CONFIDENTIAL
MEMORANDUM

17 February 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
JANUARY 2010

A. OVERVIEW

The US dollar was generally stronger against the major currencies throughout January 2010. Additionally, reports
that the U.S GDP increased at 5.7 percent annual rate in the fourth quarter of 2009 and a drop in the global stock
markets led investors to the safe greenback. The Fed held its funds rate unchanged at 0.25 percent.

The Yen likewise strengthened over the month as global stocks fell. The U.S Presidentis proposed trading restrictions
also aided the Japanese currencyls strength. In its January 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 mainly weakened the
European currency. The ECB held its official interest rate unchanged at 1.00 percent.

The Australian dollar also weakened against the Greenback in January, as risk aversion picked up again. The move
by Chinals banks to reduce property loans slowed demand for Australials raw materials and weakened the Australian
dollar. 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 on speculation investors will reduce carry trades. The

RBNZ held its official cash rate unchanged at 2.50 percent.

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




B. CURRENCY (WATCHji

The US dollar opened the month of January weaker after
reports showed US output grew at the fastest pace in more
than three years and that Chinals manufacturing
expanded. The greenback continued to fall as another
report showed that US employers eliminated 85,000 jobs in
December. Disappointing payrolls data out of the U.S and
the Fed statement that interest rates are likely to stay low
for some time undermined the greenback. It later
weakened further as US economic data continued to show
signs of slow recovery. However, the drop in stocks market
helped support the safe-haven US dollar. More US dollar
gains followed against most major currencies supported by
US reports ofa rise in manufacturing alongside stable
consumer price inflation. The U.S dollar continued to
strengthen as global stocks slid on corporate earnings and
steps by China to limit bank lending. The greenback then
fell against the Yen as U.S stocks tumbled. President Barack
Obamals proposal to rein in trading reduced investment in
US assets further added to the U.S currencyls decline
against the Euro and the Japanese Yen. The greenback
increased against the Yen as reports showed U.S GDP grew
at 5.7 percent in 2009 fourth quarter. The U.S dollar closed
off the month strong against its major counterparts.

The Japanese Yen opened the month weak at Yen92.59. It
later strengthened to Yen91.66 as the US dollar weakened
in the first days of the month. Payrolls report out of U.S
last month reduced demand for higher-yielding assets such
as the Australian and New Zealand currencies and led
investors to safer investments like the Yen. The Japanese
currency advanced against the U.S. dollar to Yen90.86 as
global stocks fell. However, it later declined to Yen91.37 as
stocks rose. The Yen strengthened against the greenback
as the U.S report on retail sales showed an unexpected
drop in December. Then the drop in stocks market helped
support the Yen to trade around Yen90. The Japanese Yen
continued to rise against most of its major counterparts
fueled by steps by China to limit bank lending. The U.S
Presidentls proposed trading restrictions on financial
institutions helped the Yen rally but a fall in global stocks
and a slowdown in Chinals economic growth helped
support the Yen to trade at Yen89.71. The Yen continued
to trade around Yen89 before closing the month slightly
weaker at Yen90.41.
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The Euro opened the month strong at US$1.4420. It then
strengthened to US$1.4428 regardless of its
unemployment rate increasing to 10% in November.
Uncertainty about Greecels budget deficit recovery
mainly weakened the European currency to trade at
US$1.4386. The Euro continued to weaken to US$1.4294
on Greecels budget deficit concerns sparking reduced
investor confidence in European assets. Germanyls
investor confidence slid more than estimated and reports
of continued worries on Greecels budget deficit
weakened the Euro to US$1.4102. The European currency
weakened to US$1.4088 as Greecels bonds tumbled. The
Euro continued to trade around US$1.40 in the last days
of the month until it closed off the month weaker at
US$1.3879.
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The Australian dollar also opened the month slightly
stronger at US$0.9115 as U.S output grew at a fast pace
and also Chinals manufacturing expanded. Recovering U.S
economy and Chinals expansion helped prop up the
Australian dollar to US$0.9307. Worse than expected drop
in Australials home loan schemes weighed down the
Australian currency to US$0.9188. However, more reports
out of Australia which showed Australian employers added
35,200 jobs in December helped prop up the Australian
dollar to US$0.9311. Speculation based on strong data out
of Australia for further rate hikes saw the Aussie unit gain
against other major counterparts. The move by Chinals
banks to reduce property loans slowed demand for
Australials raw materials and weakened the currency to
US$0.9242 and eventually to US$0.9075. The Australian
dollar continued to fall as risk aversion picked up again.
The U.S Presidentls proposal to restrict banks and Chinals
move to slow economic growth mainly weakened the
Aussie unit to US$0.9049. The Australian dollar continued
to weaken until it closed off the month at its lowest
recording for the month at US$0.8875.

