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Economics Verbal Intervention

Draghi commits to QE

Yet should US data continue to stumble on we could still see a weaker
EUR. There is evidence that a disagreement is emerging in the ECB over
the handling of Greece. In the German newspaper, Handelsblatt ECB
member Weidmann was vocal in expressing his concern over Greece's

Its has been a painful few weeks for our short EURUSD call. After a brief
pullback EURUSD reversed the decline and surged to 1.1445 highs,
accentuating a broad-based USD sell-off. The weakness in USD has been

the r(hesult of soft .US economic g.at; which P;]as(,jnot sghowr;thsspo(sjt-wintecg usage of ELA to keep domestic banks liquid. Should US data improve
weaﬁ er| economﬁl recovery V\E) I;,/ many Z p(rje .Icc;te » | @ C\j/ange and Greek uncertainty linger, we would look for opportunities to reload
retail sales were flat against 0.2% expected and industrial production short EURUSD positions.

contracted 0.3%. While robust labor markets felt less so, as JOLTS Job
opening increased to 4994 verse 5133 prior read. The disappointing US
data has further detached the monetary policy divergence story from the
markets psyche. Persistent EURUSD strength appears to be worrying ECB
President Mario Draghi. A devalued EUR has been a key driver to
Europe's economic revival. Eurozone data continued to improve this week
as industrial production y/y rose 1.8% and GDP growth came in at 1.0%.
Expectations for inflation, market based indicators have also been moving
higher. With well broadcasted, timely comment, Draghi reinforced the

banks continued confidence in their aggressive bond buying program. He . .
went on to stress that the QE program would be implemented in full, Eurozone outiook improving
which implies that asset purchases would continue through September e M
2016. BED P e v st () L4000 ek '- I
SYRSE)
We suspect that this was a direct effort to minimize the markets demand _ . o o &
for Euro above highlighting Europe's recovery story or stimulating risk - i
taking. With interest rates stabilizing/stalled (specifically German and US ( e rasw
yields), Draghi's comments could prove to be a reflection point for EUR \ A~ ' J [ i
strength. Remember Draghi's 2012 timely pledge to do “whatever it ] -
takes"” to save the euro. Now all we need is for this week's US data heavy ' \ I
schedule (durable goods, new & pending home sales, consumer ' (O
confidence, GDP and PCE)to show a glimmer of hope that Ql's L
feebleness was actually transitory. Source. Bloornberg / b 2o 00
Mar Jun ELd Dic Har Jun sap Dec Har
13 2014 015
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FX Markets Brazilian Economy Under Pressure

Stronger BRL despite weak economic data CPI IPCA MoM lower in April

The Brazilian real outperformed the USD as traders are becoming Lide
impatient about the lack of US economic recovery. Earlier this week, US 12-month moving average '

retail sales came in flat while analysts were looking for an increase of 0.2% -0
m/m. April's PPl was released at -0.4%m/m versus +0.1% expected. For
the last few weeks, all signs point toward a slower economic recovery in
the US and, as a consequence, a dollar being dragged lower as traders
delay the first Fed rate hike. Further south, the IMF released Brazil
Country Report earlier this week. The report stated that the country is “in
a tough spot” and that “economic activity is expected to contract in the
near-term”. However, the IMF forecasts growth over the medium term but
warns that it will be highly dependent on the implementation of reforms
aiming at improving the country’s financial situation and controlling
inflation in order to restore lost credibility. A weaker dollar will therefore
help the BCB to keep inflation lower. On the data front, Brazil March retail 2000 010 s sors st ot St
sales contracted by -0.9%m/m versus -0.4% expected, adding to the - B - B
disappointment, industrial production released last week printed at -3.5%
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y/y against -3% expected while Brazil IPCA came in at 0.71%m/m versus USDBRL grinds lower
0.75%, the lowest level since November 2014. r
. lrs.souo
The BCB to increase the Selic rate ““,‘ }
We anticipate the BCB will keep tightening monetary policy by rising the ﬂ\ T~ [
Selic target rate at the next policy meeting (June 2 and 3). The latest data ) M A o 3.0897 s
indicates that a 25bps hike is likely. The current IPCA read indicates a VW MM:
slight deceleration in elevated inflation while recent downside surprise on 59835 w f_
the economic front points toward a more severe economic contraction. v L4 5000
The balanced data will enable the Brazilian central bank to increase rate 2.7913 . |
by 25bps to 13.50%, allowing economic activity to breath without hurting )-2-3000
its inflation fighting credibility. |
Source: Bloomberg }N-?Doﬂ
|

