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AUD TRAILING ON WEAKER INFLATION DATA

e AUD humbled by a less aggressive rate of inflation in Australia.

o |IMF meekly suggests that the Chinese renminbi is undervalued.

e A less enthusiastic sounding Beige Book may hurt the USD today; watch price trends.
e Market expects a 25bp rate increase from the RBNZ.

FX Market Update - Rather strong equity markets in Asia have not carried over to
the West as Europe is mixed to weaker on the day. US equity futures had been showing
greater levity heading into the North American morning, but have rapidly run out of
steam and now point to a flat open. Copper ground higher as Europe came on line, but
crude is still underwater. This has left a fairly subdued day in the FX market for most,
though CAD is up 0.4% after yesterday’s weakness in North American trading, fol-
lowed by NOK and CHF. AUD and NZD are not faring well following some
much weaker than expected inflation and business confidence data. The USD
is broadly trading with a softer tone however, failing to recapture highs set in Asian
trading hours. S.T.

IMF Pulls Some Punches With China - Yesterday's media rumblings were con-
firmed today as the IMF released a public information notice on the conclusion of its
Article IV consultation with China. As was rumoured, the IMF stated that several
directors agreed that the broad exchange rate is undervalued, though there
was effort made to note that there was no across the board agreement on the issue.
Some directors disagreed, stating that the exchange rate assessment is “based on
uncertain forecasts of the current account surplus.” This is very much a politically-
driven softening of tone as the IMF seeks not to antagonize China on the exchange
rate issue. The IMF's multi-method exchange rate valuation approach always includes
"uncertain current account forecasts,” regardless of the country involved. Still, this is
probably the best way to proceed from the IMF's point of view. This will keep some
degree of pressure on Chinese authorities, while refraining from aggressively (and
counter-productively) haranguing the country on its policies. S.T.

US Beige Book Survey Today - We will see the Federal Reserve's anecdotal take on
the evolution of the economy with the Beige Book survey today. The June release noted
that the US economy strengthened in all 12 Fed Districts in April and May, which was
the first time this occurred in over two years. However, the evidence also pointed to a
more modest pace of growth. With the downturn in the purchasing manager indices
(which still indicate expansion), the tone is likely to remain restrained, which is more of
a USD negative given the currency's current trend and the overt weakness in headline
and core CPI. S.T.

Americas

USDCAD (1.0308) e CAD is a top performing currency today, up 0.4% against the
USD. However, CAD’s breach of support at the 1.03 level (corresponding to USDCAD’s
100-day moving average) was fleeting and rapidly reversed over the bulk of North
American trading as oil prices collapsed to register the worst daily decline in crude (-
1.9%) in nearly a month. There is no real data out again today, ahead of tomorrow’s
industrial and raw materials prices, and the May monthly GDP data on Friday, once
again leaving CAD's fortunes to be decided by commodity and equity price movements.
Downside momentum appears to have stalled for USDCAD in the short
term, though yesterday did bring a brief breach of USDCAD’s two-month
uptrend which holds at 1.0273 today. However, the rebound in the pair also violated
a six session downtrend that was angling to force a close below 1.03. Though this
downtrend has given way, there is still some downside bias in the pair given today’s
strong performance. Look for 1.04 to cap rallies in the short term. We expect USDCAD
to trade in a 1.0244 to 1.0384 range today. S.T.

IMF TREADING LIGHTLY WITH CHINA ON THE RENMINBI
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AUD HURT BY LOWER THAN EXPECTED INFLATION
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NZD BEATING AUD ON POLICY MOMENTUM SHIFT
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Europe

EURUSD (1.2997) e EUR is a mid performer today, near flat against the USD after buying in Asian trading
brought EURUSD back above the 1.30 level. The pair continues to timidly test the waters north of 1.30 after
once again closing the North American trading day just a hair short of that price point. The pace of EUR
gain has moderated and upside momentum appears to be quickly waning for EURUSD, though a
strong bearish signal remains absent. A break of 1-month uptrend support (at 1.2885 today) would have
negative implications for EURUSD price action. ® The ECB released its July bank lending survey, showing that
general credit conditions remained basically unchanged (according to 88% of respondents) but with some-
what of a bias towards tightening (11% of respondents). One positive Eurozone development is that mort-
gage lending rose at an annual rate of 3.4% in June, representing the greatest rate of expansion since

the fall of 2008. S.T.

