CONFIDENTIAL
MEMORANDUM

15 March 2010

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
FEBRUARY 2010

A. OVERVIEW

The US dollar strengthened against other major currenciesin February 2010, aided by reports of fewer than
expected job losses in the U.S. The Fed held its funds rate unchanged at 0.25 percent.

The Yen likewise strengthened over the month as equities fell. Reports on weak consumer confidence out of U.S also
helped support the Japanese currency. In its February monetary policy review, the BOJ held its official interest rate
unchanged at 0.10 percent.

The Euro weakened considerably over the month as investors opted to buy safe-haven currencies instead of the
higher-yielding currencies. Reports on uncertainty about Greecels budget deficit recovery and strengthening U.S dollar
mainly weakened the European currency. The ECB held its official interest rate unchanged at 1.00 percent.

The Australian dollar was well supported during February thanks to reports which showed better than expected
employment data out of Australia and poor U.S economic news. The RBA held its policy interest rate unchanged at
3.75 percent.

The New Zealand dollar, although strong during the month failed to gain much traction. Weak employment data in
New Zealand also weighed down the kiwi unit. The RBNZ held its official cash rate unchanged at 2.50 percent.

In February 2010, the Tala weakened against the AUD, the FJD, and the YEN. The Tala rose against the USD, the
NZD, and the EURO.




B. CURRENCY (WATCHji

The US dollar opened the month slightly stronger on haven
demand as budget deficit problems in Greece prompted a
slide in European equity markets and consequently,
investorsl appetite for riskier assets. The Greenbackis gain
was aggressively supported by a string of upbeat economic
data showing firm growth in the fourth quarter of 2009,
continued strength in the services sector, coupled with
reports of fewer than expected job losses, which resulted
in a lower unemployment rate recorded for January 2010.
The rebound incommodity prices saw the U.S dollar
weaken against most of its major counterparts as demand
for higher-yielding currencies rose in lieu of the safe haven
dollar. Nevertheless, the Greenback rebounded on
another report showing growth in the US] industrial sector.
The Federal Reserve Bankls unexpected increase to its
discount rate charged to banks for direct loans, also
supported the dollar(s rally as the increase in the discount
rate stirred up speculations for a sooner than expected
tightening from the Fed, which meant closing the gap
between US interest rates and other major industrial
economies. However, the US dollar eased lower after the
release of some weak US economic data indicated a still
fragile economy and the need for very low interest rates.

The Japanese Yen opened the month firm at Yen90.70 and
it continued strengthening against the U.S dollar amid
speculations the Bank of Japan will expand its lending
program to fight deflation. A fall in equities following the
events of Greecels debt crisis led investors to reduce carry
trades and concurrently a further gain in the Japanese
currency to Yen89.09. Gains, however, were quickly
reversed as a rebound in equity markets and investors{ risk
appetites saw the Yen fall back to Yen89.62. The
rebounding US dollar also added to the Yenls gradual
decline to Yen91.75. A slight pick-up in the Yen to Yen91.14
came on the back of its haven appeal as equities slumped
yet again and weak consumer confidence in the US helped
boost it to Yen90.12. The Yen closed the month at its
highest level recorded for the month at Yen88.90.
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The Euro opened the month weaker at US$1.3923.
Market concerns about Greecels budget deficits mainly
weighed down the Euro currencyls strength but better
than expected manufacturing data out of US and Europe
helped prop up the Euro unit against the dollar at
US$1.3968. Unfortunately for the Euro, it resumed
declining to US$1.3760 and finally to US$1.3591 on
reports showing the European nations struggled with the
budget deficits and as a result slowed down the region{s
growth. During this monthis interest rate review, the
European Central Bank continued to hold its benchmark
yield unchanged at 1 percent given the ongoing weakness
in the Euro region. Strong equity markets helped boost
the Euro to US$1.3779 but it fell back to US$1.3614 as the
Euro region turned out a worse than expected growth
rate of 0.1 percent in the fourth quarter of 2009. The
rebounding US dollar also added to the Eurols slump to

US$1.3589. The Euro closed off the month weak at
US$1.3518.
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The Australian dollar opened the month weaker at
US$0.8901 and continued easing to US$0.8854 after the
Reserve Bank of Australia left its cash rate unchanged at
3.75 percent. Reports of weak Australian retail sales data
saw the Aussie unit drop to US$0.8671 but the rallying
equity markets coupled with better than forecasted
employment data in Australia, guided the Aussie currency
higher to US$0.8759. The continued flow of upbeat
economic data out of Australia coupled with the
weakening of the US dollar on poor US economic news led
to a surge in the Aussie dollar past the US$0.90 level. But,
the flight out of risky assets following weak consumer
confidence data in the US, which raised concerns about the
USl recovery, weakened the Aussie to US$0.8893.
However, the Australian dollar gained and traded around
US$0.89 until it closed off the month at US$0.8961.

