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Japan On The Edge

Japanese yen to weaken

After a busy week of economic data for Japan, the Cabinet Office will -108.00
release the gross domestic product data for the third quarter next
Monday. Last week data painted a softer picture of the Japanese +106.00

economy, suggesting that the country is struggling to move onto a
pathway of growth and positive inflation. In short, machine tool orders
contracted further in October, by 23.1%y/y from a previous drop of 19.1%
y/y in September, while machine orders (a proxy for private capital
expenditures) continue to recover from April's tax hike. The gauge rose
7.5%m/m in September, beating median forecast of 3.1% and previous
month contraction of 5.7%m/m. Separately, PPI surprised to the downside
in October by contracting -3.8%m/m versus -3.5% consensus but
improving slightly from previous figure of -4%. Finally, industrial
production expanded 1.1%m/m in September, improving marginally from
the first estimate of 1%. 14 | 3015
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F102.00

F100.00

F98.00

All in all, Japan is struggling to convince investors that its economy is
wealthy and that it remains a good investment on the medium to long- ' . . : . r
term —yGDP is expected to shrﬁf]k further in the third quarter by O.1%q/gq The BoJ's favourite measure of inflation turned negative

after a contraction of 0.3%y/y in the June quarter. Until now, the yen has
been able to hold ground against most currencies, thanks to Governor
Kuroda who is providing continuous support to the Japanese currency
through overly optimistic comments. However, we believe that this
situation cannot last much longer and the BoJ will have to increase the
size of its quantitative and qualitative easing programs in the coming
months. The central bank has already revised its inflation forecast,
postponing its 2% inflation target date by six months - to between
October 2016 and March 2017. From our standpoint, it is just a matter of
time before the Japanese yen starts weakening again, especially against
the US dollar, as the monetary policy divergence will accentuate the yen's ‘

3.0

F-2.0
M CPI ex. fresh food v/y

debasement. Everybody is waiting on the Fed, the BoJ is no exception. B Core CPT y/y

Source: Swissquote, Bloomberg
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Economics U.S: December's Expectations Are Now Back

Last Friday's jobs report printed at an astonishing 271k, a significant US: Job market conditions improve but inflation does 700

surprise given the market expected 185k. The dollar strengthened not pick-up Leoo [0

strongly as markets had priced in a weak read, similar to previous NFP's -

data in September. Better jobs data is definitely what the Fed is looking =00 .00

for as it would drive up inflation figures as stated in the Phillips curve 400 |3 00

theory. Nonetheless, the Fed is expressing that the level of inflation is too L300

low for a rate hike to happen. Plus, the Fed is in a wait-and-see mode, - +2.00

hoping at each CPI data release that the inflation would pick-up towards 200

the target of 2%. Yet, the inflation has not picked up for now, despite the -100 [100

unemployment rate is holding around 5%. As a result, markets really Lo bo.00

appreciated the unexpected high NFP. The probability for a rate hike in ] 100

December has jumped to almost 68% according to Bloomberg. B Consumer Pri?:e Index (Y/Y %) on 9/30/15 (R2) L r Y -1.00
Souwdce: Swissquote, Bloomberg . -200

In the meantime, San Francisco Fed President John Williams said in a " " "Mar  "Juin Sep  Dec  Mar  Jun  Sep

speech that was held a week ago that a rate hike should be the next | 2014 | 2015

appropriate step. He also said something that appears more alarming as

it shows that the Fed may have lost control of the situation "l see [the US: Dollar strengthens on Fed rate hike expectations

situation] as more of a warning, a red flag, that there's something going L 1.50

on here that isn't in the models, that we maybe don't understand as well

as we think". 140

However, according to him, another set of good data would be sufficient
to meet the Fed's forecast and bring an end to the zero interest-rate L1.30
policy in place since the end of 2008. Yet, Williams also confirmed its
concern about the current low inflation. In addition, the global outlook
remains uncertain, in particular global growth that is likely to have a
deeper impact in the United States economy. In other words, we consider
that U.S growth is still vulnerable. Meanwhile, the dollar has soared on
new Fed expectations and the euro is now holding below 1.0800 dollar. B EURUSD Currency]
We think that a rate hike is largely overestimated and expect a

retracemen rds 1.0900.
etracement towards 1.0900 5011 ‘

r1.20

r1.10

Source: Swissquote, Bloomberg 1,00
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SNB Stands Ready To Act
am