Fab N Mar " Apr ! May
2015

Swissquote Bank SA Ch. de la Crétaux 33, CP 319 | CH-1196 Gland Switzerland
Tel +41 22999 94 11 Fax +41 22999 94 12 forex.analysis@swissquote.ch | www.swissquote.com/fx Page 4|9



a SWISSQUOTE WEEKLY MARKET OUTLOOK

Economics Greece's debt concerns continue

Shares of Greek debt (2015) — Total (€280bn)

As the Greek saga is going on, we are still wondering if Greece will ever
have the ability to pay off its debt. Let's recall that Greece has a total debt o il 0%__ 5%
around $320 Billion. In order to fulfill repayment, the terms of the bailout

indicates the necessity for Greece to achieve a massive 4.5% surplus of = Treasury bill holders
the GDP each year. In other words, after interest payments are paid off,

7%

47%
0%

tax receipts must be above national income by 4.5%. Only Germany is * IMF
expected to obtain this year a 2% surplus. We anticipate fiscal revenues to u ECB

. e 12%
be increased to meet this objective.

= Private investors

Greece has confirmed last Monday the payment of an installment of a Eurczone govemments
€750m to the IMF which adds up for a May total installment of around
€2bn. Last Friday Greece had also to reimburse €1.4bn to Treasury bill ® EFSF -19%
holders. Within the next two months, Greece has to reimburse in total 14 Source - Wall Street Journal

ml including IMF repayments that account for 2bn. We do not forget that
also most of the Greek debt is owed to the European Financial Stability,
debt with rates up to 1.5% with payments taking place in 2022 to 2050.

We think that it is highly likely that Greece will manage to fully reimburse
the IMF. However, we think that Greece will be unable to pay its debt to
the other creditors. Shall we add that Greece has to pays also pensions
and public wages. This is mainly the reason why Greece is expecting to
receive a further €7.2bn of bailout by the end of June. We remain
negative on the EURUSD on Greek uncertainty and further monetary
policy divergence as it brings downwards pressure to the pair. Recent
unwind of USD long provides a good entry point to reload short EURUSD
positions.
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Bank of Thailand fights back

-ting rates and loosing capital controls. Traders should anticipate that

The Thai baht (THB) fell to a five year low verse the USD as Thai the regional race to the bottom to accelerate, with central banks taking
policymakers increased their initiative to weaken the currency. USDTHB proactive easing stance. Interest rates remains the strongest tool which
surged to 33.89 he|ped by broad USD Se”ing' Regiona| currency war is the BoT has to limit the THB strength. So with deﬂationary spiral |ooking
alive and well in Asia. Regional indirect competitive devaluation is not more likely with three consecutive negative reads, we should anticipate
happening as a rapid fire pace as seen in the past and therefore is getting further policy action.

missed by the market. On April 29th the central bank unexpectedly cut its
main interest rate by 25bp to 1.5% (second cut in two months). In addition
the government relaxed capital control the next day which allowed
citizens to hold foreign currency and acquire international assets. The
coordinated move was clearly geared at destroying demand for THB.

