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By REico WoNG

URRENCY trading is regard-

ed as the largest financial

market in the world, with
rate fluctuations occurring due to
changes in political, economic and
financial conditions.

It is thus no surprise that the sov-
ereign debt crisis in Europe - cou-
pled with strong fears that it may
spread to the United States, Britain
and other markets with a high level
of exposure to European financial
institutions - has caused many
Western currencies to fall.

The euro has been hit the hard-
est. It plunged to a new four-year
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Caution on the currency-trading scene

EUR/USD has fallen 1,000 pips in the month of May (1 pip = 10 USD)

low to trade at 1.2162 against the
US dollar in New York last Tues-
day, and slid further to 1.2144 in To-
kyo last Wednesday.

The sterling pound has been sim-
ilarly battered, not only on the back
of the troubles in Greece but also by
a £163.4-billion (S$332-billion)
deficit and uncertainty about re-
cent election results, which have re-
sulted in the first hung Parliament
in Britain since 1974.

Last Thursday, the pound fell as
far as 1.4231 against the US dollar,
its lowest since March last year. It
has weakened 4 per cent this year,
according to Bloomberg Correla-
tion-Weighted Indexes.

The US dollar, often perceived
as a safe haven, has proved to be
the strongest of the three curren-
cies thus far.

Asian currencies mostly weak-
ened against the greenback last
week, as the market focused mostly
on bad news and ignored strong
first-quarter output reports from
Singapore and Taiwan. Last Friday,
the US dollar stood at 1.4078
against the Singapore dollar.

With the steep movements of
the euro and pound, investors are
increasingly turning to currency
investment in the hope of cashing
in on favourable fluctuations in ex-
change rates.

But, as markets continue to be
highly volatile, caution is advised.

Said Mr Mario Singh, chief exec-
utive of FX1 Academy in Singa-
pore: “As much as forex is seen as a
gateway to financial freedom, it is
critical that investors should always
protect their capital first.

“To do this effectively, they
should not risk more than about
1-3 per cent of their trading capital
on any one trade.”

Given the dynamic nature of cur-
rency trading, investors are strong-
ly advised to first get a solid educa-
tion on how the forex market
works. A good grasp of the various
countries’ financial background,
current standing and the character-
istics affecting volatility is also vital.

Additionally, investors should
look for a reliable financial institu-
tion to conduct their trading, and
to provide advice for better judg-
ment calls on currency investments
- services that are offered for a fee.

“It’s very much also about the ex-
tent of volatility the investor can
stomach,” said Ms Gemma Tay,
head of Deposits, Investment and
Insurance at UOB (Singapore).

“It’s thus important that inves-
tors are careful in establishing their
risk appetite and risk capacity, to
determine the suitability of curren-
cies as an investment instrument.”

The last two months have seen
some of the biggest movements of
the forex market in recent history,
and this volatility looks set to con-
tinue for a while, experts said.

And with the long-term trends
of the euro and pound likely to re-
main uncertain, currency strate-
gists are recommending that inves-
tors trade with a shorter timeframe
in mind and stay prudent.

“In such situations, I would ad-
vise that investors set a short-term

1.35510

il
1.33290
1.31100
1.28880

1.26660

L'_h.. ) p
VAL R R

b ""|LL

Mo,

b,

1.24997
1.23330

1.21140

i
""'w"*’lu ol

April20,10  April 27

May 4

May 11 May 18

1.55230
1.53190
1.51180
1.49140
1.47130
1.45090

...|.,,I

Pt Ny |

' "'1.:
i
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target and, more importantly, have
a ‘stop-loss’ target or ‘cut-loss’ level
in place,” said Mr Joseph Tan, from
the forex department of Phillip Fu-
tures.

The '750-billion-euro (S$1.3-tril-
lion) bailout by the European Un-
ion (EU) and the International
Monetary Fund has given the euro
a brief rebound but has generally
failed to calm investors, with the
common currency of 16 nations con-
tinuing its 7 per cent slide to 1.2200
levels last week.

Said Mr Teo Paul Simon of Phil-
lip Futures: “If this financial lifeline
cannot assure investors that it can
solve the debt problem, it is hard to
imagine how the euro can recover
anytime soon.

“Having said that, the euro cur-
rently looks oversold and there’s a
possibility of a rebound from short
coverings to 1.2600 levels.”

“But on a longer-term perspec-
tive, it will remain bearish with a
possibility of parity against USD by
the end of next year.”

Mr Singh also said the euro’s fall
to new four-year lows last week is a
clue that it is likely to dip further
soon.

Commenting on the sterling
pound, Mr Teo said the new British
government to emerge will need
time to settle down and prove its ca-
pability in turning around negative
overtones in the market.

Hence, he predicted the fall of
the pound to test the 1.3465 level
against the US dollar - its lowest
since January last year - in the next
three to six months.

UOB, in its weekly forex report
dated May 10-14, was slightly more
optimistic. It said the pound is like-
ly to trade within the 1.4700-1.500
range, and any break above that lev-
el will open the way for the curren-
cy to hit as high as 1.5250.

Said Mr Teo: “Going forward,
the pound is expected to remain
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low for an extended period, with a
possibility of dropping to 1.2500
levels by the middle of next year.”

Meanwhile, the US dollar has
generally been on an uptrend since
last December, as investors shift
funds away from riskier assets and
markets. Support measures by the
EU have also brought about some
calm, which has aided the strength-
ening of the US dollar last week.

But most currency strategists re-
main cautious. UOB said Asian cur-
rencies should still take their cues
from external events driven by the
euro zone.

This view was shared by Mr Teo.
“The near-term outlook for USD
looks bullish but the upside may be
limited to 5 per cent in the next cou-
ple of months,” he said.

He pointed out that the US econ-
omy is still at its bottom, with the
government looking to expand ex-
ports to close the budget-deficit
gap. “It is thus unlikely that a
strong dollar would be favoured,”
he said.

“On the longer term, with the
global economy looking at risk of
deflation, inflation risk in the US al-
so seems very unlikely in the near
term,” said Mr Teo.

“Therefore, the US...will proba-
bly continue to maintain its low-in-
terest-rate policy and we will not be
surprised if, one day, they intervene
to weaken the US dollar.”
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Currency investment:
huo bi téu z1

Forex: 5]MC wai hui

Risk appetite: KUK 7K &
féng xian chéng shou du

Bullish: &i#H#J kan zhang de