GBPUSD (1.5593) @ GBP is trading near flat on the day though price action has been rather whippy with cable
reaching another new multi-month high, seeing yet another higher intraday low (the fifth consecutive) to keep
the bullish cable trend intact. Bank of England policymakers, led by Mervyn King, have been testi-

Key Pricing & Levels

30 Day 1Day 1Week | 100Day 200Day | Pivot 1st  Pivot 1st
Hist Vol Spot Change Change MA MA Support  Resistance
USDCAD 12.5 1.0308 | -0.0046 -0.0183 1.0303 1.0414 1.0244 1.0384
EURUSD 11.5 1.2997 ¢ 0.0001 0.0243 1.2861 1.3605 1.2951 1.3045
GBPUSD 10.5 1.5593 | -0.0001 0.0429 1.5013 1.5552 1.5482 1.5666
USDCHF 10.5 1.0588 | -0.0018 0.0074 1.0908 1.0645 1.0500 1.0659
USDJPY 9.3 87.83 -0.07 0.78 91.07 90.62 87.07 88.36
AUDUSD 16.3 0.8955 | -0.0069 0.0174 0.8864 0.8962 0.8896 0.9042
USDMXN 10.7 1267 i- 0.01 - 0.20 12.61 12.77 12.62 12.71
DXY (USD index) 8.0 82.10 i- 0.05 - 1.28 83.63 80.59 81.83 82.38
CRB Commodity 264.46 -2.20 2.94 265.26 270.56 N/A N/A
Gold 1,163.55 1.95 -2150: 1,182.92 1,148.58 . 1,151.98 1,181.28
WT Crude (Nymex) 77.32 -0.18 0.77 78.33 77.77 76.18 79.08
Nat Gas (Nymex) 4.70 0.03 0.19 4.36 4.73 4.63 4.73
BoC Noon Rate 1.0357 CAD (close from Bloomberg not BoC): 1.0354
Pricing Source: Bloomberg 7/28/2010
Today's Releases & Speakers Period Cons Last  Significance
830AM  US  Durable Goods Orders JUN 1.0% -0.6% Medium
830AM  US  Durables Ex Transportation JUN 04% 1.6% Medium
9:00 AM  CA  Teranet/National Bank HPI MAY 12.9% 12.9% Low
GE  CPI- EU Harmonised (YoY) JuLe 1.1% 0.8% High
2.00PM  US  Fed Releases Beige Book Economic Report Medium
2:30PM  US  Senate Panel Votes on Fed Nominees Medium
5:00PM  NZ  Reserve Bank of New Zealand Reviews Official Cash Rate High
6:45PM  NZ  Trade Balance JUN 368M  814M Medium
6:45PM  NZ  Exports JUN 3.50B  4.20B Medium
7550 PM IN  Retail Trade MoM SA JUN 0.4% -2.0% High
7:50PM N Large Retailers' Sales JUN -4.0% -4.0% Medium
9:00PM AU  HIA New Home Sales (MoM) JUN - -6.4% Medium
11:00PM  NZ  Money Supply M3 YoY JUN -- 0 -3.1% Low
2:00 AM UK Nat'wide House prices sa (MoM) JUL -03% 0.1% Medium
2:45 AM FR Producer Prices (YoY) JUN 39% 4.3% Medium
3:55AM  GE  Unemployment Change (000's) JUL -20K -21K High
3:55AM  GE  Unemployment Rate (s.a) JUL 76%  7.7% High
4:30 AM UK Net Consumer Credit JUN 0.2B 0.3B Low
430AM UK M4 Money Supply (YoY) JUNF 3.0% Low
5:00AM  EC  Business Climate Indicator JUL 39.0% 37.0% Medium
5:00AM  EC  Euro-Zone Consumer Confidence JULF 14 -14 Medium

Suggested Reading
IMF Public Information Notice On China, IMF (July 27, 2010)

Rate Swings Sting Europe's Borrowers, Gordon Fairclough, WSJ (July 27, 2010)

fying before the UK Parliament’s Treas-
ury Committee regarding the May Infla-
tion Report. The hawkish Andrew Sentance is
present, saying that spare capacity was less
than expected and inflation was running higher
than expected. He also noted that he believed
the BoE’s current policy stance is quite ex-
treme. However, Governor King was there to
temper this hawkish outlook with his greater
weight, saying that there may be a con-
siderable way to go before interest rates
in the UK return to normal, which helped
GBPUSD dip to briefly to an intraday
low. S.T.

