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Economics Fed: Hawkish vs Dovish

US: Inflation and unemployment both decrease L12.00
The power struggle between the Fed's dovish and hawkish members .
continues. Lael Brainard, dovish, and Jeffrey Lacker (Hawkwish) have +10.00
spoken last week. It has been said that major divergence is first and I
foremost an ideological divergence. The hawkish members are strong :'8'00
believers of the Phillips curve, which states that there is an inverse L 6.00
relationship between inflation and unemployment. Better jobs data -
should provide inflation as there will be more competition for jobs, which +-4.00
would push wages higher and therefore consumption higher. ;2 00
On the dovish side, there is the belief that the Phillips curve does not truly I
reflect reality and that there should be an additional “reserve army” of X 0-00
workers, which is not accounted for in the official data. Indeed, these :ngﬁggm;gfeex - Change Yoy L 5.00
workers gave up seeking unemployment since they lost their jobs. Source: Swissquote, Bloomberg |

Therefore doves maintain the idea that job conditions are not sufficient
for judging the inflation outlook. Nevertheless, these workers should flow
back in the jobs market once economic conditions improve and for the
time being no reserve army are coming back in. NFPs have confirmed this US: Unemployment decreases but also participation rate
fact. Over the past two months NFPs have printed below expectations

with a very weak read in September at 142k new jobs, while consensus

expected at least 50k more.

2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘2015

F64.50

F64.00
From our vantage point, we believe that the jobs data effectively

underestimates the true reality of the jobs market but we think that the
U.S rate hike does not only depend on some economic concepts but also r63.50
on Yellen's credibility. The Fed's Chairwoman is a hawkish member and
while she still does not see any improvement in U.S. inflation, her +63.00
credibility is at stake and a small rate hike could happen while conditions
are not perfect, we think it would even be an error. This would show that
her economic ideology actually prevails over other members and that
dissidents remain a small minority.

F62.50

M US Labor Force Participation Rate Total ]
Source: Swissquote, Bloomberg

2011 2012 ‘ 2013 ‘ 2014 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 3|7



a SWISSQUOTE WEEKLY MARKET OUTLOOK

Economics China To Rise Again

China's growth still strongly driven by industrial sector

GDP above expectations e
China slowed less than expected in the third quarter as the economy can L 140
count on a resilient service sector to offset the slowdown of the
manufacturing industry. Growth in services accelerated to 8.6% in the L 120
third quarter from 8.5% one while, on the other hand, the manufacturing
sector decelerated to 5.8% from 6% in the second quarter. All in all, b 10.0
China’s third quarter GDP, which printed at 6.9%y/y versus 6.8%
consensus, showed that the economy is more resilient than anticipated by a0
the market; in spite of a change in the calculation method, which is aimed
at improving accuracy by allowing to better account seasonality and short- ;
term fluctuations.

M Industry component y/y

4.0
M GDP y/y Source: Swissquote, Bloomberg
Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun Dec Jun
Optimist on the outlook 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015

As stated above, the industrial sector remains under a lot pressure as the
economy continues to adapt to the new normal of slower growth, shifting PBoC has a lot of flexibility
toward a domestic generated growth from an export driven one. In

September, industrial production grew 57%y/y, below market's Lo o
expectations of 6%y/y. Nevertheless, in spite of this mixed data, we think 20

that the worst is over and that China will start to get some colour back as {15.00 A
the PBoC continues to act to ensure a soft lending. However, we believe Leso
that bad news from the manufacturing sector and the housing market is k15

yet to come as further downward adjustments are necessary to reach \ H6.00
equilibrium levels. We anticipate the PBoC to ease further through L
another cut in the benchmark rates and additional downward adjustments 10 >0
to the reserve requirement ratio (RRR), especially as, unlike most central h5.00

bank, the PBoC has a lot room to implement further stimulus measure.

