CONFIDENTIAL
MEMORANDUM

03 August 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
JULY 2010

A. OVERVIEW

The US dollar was generally weak against most of the currencies in July 2010 as economic data out of the U.S and
Europe were reportedly better than expected. During the month, the market was keen to put on risky trades as
improved prospects of an economic recovery took traders away from the safe greenback. The Fed held its funds
rate unchanged at 0.25 percent.

The Yen strengthened over the month as a result of the weakening US dollar led by an upsurge in risk appetite
amid strong economic data releases. The BOJ held its official interest rate unchanged at 0.10 percent.

The Euro also strengthened over the month from investorsl risk appetites as stock markets rallied. The weakening
US dollar also lent support to the Euro. The ECB held its official interest rate unchanged at 1.00 percent.

The Australian dollar was considerably stronger in July owing to the generally weakened US dollar, coupled with
support from upbeat Australian labour data. The RBA held its policy interest rate unchanged at 4.50 percent.

The New Zealand dollar likewise strengthened on the rise in commodity and equity markets from strong economic
data out the U.S and China. The RBNZ increased its official cash rate by 25 basis points from 2.75 percent to 3.00
percent.

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




B. CURRENCY (WATCHji

The US dollar opened the month weak as reports showed
US manufacturing grew at a slower pace and
unemployment claims increased. The fall in US stock
markets on worries about the global economic recovery
saw the Greenback strengthen against other major
currencies. However, the US dollar fell as stock markets
rebounded on a positive outlook report for retail sales
data, coupled with reports which showedthe US
unemployment insurance fell more than expected in July.
The Greenback was further undermined by increasingly
upbeat economic reports out of the US and in Europe, as
investors sought to buy riskier and higher yielding assets in
lieu of the safe haven dollar. The Greenback briefly
strengthened as haven demand for the dollar emerged
amid reports of weak US consumer confidence but gains
were reversed by yet another report showing weaker than
expected US housing data. From thereon, the US currency
resumed its descent as investors] preference for risky
assets surged amid reports of improved corporate profit
forecasts in the US, bigger than expected increases in US
home sales and reports of accelerating growth in European
manufacturing and services industries. A report that US
economic growth slowed in the second quarter also
weighed down the greenback.

The Japanese Yen opened the month firm at Yen87.50 as
the US dollar weakened amid speculations the worldls
largest economy may be slow to recover. However, it later
fell to Yen87.81 against the Greenback as US stock markets
underperformed on worries about the global economic
recovery. The Yen continued to trade around Yen87 in the
first week of the month as the greenback weakened on
better than expected economic data from around the
globe coupled with the rise in stock and equity markets. It
later weakened to trade around Yen88 as the American
dollar strengthened on worries about the global economic
recovery. However, the Japanese Yen later strengthened
to trade at Yen87.56 on reports of weak US growth
statistics. It continued to trade around Yen87 until it finally
closed the month firmer at Yen86.43.
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The Euro opened the month firm at US$1.2515 amid signs
that funding pressures are easing on Europels financial
institutions. It continued to strengthen to US$1.2556 as
European stocks gained on an unexpected decline in the
US jobless rate, reassuring investors about the health of
the worldls largest economy. The Eurothen fell to
US$1.2541 as the markets speculated that the European
Central Bank will keep interest rates at a record low for
longer. Despite this, the Euro rose to US$1.2684 after
ECB President Trichet commented that the economic
recovery in Europe has continued with momentum.
Reports of there being demand at Spainls government
bond sale also eased concern about the regionls debt
crisis and led the Euro higher to US$1.2917. The Euro
later weakened to US$1.2765 as investors moved to safer
assets onrenewed concerns about the global economic
recovery. A rebound to US$1.2888 followed after a report
showed Europels manufacturing and services industry
unexpectedly accelerated in July. The Euro rally continued
to US$1.3090 as Germanyls unemployment rate
decreased and European confidence in the economic
outlook rose toits highest in more than two years this
month. The Euro closed of the month firm at US$1.3054.
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The Australian dollar opened the month firm at US$0.8434
on the back of the weakening US dollar. It continued
strengthening to US$0.8443 after Prime Minister Julia
Gillard reached an agreement with mining companies on a
new resources tax, boosting demand forthe nationls
assets. The Aussie unit later fell on global growth worries
amid poor economic data out of the US. However, it
bounced back to trade at US$0.8492 after the Reserve
Bank of Australia delivered a no-change decision followed
by positive comments suggesting further expansion in the
economy. The Aussie unit continued strengthening to
US$0.8753 after a report showed Australian employers
added three times more jobs in June than predicted.
Additionally, rebounding stock markets saw the Australian
dollar jump to US$0.8817, after which it continued higher
to US$0.8841 following Chinals reported economic
expansion of 10.3 percent in the second quarter from a
year earlier. The Aussie unit then continued fluctuating
above US$0.88 before it slipped to US$0.8777 after
Australials consumer prices report showed prices rose less
than expected, fuelling market speculations that the RBA
will keep borrowing costs unchanged. The Aussie unit
eventually closed the month stronger at US$0.9063
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The New Zealand dollar opened the month firm at
US$0.6902 as equity markets rallied. It later fell to
US$0.6882 as investors opted to take refuge in the safety
of the Greenback on worries about the global economic
recovery as stock markets underperformed. The New
Zealand dollar later strengthened to US$0.7036 as its
Australian counterpart rallied following the RBAls
monetary policy decision and statement. It continued to
strengthen to US$0.7193 and eventually to US$0.7297 on
reports of better than expected labour data out of
Australia, some strong US economic data coupled with
news of robust growth in China. The Kiwi dollar later
dropped to US$0.7110 after a report showed consumer
prices in New Zealand rose at a slower pace than
economists forecast, and it continued weakening to
US$0.7072 as haven demand emerged on the back of weak