Asia / Oceania

AUDUSD (0.8955) ® AUD is the worst perform-
ing currency today, down 0.8% against the
USD following some much softer than expected
Q2 inflation data. Headline prices came in
at 0.6% g/q against the 1% expected,
while trimmed mean and weighted median
inflation measures also disappointed by the
same margin. This more subdued than ex-
pected inflation data sent AUDUSD, and 1-year
government bond yields for a nose-dive in
Asian trading. This is not enough to burst
AUDUSD's uptrend, though a close below
support at 0.89 will be harmful in the near
term. S.T.

NZDUSD (0.7293) e NZD is off 0.6% against
the USD ahead of the RBNZ policy announce-
ment at 5:00pm EST. July business confi-
dence is the culprit, falling to 27.9 from
40.2, and now at its lowest level in al-
most one year. However, the RBNZ is widely
expected to continue raising rates today, by
25bps to 3%. Though Australia maintains a
relatively robust yield advantage over New
Zealand, the shift in monetary policy mo-
mentum has certainly benefitted NZD as
AUDNZD has shifted lower with relative
rate expectations (see graphic). Austra-
lia's weak inflation data today should further
help push AUDNZD lower in the short term.
S.T.

Commodities

Gold ($1164.05) ® Gold's price action remains
extremely heavy with yesterday’s violent down
move. Yesterday gold ended up breaching key
support at $1175 before running into one-year
uptrend support near $1158 (corresponding
closely to the May low in the metal). Should
this seemingly strong level give way, a move
past $1150 would be in the cards. S.T.

§ Scotia Capital
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Our July Monthly FX Strategy Call is now available, please dial in at your convenience.

Dial: 416-695-5800
Passcode: 77386016#

This month's 20-minute call is hosted by Sacha Tihanyi and discusses:
1) Economic and FX forecast update - less tightening for the Fed and BoC
2) USD decline - factors driving the downturn

The presentation can be found at:
http://www.scotiafx.com/conference/index.htm

Conference call commands

Press 1 — Skip backward 5 seconds
Press 3 — Skip forward 5

Press 4 — Skip backward 5 minutes
Press 6 — Skip forward 5 minutes
Press 5 — Pause the playback

If you have any questions, please contact:
Camilla Sutton at (416)866-5470, camilla_sutton@scotiacapital.com or
Sacha Tihanyi at (416)862-3154, sacha_tihanyi@scotiacapital.com

This report is prepared by The Bank of Nova Scotia (Scotiabank) as a resource for the clients of Scotiabank and Scotia Capital. Opinions, estimates and projections con-
tained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein have been compiled
or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their accuracy or completeness and neither the information
nor the forecast shall be taken as a representation for which The Bank or its affiliates or any of their employees incur any responsibility. Neither Scotiabank or its affiliates
accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is not constructed
as, an offer to sell or solicitation of any offer to buy any of the currencies referred to in this report. Scotiabank, its affiliates and/or their respective officers, directors
or employees may from time to time take positions in the currencies mentioned herein as principal or agent. Directors, officers or employees of Scotiabank and its affiliates
may serve as directors of corporations referred to herein. Scotiabank and/or its affiliates may have acted as financial advisor and/or underwriter for certain
of the corporations mentioned herein and may have received and may receive remuneration for same. This report may include forward-looking statements about
the objectives and strategies of members of the Scotiabank Group. Such forward-looking statements are inherently subject to uncertainties beyond the control of
the members of the Scotiabank Group including but not limited to economic and financial conditions globally, regulatory development in Canada and elsewhere, technologi-
cal developments and competition. The reader is cautioned that the member's actual performance could differ materially from such forward-looking statements. You should
note that the manner in which you implement any of strategies set out in this report may expose you to significant risk and you should carefully consider your ability to bear
such risks through consultation with your legal, accounting and other advisors. Information in this report regarding services
and products of Scotiabank is applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by
law. If you access this report from outside of Canada, you are responsible for compliance with local, national and international laws. Not all products and services
are available across Canada or in all countries. All Scotiabank products and services are subject to the terms of applicable agreements. This research and all information,
opinions and conclusions contained in it are protected by copyright. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever nor may
the information, opinions and conclusions contained in it be referred to without in each case the prior express consent of Scotiabank.
Scotiabank is a Canadian chartered bank. The Scotia Capital trademark represents the corporate and investment banking businesses of The Bank of Nova Scotia,
Scotia Capital Inc. and Scotia Capital (USA) Inc. - all members of the Scotiabank Group. TM Trademark of The Bank of Nova Scotia.

§ Scotia Capital




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