Growth in Thailand remains weak with outlook worrying. Slowing demand
from China and western trading partners are putting a strain on trade
balance. Meanwhile private investment and consumption were also very
downbeat, even given the government's increase spending and its
public broadcast of billion dollar infrastructure development projects. The
THB has been stronger verse all regional currency and quickly loosing
export competitiveness. With decelerating economy and a government
not ready or unable to make the critical structural adjustments, a weaker
THB is an easy way to steal export growth from its neighbors. Exports
which are primary input to economic growth contracted -4.3% for March.
Spillover from a recovery in exports should positively affect all areas of the
Thai economy, including inflation. In addition, a weaker THB should
directly help stimulate domestic demand by attracting additional tourists,
while incentivizing locals to buy domestic made good and services.

Exports hurt by strong THB

W Thailand foreign trade exports -4.27 +1.69 F50

In their recent dovish statement, the BoT clearly mentioned its
apprehension over the THB appreciation against trading partners and
competitors, without disguising the currency devaluation objective of cut-

00 | 2001 | 2002 2005 ‘ 2006 ‘ 2007 2010 ‘ 011
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Economics Japan's Debt Is Still Not Too Big To Fail

Japan Government debt to GDP (percentage)

Japan has over the past year increased the sales tax from 5% to 8% in an pLl]
effort to control debt which has a stratospheric ratio debt/GDP  -the
highest in the world - at 227.2%. Late April, Japan failed to increase again m
sales tax and has been downgraded by Fitch, the rating agency, to A from
A+ over what we decently called debt fears. Let's add that Bank of Japan 200
Governor Kuroda admitted the impact of increasing consumptions taxes
had a negative effect on the overall economy directly damaging the 180
household purchasing power. However, we anticipate the BoJ will further
increase VAT to push inflationary expectations despite harmful 160

consequences in the Japanese economy. There is not many options now

for the BoJ than to play more on fiscal arrow of the Abenomics policy. 40

Source: TradingEconomics
Economically speaking, Japan's Q1 GDP grew moderately by 1.6% while 120

inflation target has been set at 2%. Today, Balance of Payments came in o 200 o7 o ot
better than expected, Yen 2.8 trillion vs Yen 2.0 trillion. Japan's current

account surplus is now at the highest in 7 years. The country surplus

currently benefits from low crude oil prices pushing down the imports and

a very low JPY level spurred the foreign exports. After Fukushima disaster

in 2011, Japan relied more on energy imports as nuclear reactors were

systematically shut down. So a lower oil prices have benefited the balance

of payments so far. Clearly, PM Abe's strategy of deliberately debasing

the Yen has worked out well for Japan by pilfering export growth. We

anticipate the Nikkei is likely to further benefit from this export driven

surplus and maintain equity at a decent level as Japan's concern over

deflation is far from being finished.

USDJPY is trading between 119.00 and 120.50. It is likely that a resistance
at 120.50 to be targeted.
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FX Markets Waiting For Temporary Factors To Fade Away

EUR/USD testing a key resistance at 1.1450

Slow thaw?
After a harsh winter and port strike among other temporary factors that

1.1450

have caused the US economy to almost stagnate in the first quarter (Q1 7 e
GDP grew by only 0.2%g/q), persuading definitely the Fed to delay the yd

first rate hike, traders are waiting on the first good news to resume the 7 [ri-1200
dollar rally. Unfortunately, April's data were disappointing as well, non- S [

farm payrolls came in at 223k versus 228k while previous read was revised " 11000

down to 85k (!) from 126k. Surprisingly, most analysts called it a “good”
news, arguing that the slowdown was indeed temporary and that the
figures will support expectations that the Fed is on track to raise interest
rates. However, traders didn't buy it as EUR/USD moved sideways at first
before continuing to rally as high as 1.1445 last Thursday, on its way to Source: Bloomberg

test the key resistance standing at 1.1450 (highs from February). Faking L
good news is not good enough, markets want to see real improvements e e 205 o il

and the last Retail Sales read did not help (0%m/m in April verse +0.2%

expected).

