CONFIDENTIAL
MEMORANDUM

06 Februare009

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
JANUARY 2009

A. OVERVIEW

The US dollar rebounded in January on increased demand forheafen currencies, as risk aversion in the global

equity markets picked up again. More reports ohkve)S economic statistics added to the view thatglobal
slump was deepening and prompted investors tdribee risky assets. The Fed held its funds rat&@ 2 percent.

The Yen, likewise, gained much ground over the month askwgabal economic statistics continued to wea
equity market performances and risk appetite, winibeeasing demand for safe currencies like the. YéEhe BOJ
held its official interest rate unchanged at O.dcest.

Ken

The Euro weakened gradually over the month as weak Eurmmegconomic data weighed down the currency.

Volatile equity markets and the rebounding US ddllao undermined the Euro. The ECB lowered ip® nate by
50 basis points to 2.0 percent.

TheAustralian dollar was also trailing downwards as the Greenback reedvaver the month on its haven appeal.

Strong commodity prices and equities helped supg@tAussie currency but global equity markets wsik
volatile and often weighed down the Aussie.

The New Zealand dollar also weakened over the month as a result of thayeaparkets’ volatile movements ar
the strengthening US dollar but high commodity @sicoupled with periods of equity market recovesipéd lift
the Kiwi. The RBNZ slashed its OCR by 150 basimfsofrom 5.0 to 3.50 percent.

In January 2009, theTala weakened against th#SD but it rose against tHéZD, AUD and theEURO. The Tala

nd

also fell against th¥ EN and the~JD.




B. CURRENCY ‘WATCH’

Throughout the month, thgS dollar gained suppor
from its safe-haven appeal as the incessant flov
grim US economic data reminded investors of

bleak economic outlook worldwide and encourage

them to flee into risk-free assets. The Greenheak
also supported by speculations that President-
Obama’s proposed fiscal stimulus packages will
the economy recover from recession. There weks
of bailout plans to stabilize the banks but thidyo
undermined the dollar's safe haven appeal
recovering global equity markets led investors oy
back into risky trades. The Greenback initiallif &
weak payrolls data for December and low consu
confidence in January but these reports added dg

and consequently increased the US dollar's apea
safe haven currency. The Greenback lost s
support after President Obama failed to mentiohisn

inauguration speech, any new details on measures

address the economic crisis. On the monetary Yo
side of reviving economic growth, the Fed kept
Federal funds rate at 0.25 percent.
closed the month firmly supported by its haven app

The Japanese Yen opened the month at Yen93.26 g
like the US dollar it gained much support from

movements in the equity markets. The global eq
markets were largely influenced by any plans @
fiscal stimulus in the US or talks of bailout plafios
stabilizing banks, which were speculated, will hiip
US pull through its recession and subsequently
the world economy out of a prolonged econo
slump. In a nutshell, a global economic recoveity
undermine the demand for safe currencies, like
Yen. Volatility in the global stock markets conted
to see the Yen supported at Yen89 and Yen90 b
strengthened further to Yen88 as the Greenl
weakened. The BOJ held its official rate at 0.dceet
but this failed to influence the Yen as it stooanfiat
levels near Yen88. The Yen slipped to Yen90.84
brief recovery in global equities and risk appelite: it
rebounded to Yen89 as a result of increased

aversion following the release of more weak US d
The Yen closed the month at Yen89.92 as po
performing global equity markets, kept invest
highly risk averse.
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tIilhe Euro opened the month weak at US$1.3608
Sloomy Euro region data continued to signa
deepening recession. This only added to inves
M&ar of holding risky assets and increased
| aversion continued to see the Euro slip furthe
?US$1.33. Ahead of the ECB interest rate review,
Euro was pressured down to US$1.31 on expecta
Jor a 50 basis points rate cut but even after t6&
t its repo rate to 2.0 percent, the currencyraitl
move as much. It was not until global marketsedl
on optimistic news in the US regarding bank balil
O{)Ians and stimulus packages that the Euro rebou
o US$1.32. Still, concern about the health of
Euro region, more bank failures in Europe coufp
Wiith the credit rating downgrade on Spain, sent
Euro back to US$1.31. It plunged to US$1.2869
weak equity markets but rebounded to US$1.31
| unexpectedly upbeat business sentiment in Germ
US dollar rebound weakened the Euro
'US$1.2966 and finally to a close at US$1.2799.
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The Australian dollar kicked off the month firm &
US$0.7152 and was supported by strong comm
prices coupled with the global equities bounce e
led by hopes of an economic stimulus package i
US. Gains, however, were short-lived as the A
unit steadily fell to US$0.7058 on weak Austra
housing data coupled with declines in commo

and crude oil prices.
US$0.66 for some time before staging a brief red
to US$0.67 on a short recovery in equities, comiyc
and gold prices. The Aussie unit was fur
undermined by the weak Euro coupled with ong
risk aversion in the equity markets. Later,