M 1-year lending rate (R2)

‘ M Reserve Requirement on 8/31/15 (R1)

Source: Swissquote, Bloomberg s b4.00
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Economics

ECB on hold

With no surprise, the European Central Bank has maintained its main
refinancing rate unchanged at 0.05%. However ECB President Mario
Draghi has announced at last week’s conference that he is prepared to cut
interest rates in the Eurozone sends the EURUSD back to 1.1100. In
addition and as we expected, Draghi is willing to step up the pace of the
Eurozone as well as increasing the duration of the easing program which
end data was initially set up to September 2016.

Draghi is concerned about the slowdown in emerging markets, in
particular China, and he added that downside risks for the Eurozone's
inflation and growth are rising. Next economic data will be closely
regarded and official announcement will be made at the next meeting in
December. At this moment the QE will be reassessed and very likely
expanded. For the time being €60bn are injected to the market. It could
go up to €80bn.

Bearish view on the EUR-complex

We remain bearish on the EURUSD. QE is so efficient that it needs to be
increased and made longer. Another currency, EURCHF, is pushed
downside and we believe that the SNB will be forced to react. Switzerland
is finding back its safe haven status because of mounting uncertainties in
the Eurozone. Only equity markets are rising. The era of cheap money is
just at its beginning and money will keep on flowing in stocks markets.

WEEKLY MARKET OUTLOOK

SNB to react

We believe that the SNB are poised to react in the event that the Swissie
strengthens lower than 1.0700 CHF for one euro. As the EURCHF is
pushed downside, the Swiss central bank now finds itself in a difficult
situation. For the time being, the SNB still has some time to react as the
ECB will only officially announce its adjustments to its QE programme at
its December meeting. A new peg is a definite possibility. The SNB has a
massive battle ahead against the backdrop of a massive ECB QE and
mounting European uncertainties that are bringing capital back to safe
haven Switzerland. A peg could be a good compromise as rates are
already too low level.

Eurozone: Growth increases as the EUR weakens L1550 F2:00
+1.50
+1.40 +1.00
+0.50
130 [ 00
+-0.50
F1.20 |

+-1.00

+1.10 [~1.50

B EURUSD Currency (R1) 3 F-2.00
M Eurozone Real GDP (Annual YoY %) on 6/30/13 (R2) | . &iombersh 1.00 L -2.50

Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun
2013 | 2014 | 2015

ECB: QE Almost Certain To Be Expanded
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Brazil: Stuck In The Mud

USD/BRL: temporary respite
Not out of the wood yet k4.2000

Global investors should not get to comfortable as the recent correction

4.0446
looks like profit taking rather than a structural led reversal. With the ‘Tﬂﬂ 4.0000
political gridlock and expectations for additional downgrades from rating w /m
agencies BRL downside looks attractive. The situation in Brazil keeps -3.8000
worsening: inflation expectations for 2015 and 2016 are still unanchored
and continue to rise steadily. According to the latest BCB survey, inflation

should reach 9.46% by year end and 5.87% by the end of 2016. The mid- MWWM
A

= 3.6000

month inflation report released last week showed that consumer prices F3.4000
rose 9.77%y/y since mid-September, compared to an increase of 9.57% in
the previous reporting period. We anticipate that inflation will remain W!ﬂ‘u +3.2000

unanchored as long as the country didn't address its political crisis.

Source: Swissquote, Bloomberg

(15 31 Aug 14 Aug 31 Sep 15 Sep 30 0Oct15 Oct 23
2015 |
Focus on politics
However, in regard to Copom decisions rate last Thurday, the markets are Yield spread between 10 and 2 year sovereign bonds i
discounting the inflation data to focus on the political gridlock. H0.40

Unfortunately, the political crisis appears unlikely to improve anytime
soon. Asides from the fact that the Congress is avoiding the cutting of
expenses, impeachment threats had materialised. A request to open
impeachment was submitted to the lower house's president, Eduardo
Cunha, on Wednesday. The market is now wondering whether Mr. Cunha
is willing to accept the request, which would lock the country into an
extended period of political gridlock, pushing Brazil deeper into
recession. The BRL is therefore doomed to remain under selling pressures
as the prospect of a positive outcome vanishes once again. Moreover, we
believe that the little help stemming from the ECB's dovish comments will
likely be short-lived.
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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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