US growth data. Better than expected economic data out
of China and Europe then helped prop up demand for
higher-yielding assets, which saw the kiwi unit recover to
US$0.7244. Risk appetite continued to support the Kiwi
up to US$0.7344 but weak July business confidence in NZ
knocked it down to US$0.7291. From there, the Kiwi fell
to US$0.7250 after the RBNZ raised its overnight cash rate
for the second time by 25 basis points to 3.0 percent,
since embarking on its gradual removal of monetary
stimulus. It also stated that deteriorating growth
prospects will slow the pace of interest rate increases
henceforth. The New Zealand dollar finally closed the
month slightly stronger 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 July 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 Jun-10 Jul-10 Dec-09 Jun-10
(%) (%)
USDINZD 0.7262 0.6846 0.7262 0.00 6.08
USD/AUD 0.8981 0.8411 0.9063 0.91 7.75
YEN/USD 93.05 88.34 86.43 7.12 2.17
USD/EUR 1.4327 1.2219 1.3054 -8.89 6.83
USD/FID 0.5144 0.5015 0.5203 1.15 3.75

At endJuly 2010, the Greenback weakened against the
NzZD, the AUD, the YEN, the EURO and the FJD when
compared to the previous month.




C. EFFECT ON THE TALA

Compared to end December 2009 and end June 2010,
Table 2 shows the movement of the Tala at end July 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 Jun-10 Jul-10 Dec-09 Jun-10

(%) (%)

TALA/USD 2.4936 2.6009 2.4877 0.24 4.35
TALAINZD 1.8108 1.7805 1.8066 0.24 -1.46
TALA/AUD 2.2395 2.1876 2.2545 -0.67 -3.06
TALA/EUR 3.5724 3.1780 3.2473 9.10 -2.18
TALA/FID 1.2827 1.3043 1.2943 -0.91 0.77
YEN/TALA 37.3160 33.9658 34.7412 -6.90 2.28
Nominal Index 102.08 102.15 102.27 0.18 0.12

At end July 2010, the Tala weakened against the NZD, the
AUD and the EURO. The Tala strengthened against the
USD, the FJD and the YEN from the previous month.
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The Tala opened the month weak at US$0.3861 and it
continued to strengthen to around US$0.39as the
Australian and New Zealand currencies rose against the U.S
dollar. Report on strong economic data out of the US also
helped support the Tala to trade around US$0.40 as the
Greenback weakened. The Tala traded at the end of the
month at US$0.4020.
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In terms of the Nominal Index, the Tala appreciated by
0.12 percent at end July 2010 from the previous month.
(See Table 2)

Philip Penn
Acting Governor




TALA GRAPHS
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