»0.5H

SNB balance sheet expansion

FX markets are not really helping the Swiss national bank’s problem with

an overvalued CHF. While the CHF depreciates against the USD it has
gained against the EUR. However, for the SNB it's the CHF position vis-a-
vis the EUR which matters most. Finding itself entrenched amid current
Swiss economic conditions which are broadly deteriorating and deflations,
the SNB needs the CHF in a competitive position with its largest trading
partner. Recent marginal improvements in data were driven by CHF
deprecation which has now reversed. ECB President Mario Draghi’s
dovish comments clearly signal that December will at least open the
discussion for QE expansion. However, actually actions are highly
probable. We anticipate not only lengthened asset purchases but further
cuts to the deposit rate. Lower interest rates in Europe will have a direct
effect on capital flows into Switzerland. In September, the SNB held off
acting, leaving sight deposits rate lower boundary at -0.75%, despite w0 | W | | e an | o
dropping the inflation forecast, choosing instead to stand ready to react
to the ECB's potential policy actions. The SNB has two primary tools to

>0.4M

>0.3M

H0.M

*0.IM

handle further ECB easing and CHF strength. The banks can further Unable to generate inflation
reduce interest rates (first tightening current deposit rates loopholes) p——
and/or direct currency intervention. While the SNB will never fully !'

abandon currency purchases, the likelihood of significant FX intervention
remains a low probability as the SNB balance sheet has expanded into
unsettling territory. Swiss policy makers have been vocal in recent weeks
highlighting the importance of negative interest rates on sight deposit as
a policy tool. On November 3, the SNB president mentioned negative
interest rates as a primary monetary policy strategy to 'dampen upward
pressure on the Swiss franc.' The Swiss economy remains fragile indicating
that the SNB will defend the CHF from further overvaluation against the
Euro. Given the Bank’s track record of inflicting as much damage on CHF
longs as possible, heading into December, CHF traders should be wary of
potential aggressive action.
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Economics PBoC: Stimulus' Effect Lag

Industrial production back to post-financial crisis levels Lo
The Chinese economy is still in troubled waters as the effects of the
PBoC’s massive stimulus are taking time to translate into the real
economy. Last week CPI report showed that inflationary pressures are not F18.0
picking up yet as they printed at 1.3%y/y versus 1.5% consensus and 1.6%
previous reading, signaling that there is some room for further monetary
easing from the Chinese central bank; especially considering the fact that 140
the PBoC has an inflation target of 4%.

F20.0

F16.0

k12,0
Data released last week suggest that the bottom has not been reached k10,0
yet. Industrial production continued to slide in October, for the third 5o

month in a row, and rose 5.6%, while economists were looking for an
expansion of 5.8%. However, retail sales came in slightly above

expectations, printing at 11%y/y versus 10.9% median forecast. E
Consumption appeared to be impressively resilient as it remained strong
even during the summer turmoil. As China wants to reduce its
dependence on western demand, it needs a stronger domestic demand

to offset the loss of growth stemming from adapting toward its “new
normal”.

Source: Swissquote, Bloomberg

2007 2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘ 2015 ‘

USD/CNY rose as high as 6.3758 while the fixing was set to 6.3655 on
Friday. Since the PBoC does not seem prone to devaluating the yuan
using the fixing, as it is trying to establish a reserve-currency status, it
mechanically increases the probability that the bank would use more
traditional tools to further support the Chinese economy. We therefore
expect further cuts in the RRR and the 1-year lending rate.
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Economics Russia’s Economy Continues To Contract

Russia's GDP is picking-up
Russia GDP Q3 improved to -4.1% y/y from -4.6% y/y. This figure is only an -5
advanced data as the preliminary GDP will be released in December. We 10
clearly did not have high expectations for this quarter as the lingering low
oil prices are still weighing on the Russia's revenues. This is not likely to Lo
stop anytime soon as the barrel now holds below 42$. It is also very
important to note that the correlation between the ruble and oil prices Lo
has never been so high. In addition, the greenback is worth a little over 65
rubles. The pair is still driven upside by the stronger-than-expected last -5
Friday's NFP, U.S. December rate hike expectations and low commodities
prices. - --10
On a monthly basis, we note that the Russian economic data are llRleall (I;DFI) (IAnlnu‘allY(I)Y .%). _ source: Swissquote, Bloomberg
improving especially the manufacturing PMI, the industrial production and Jan Dec Sep Sep Sep sep Sep Sep  Jun

) o ) ) 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015
the overall investment. We saw a deceleration in the contraction of capital

investment. Nonetheless, retail sales and wages keeps on collapsing. For
example, last retail sales showed a 10% m/m decline in October. Despite
sign of hopes in a recovery, the economy is still facing difficulties in the
consumption side.

However, Russia's economy is not in agony but inflation remains a serious
concern. This week, Russia's consumer price index has risen by 0.2% for
the fifth week in a row. Inflation does not show any sign of deceleration.
Annual CPI should end up around 15%, which is seriously limiting the
room for the Russian central bank to cut rates. Between very negative
growth and high inflation, Russia is struggling. We believe that the key
rate will hold at 11% at December meeting.
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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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