoor economic data out of Japan, which poirite@
deteriorating economy mainly, weakened the Yen.B®d held its official interest rate unchanged.atdercent.

The Euro weakened gradually over the month as weak Eurammegconomic data weighed down the currer
Volatile equity markets and the strengthening U8ad@lso undermined the Euro. The ECB held ite & 2.0
percent.

The Australian dollar was also trailing downwards in general as the Graek recovered over the month on
haven appeal. Strong commodity prices and equitdised support the Aussie currency but globaltgquiarkets
were still volatile and often weighed down the Aas3he RBA held its interest rate at 3.25 percent.

TheNew Zealand dollar also weakened slowly but surely over the montha essult of the equity markets’ volatile

movements and the strengthening US dollar. But figmmodity prices coupled with periods of equityrkeh
recovery helped lift the Kiwi. The RBNZ held itffioial cash rate unchanged at 3.50 percent.

In February 2009, theTala weakened against théSD but it rose against tiéZD, AUD and theEURO. The
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Tala also rose against tN&N and theFJD.




B. CURRENCY ‘WATCH’

99.00

Throughout the month, thdS dollar continued on an 3333

upward trend in February as it resumed capitalinng o5 |
its safe haven appeal. The dollar fluctuated on iss.oo -
mixture of US economic data, whereby weak staistic 94.00 -
led to negative growth speculations that weakene 93 |
equity markets and risk appetite, and increased th >’
dollar's haven appeal. On the other hand, upbe@t da,,, |
led to positive growth speculations that strengéden so.oo -
equity markets and risk appetite, and weakened thssoo -
dollar’'s appeal. Economic stimulus packages prapose “‘5‘“‘5%%‘@‘&‘@‘@
by the US government also helped improve risk LI Feb-09
appetite but the lack of details about the stimpliass
and the uncertainty surrounding their adequacy tPhe Euro opened the month firm at US$1.2836 4
revive lending, kept markets risk averse and the Ufomentarily rose to US$1.3023 on a dip in the
dollar high in demand. The US dollar currency sitglollar. The Euro fell back to US$1.28 after we
firm on its haven appeal and on expectations that t retail sales data in December raised speculatinsts
US government will stay more pro-active than othethe slump in Eastern Europe will cause the regia
nations in fighting the financial crisis. The USlldo  slowdown to deepen. The Euro held firm ahead of
closed the month firm as it rose to the highest iECB interest rate review and it rose to US$1.26ra
almost three years against the currencies of it®mathe ECB kept its key interest rate unchanged at
trading partners. percent. It continued higher to US$1.30 on mount
optimism surrounding the US’ stimulus packag
which revived risk appetite but renewed strength
The Japanese Yen opened the month at Yen89.56 andhe US dollar and the Yen on haven demand ease
like the US dollar it also gained support fromhtszen  Euro down to US$1.2858. The Euro weakened furt
appeal. The Yen continued strengthening on wealy US$1.27 and eventually to US$1.25 on cong
equity market performance and haven demand buttliat the financial turmoil in Europe will deepefiiea
fell to Yen91 and finally to Yen92 after weak UBda Moody’s Investor Services said it may cut ratinds
data revived risk appetite on speculations thatmbak several banks with units in Eastern Euro
data will speed up the passage of an US$838 billiodnexpected contractions in the manufacturing
stimulus package in the US. However, muclservice industries also added to the Euro’s decl
uncertainty about the stimulus plan kept aliveVeak equity markets and the stronger US do
investors’ demand for safety in the Yen. Althoubb t continued to undermine the Euro at US$1.2767 U
Yen was propped up by its haven appeal, it weakenédfinally closed the month at US$1.2703.
after growth reports showed the Japanese economy
shrank by an annualized 12.7 percent in the fourtr
quarter of 2008. The Yen gradually weakened to,,,, |
Yen93 and finally to Yen97 on speculations the — USD/EUR
deteriorating Japanese economy may erode the Yen’; oo |
status as a safe haven. The BOJ held its offictalest
rate unchanged at 0.1 percent but even this faded 13600 -
stem the currency's decline. The Yen weakened tc
Yen98.35 as the Greenback grew stronger and Japan1:3200 -
recession continued to undermine the Yen's haver
appeal. The Yen closed the month just slightly &rm 128001

at Yen97.73.
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The Australian dollar opened the month slightly down