Australian dollar fluctuated between US$0.65

US$0.66 on volatile movements in the stock mar
but the rebound in the Greenback drove the Al
currency down to a close for the month at US$0.63
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The New Zealand dollar, likewise, opened the mon
firm at US$0.5890 on strong commodity prices
firm equity markets. However, it was gradually
lower by the weak Euro and the strengthening
dollar. The Kiwi slipped to US$0.58 on heighte
risk aversion but it plunged to US$0.54 after Stad
& Poor’'s downgraded its credit rating on the nal
from ‘stable’ to ‘negative.” Bad business confide

0.5900

data in New Zealand worsened the blow to the K

The NZ dollar continued to ease lower to US$0.58
eventually to US$0.52 on weak inflation data. Ah
of the OCR review the Kiwi unit traded at US$0.5

but the RBNZ's 150 basis points rate cut to 3.Teef

coupled with the rebounding US dollar, weakened
Kiwi to US$0.5145. Ongoing resilience in {
Greenback kept the New Zealand dollar subdued
it finally closed the month at US$0.5079.
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2tFable 1 shows the movements of the currencieg
Sur currency basket against the US dollar at
dJanuary 2009, compared to the previous month
December 2007.

Table 1
USD per other currencies (end period)
Movement of other currencies
against the USD

(+) appreciation / (-) depreciation

Dec-07 Dec-08
(%) (%)

-33.55 -13.27
-27.29 -9.88
19.36 1.01
-12.22 -8.36
-15.76 -4.94

Dec-07 = Dec-08 Jan-09

USD/NZD
USD/AUD
YEN/USD
USD/EUR
USD/FJD

0.7643
0.8752
11151
1.4581
0.6422

0.5856
0.7062
90.85
1.3966
0.5691

05079
0.6364
89.93
1.2799
05410

At end January 2009, the Greenback strengthg
against all the currencies in the basket w
ygompared to the previous month. The US dollar
trengthened against the FJID but it weakened &g
j&éhe YEN from the previous month.
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C. EFFECT ONTHE TALA
n

Compared to end December 2007 and the prey
VImonth, Table 2 shows the movement of the Tal

Acurrency basket as well as its movement agains
FJD and the YEN.
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Table 2
Tala per foreign currencies (end period)
Movement of the

Tala
(+) appreciation / (-) depreciation
Dec-07 | Dec-08 Jan-09 Dec-07 Dec-08

(%) (%)
TALAUSD 2.5580 2.9043 3.0872 -20.69 -6.30
TALA/NZD 1.9549 1.7007 1.5678 19.80 7.82
TALA/AUD 2.2387 2.0509 1.9647 12.24 4.20
TALA/EUR 3.7298 4.0561 3.9513 -5.94 2.59
TALA/FID 1.6427 1.6528 1.6700 -1.66 -1.04
YEN/TALA 43593 | 31.2798 29.1288 -33.18 -6.88
Nominal Index | 98.62 100.79 102.47 3.91 1.67

At end January 2009, the Tala weakened agains
USD but it strengthened against the NZD, AUD :
the EURO from the previous month. The Tala

against the YEN and the FIJD when compared to
previous month.
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The Tala opened the month firm at US$0.3455 an
continued strengthening in tandem with the rig
Australian and New Zealand dollars. The Tala t
fell to US$0.3412 as the Greenback rebounded
increased demand for safe haven currencies. &
global stock markets continued to weaken the Entb
the Australasian currencies, which also saw thea
weaken to US$0.3333 and eventually to its first
for the month at US$0.3278. The Tala recovere
levels above US$0.3300 where it mostly traded
recent days. Significant weakness in the Ausstd
Kiwi currencies saw the Tala trade back down

US$0.3267. The Tala closed the month at US$0.32
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the
1din terms of theNominal Index, the Tala appreciate

Py 1.67 percent at end January 2009 from
tHaevious month. (See Table 2)
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TALA GRAPHS

USD/TALA YEN/TALA
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