= 1.0800

= 1.0600

Growth should accelerate

We still expect the US economy to recover slowly with a significant
acceleration in Q3, pulling the dollar up. In the short/mid-term, traders
are very impatient to play the upcoming dollar rally. Therefore, the release
of several "real” good news in a row will resume the USD appreciation.
The release of US economic data continues this week with Housing Starts
on Tuesday (1020k exp, 926k prior), MBA Mortgage Applications on
Wednesday; Initial Jobless Claims (270k exp, 264k prior), Manufacturing
PMI (54.5 exp, 54.1 prior), Existing Homes Sales (5.22m exp, 5.19m prior)
and finally inflation figures are due on Friday (0.1%m/m exp, 0.2% prior or
-0.2%y/y exp, -0.1% prior). A higher read of inflation data would help the
dollar to gain some strength.

Swissquote Bank SA Ch. de la Crétaux 33, CP 319 | CH-1196 Gland Switzerland
Tel +41 22999 94 11 Fax +41 22999 94 12 forex.analysis@swissquote.ch | www.swissquote.com/fx Page 819



{m SWISSQUOTE

DISCLAIMER

While every effort has been made to ensure that the data quoted and used for the research behind
this document is reliable, there is no guarantee that it is correct, and Swissquote Bank and its
subsidiaries can accept no liability whatsoever in respect of any errors or omissions, or regarding the
accuracy, completeness or reliability of the information contained herein. This document does not
constitute a recommendation to sell and/or buy any financial products and is not to be considered as a
solicitation and/or an offer to enter into any transaction. This document is a piece of economic
research and is not intended to constitute investment advice, nor to solicit dealing in securities or in
any other kind of investments.

Although every investment involves some degree of risk, the risk of loss trading off-exchange forex
contracts can be substantial. Therefore if you are considering trading in this market, you should be
aware of the risks associated with this product so you can make an informed decision prior to
investing. The material presented here is not to be construed as trading advice or strategy. Swissquote
Bank makes a strong effort to use reliable, expansive information, but we make no representation that
it is accurate or complete. In addition, we have no obligation to notify you when opinions or data in
this material change. Any prices stated in this report are for information purposes only and do not
represent valuations for individual securities or other instruments.
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This report is for distribution only under such circumstances as may be permitted by applicable law.
Nothing in this report constitutes a representation that any investment strategy or recommendation
contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise
constitutes a personal recommendation. It is published solely for information purposes, it does not
constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any
securities or related financial instruments in any jurisdiction. No representation or warranty, either
express or implied, is provided in relation to the accuracy, completeness or reliability of the
information contained herein, except with respect to information concerning Swissquote Bank, its
subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities,
markets or developments referred to in the report. Swissquote Bank does not undertake that investors
will obtain profits, nor will it share with investors any investment profits nor accept any liability for any
investment losses. Investments involve risks and investors should exercise prudence in making their
investment decisions. The report should not be regarded by recipients as a substitute for the exercise
of their own judgment. Any opinions expressed in this report are for information purpose only and are
subject to change without notice and may differ or be contrary to opinions expressed by other
business areas or groups of Swissquote Bank as a result of using different assumptions and criteria.
Swissquote Bank shall not be bound or liable for any transaction, result, gain or loss, based on this
report, in whole or in part.

Research will initiate, update and cease coverage solely at the discretion of Swissquote Bank Strategy
Desk. The analysis contained herein is based on numerous assumptions. Different assumptions could
result in materially different results. The analyst(s) responsible for the preparation of this report may
interact with trading desk personnel, sales personnel and other constituencies for the purpose of
gathering, synthesizing and interpreting market information. Swissquote Bank is under no obligation to
update or keep current the information contained herein and not liable for any result, gain or loss,
based on this information, in whole or in part.

Swissquote Bank specifically prohibits the redistribution of this material in whole or in part without the
written permission of Swissquote Bank and Swissquote Bank accepts no liability whatsoever for the
actions of third parties in this respect. © Swissquote Bank 2014. All rights reserved.
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