at US$0.6313 but it rebounded to US$0.6537 after th — USEIEs
RBA slashed its cash rate by 100 basis points26 3. %]
percent. Optimism that the cash rate reductiontaad
announcement of an additional A$42 billion in fisca
spending will support the Australia economy through ossso |
the global downturn hoisted the currency to
US$0.6764. However, it fell to US$0.65 on weak ©5%0]
business confidence data coupled with news that th105180
Australian Senate blocked the passage of the
government’s A$42 billion stimulus bill. Heightened o
risk aversion amid weak equity markets and the W
strengthening US dollar continued to undermine the Jan09 Fe-09
Australian dollar so that it fluctuated between 0S8

to US$0.65. The Aussie currency eventually clo$ed t

0.5780 -

month at US$0.6432. Table 1 shows the movements of the currencieg in
our currency basket against the US dollar at end
February 2009, compared to the previous month land
0-7400 1 December 2008.
— USD/AUD
071001 Table 1
USD per other currencies (end period)
DU 5 Movement of other currencies
against the USD
0.6500 - (+) appreciation / (-) depreciation
Dec-08 Jan-09 Feb-09 Dec-08 Jan-09
0.6200 | (%) (%)
USD/INZD 0.5856 0.5079 0.5028 -14.14 -1.00
0.5900 USD/AUD 07062 | 06364 | 06432 892 107
USD/EUR 1.3966 1.2799 1.2703 -9.04 -0.75
USD/FID 0.5691 0.5410 0.5357 -5.87 -0.98
The New Zealand dollar, likewise, opened the month
slightly weak at US$0.5047 and unlike the Australia
dollar, the Kiwi dollar was fairly steady throughdhe At end February 2009, the Greenback strengthened
month. The rebound in the Aussie dollar helped pusfgainst the NZD and the Euro but weakened against
up the Kiwi against the Greenback but the suppag W the AUD when compared to the previous month. The
limited as the Kiwi moved within US$0.50 to US dollar also strengthened against the FJD and the
US$0.51. It surged to US$0.53 on positive NZyen from the previous month.
employment data, recovering risk appetite coupled
with the weakening US dollar. However, the lack of
local data and the weakening Euro saw the Kiwi mak€. EFFECT ON THE TALA
a sharp corrective move lower to US$0.5198. From
thereon the NZ dollar was reliant on offshore newd Compared to end December 2008 and the prevjous
it held steady at US$0.51 against the backdropofif s month, Table 2 shows the movement of the Tala at
global equities, heightened risk aversion and thend February 2009 against the currencies in |our
strengthening US dollar. The kiwi dollar closed atcurrency basket as well as its movement against the

US$0.5028; its lowest level recorded for the month. FJD and the YEN.




Table 2
Tala per foreign currencies (end period)
Movement of the

Tala
(+) appreciation / (-) depreciation
Dec-08 Jan-09 Feb-09 Dec-08 Jan-09

(%) (%)
TALA/USD 2.9043 3.0872 3.0902 -6.40 -0.10
TALA/NZD 1.7007 1.5678 1.5538 8.64 0.90
TALA/AUD 2.0509 1.9647 1.9875 3.09 -1.16
TALA/EUR 4.0561 3.9513 3.9255 3.22 0.65
TALA/FID 1.6528 1.6700 1.6554 -0.16 0.87
YEN/TALA 31.2798 29.1288 31.6256 1.11 8.57
Nominal Index 100.79 102.47 102.55 1.74 0.07

At end February 2009, the Tala weakened against the terms of theNominal Index, the Tala appreciate
USD and AUD but it strengthened against the NZby 0.07 percent at end February 2009 from

103.0 4

102.0

101.0

100.0

Monthly Nominal Index

Jul ‘Aug‘sep oct

2007

Nov‘Dec Jan‘ Feb‘ Mar‘Apr ‘May‘ Jun‘ Jul ‘Aug‘sep

2008

and the EUR from the previous month. The Tala alsprevious month. (See Table 2)

rose against the YEN and the FJD when compared to
the previous month.
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The Tala opened the month weak at US$0.3229. The
Tala then rose to US$0.3320 as the Greenbackdell d
to reduced haven demand. However, the lack ofldetai
about the US Treasury’s rescue plan increased the
demand for the US currency as a haven and thisled

a fall in the Tala to US$0.3270. The Tala was Yairl
stable throughout the whole month. The Tala
continued to trade against the US dollar at US$0.32
until it closed the month at US$0.3236.
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TALA GRAPHS
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