dollar. The Kiwi unit continued to trade around US$0.70
until it finally closed off the month at US$0.7040.
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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 endJanuary 2010, compared to the
previous month and December 2008.

The New Zealand dollar traded slightly stronger at
US$0.7341 at the start of the month. Strong economic data
in Australia indicating strong job market supported the
Australian and New Zealand currencies and thus propped
up the kiwi unit to trade at US$0.7430. The New Zealand
dollar then weakened to US$0.7377 but it later
strengthened to US$0.7393 as a report stated that food
company Kraft was likely to lift its bid for Cadbury Plc. New
Zealandls CPI unexpectedly slipped 0.2 percent in the
fourth quarter, damping the prospects for interest-rate
increases. The New Zealand dollar dropped to US$0.7135
on speculation investors will reduce carry trades. The U.S
Presidentls proposal to restrict banks and Chinals move to
slow economic growth weighed down the New Zealand
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0.9000 Movement of other currencies
\-\ / \ against the USD
0.8800 hl (+) appreciation / (-) depreciation
0.8600 Dec-08 Dec-09 Jan-10 Dec-08 Dec-09
(%) (%)
0.8400
USD/NZD 0.5856 0.7262 0.7040 20.22 -3.06
0.8200 USDAUD | 07062 | 0.8981 | 08875 25.67 118
USD/EUR 1.3966 1.4327 1.3879 -0.62 -3.13
Dec-09 Jjan-10 USD/EID 05691 | 05144 | 05155 9.42 0.21

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

C. EFFECT ON THE TALA

Compared to end December 2008 and end December
2009, Table 2 shows the movement of the Tala at end
January 2010 against the currencies in our currency
basket as well asits movement against the FID and the
YEN.




Table 2

Tala per foreign currencies (end period)
Movement of the

Tala
(+) appreciation / (-) depreciation
Dec-08 Dec-09 Jan-10 Dec-08 Dec-09
(%) (%)
TALA/USD 2.9043 2.4936 2.5314 12.84 -1.52
TALA/NZD 1.7007 1.8108 1.7820 -4.78 1.59
TALA/AUD 2.0509 2.2395 2.2465 -9.54 -0.31
TALA/EUR 4.0561 3.5724 3.5134 13.38 1.65
TALA/FID 1.6528 1.2827 1.3049 21.05 -1.73
YEN/TALA 31.2798 37.3160 35.7153 14.18 -4.29
Nominal Index 100.79 102.08 101.95 1.15 -0.13

At end January 2010, the Tala weakened against the USD,
the AUD, theFJD, and the YEN. The Tala strengthened
against the NZD, and the EURO from the previous month.
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The Tala opened the month stronger at US$0.4046 as the
Australian and New Zealand currencies strengthened
against the greenback. However, it fell as far as US$0.3996
as the Australian and New Zealand currencies weakened
on risk aversion. The Tala then traded most of the month
around US$0.40 but closed off the month at its lowest
recording level for the month at US$0.3950.
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In terms of the Nominal Index, the Tala depreciated by
0.13 percent at endJanuary 2010 from the previous
month. (See Table 2)

Leasi P T Scanlan
Governor
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