0.9600
0.9400
0.9200 Av/\/\’\
J \—\
0.9000 \\ /\/~vAvA\’\/
0.8800
——USD/AUD \ j"
0.8600 \/
0.8400
. ‘HHHH HHHHHHH‘ HHH‘
Jan-10 Feb-10

The New Zealand dollar traded weaker into the month at
US$0.7086 as global equity markets faltered amid the debt
crisis events in Greece. However, it rose to US$0.7119 as
risk sentiment improved following the release of strong
manufacturing data out of the US and Europe. On the local
front, NZ0s unemployment figures came out unimpressive
and this sent the Kiwi down to US$0.6888. The NZ dollar
bounced back to trade at US$0.6865 and eventually to
US$0.7012 on support from Australials upbeat labor data
but the rally was short-lived after another report showed
weak NZ retail sales data for December. The strengthening
Australian dollar helped haul the New Zealand dollar from
US$0.6955 to trade around the US$0.70 level but it slipped
again to US$0.6914 as risk aversion took the stage as
equities fell in view of concerns about the USI recovery
when the consumer confidence came out worse than
expected. The Kiwi unit traded at US$0.6991 at the end
of the month.
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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 February 2010, compared to the
previous month and December 2009.

Table 1
USD per other currencies (end period)
Movement of other currencies
against the USD
(+) appreciation / (-) depreciation

Dec-09 Jan-10 Feb-10 Dec-09 Jan-10
(%) (%)

USDINZD 0.7262 | 0.7040 | 0.6991 -3.73 -0.70
USD/AUD 0.8981 0.8875 0.8961 -0.22 0.97
YEN/USD 93.05 90.41 88.90 4.46 167
USD/EUR 1.4327 1.3879 1.3618 -4.95 -1.88
USD/FID 0.5144 0.5155 0.5180 0.70 0.48

At end February 2010, the Greenback weakened against
the AUD, the YEN and the FJD when compared to the
previous month. The US dollar strengthened against the
NZzD, and the EURO from the previous month.

C. EFFECT ON THE TALA

Compared to end December 2009 and end January 2010,
Table 2 shows the movement of the Tala at end February
2010 against the currencies in our currency basket as well
as its movement against the FJD and the YEN.




Table 2

Tala per foreign currencies (end period)

Movement of the
Tala
(+) appreciation / (-) depreciation
Dec-09 Jan-10 Feb-10 Dec-09 Jan-10
(%) (%)
TALA/USD 2.4936 2.5314 2.5295 -1.44 0.07
TALA/NZD 1.8108 1.7820 1.7684 234 0.76
TALA/AUD 2.2395 2.2465 2.2667 -1.22 -0.90
TALA/EUR 3.5724 3.5134 3.4447 3.57 1.95
TALA/FID 1.2827 1.3049 1.3103 -2.15 -0.41
YEN/TALA 37.3160 35.7153 35.1447 -5.82 -1.60
Nominal Index 102.08 101.95 102.00 -0.08 0.05
|

At end February 2010, the Tala weakened against the AUD,
the FID, and the YEN. The Tala strengthened against the
USD, the NZD, and the EURO from the previous month.
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The Tala opened the month slightly weaker at US$0.3963
as the Greenback strengthened into the new month and it
continued weakening as the Australian and New Zealand
currencies eased lower due to heightened risk aversion
following developments with Greecels budget deficits. A
rebound in the Aussie and New Zealand currencies due to
strong labor data in Australia consequently propped up the
Tala to US$0.3975. For most of the month, the Tala traded
around US$0.39 as it moved according to the weakening
Australasian currencies while the Euro was aggressively
weighed down by Greecels debt problems and the dollarfs
continuing rampage. Renewed weakness in the dollar
provided breathing space for the Tala as it rose to
US$0.3964. The Tala traded at the end of the month at
US$0.3953.
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In terms of the Nominal Index, the Tala appreciated by
0.05 percent at end February 2010 from the previous
month. (See Table 2)

Leasi P T Scanlan
Governor




TALA GRAPHS
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