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WEEKLY MARKET OUTLOOK

FX BoT clears way for carry traders

The Bank of Thailand left its policy rate unchanged at 1.50%, in line with
expectations in a unanimous decision. The central bank indicated
downside risk to growth yet left economic forecasts unchanged after
cutting outlook to 3.1% from 3.5% at the prior meeting. Sluggish export
markets and political uncertainty, which is slowing investment sentiment
remains a heavy weight on expansion. Drought in Thailand has hampered
agricultural sectors, constricting consumer behavior in key regions.
However, tourism remains a supportive driver as growth in tourist arrivals
are up 14.8% vy/y. In addition, the increase in public infrastructure
investment has accelerated providing a backstop for growth. Inflation
forecasts are expected to come in closer to the lower band of the central
bank’s 1-4% target this year. Headline inflation should recover from the
weak Q1 as pressure from food prices and higher oil push rates from
negative territory. The dovish tone, combined with easing inflation
pressures, suggests that additional interest cuts are possible. However,
The BoT will opt to wait-and-see as broader global risks could have a
deeper impact on the economy rather than rushing in to micro tune a
relatively stable environment.

Political risk a concern to the BoT. The referendum on the new
constitution is expected August 7th. Critics continue to suggest that the
document favors current military rule, however, passage in theory lead to
civilian general elections. Given Thailand’s tumultuous political past until
the constitution’s uneventful passage investors will be cautious.

Once again the THB will be critical in the outlook for economic and
monetary policy developments. The BoT highlighted that the THB's
recent strength was not helpful to any recovery and that it remains vigilant
of unnecessary appreciation.

The BoT has also clearly indicated their readiness to intervene; a bullish
outlook due to a flood in foreign reserves is making members
uncomfortable. Moving forward, the BoT will likely keep their
accommodative policy through a weaker THB rather than cutting interest
rates. Given our dovish fed expectations and balanced economic
outlook in Thailand we suspect that THB remains a solid carry trade.
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Economics

In Brussels last week, the Euro-Area Finance ministers discussed about
Greece to approve the transfer of a massive €86 billion bailout amid the
Greek pensions and tax reforms were approved this early May by the
Greek parliament. The text was accepted in a very tight 153-146 vote. It is
important to note that the text was defended by Prime Minister Alexis
Tsipras, elected on an anti-austerity platform and who, contrary to the
public’'s wishes, accepted to negotiate a bailout deal with the Eurozone.
This vote was hugely significant for Greece as it finds itself in serious need
of cash by July with a looming repayment of €3.5 billion debt due at that
point.

Results of the vote are that value added tax will rise from 13 to 14%, the
minimum, taxable income will lowered by €500 to €8,600 and taxes on
small business will also climb to 29% from 26%. Over the weekend vote,
massive anti-austerity protests took place. It is by the way worth saying
that there is a major paradox as the majority of Greek people want to stay
in the Eurozone but do not agree to austerity measures. Protests are far
from over, especially knowing that Greek debt cannot be reimbursed. The
price of each new bailout means less freedom and less sovereignty for
Greece.

It is not often expressed that the overall Greek debt is not sustainable
over the long haul. European policymakers are working to make it viable.
For the time being it is unlikely that the nominal debt value will be
reduced and it is clear that the Greek debt will constantly need to be
restructured. Greek revenues will be insufficient to service at least the
debt interest. Last Greek GDP fell by 0.4% qg/q in the first quarter. The
year-on-year performance is also still negative. Revenues should be far
superior. The Greek future does not seem then so be bright and we
consider that the country is simply the tip of the iceberg with other
European countries also at stake.
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FX India’s inflation pressure to sideline the RBI

Spike in food prices threatens RBI dovish stance 1200
In its April monetary policy meeting the Reserve Bank of India (RBI) voted 10000 .. wo
for a 25bp benchmark repo rate cut to 6.50% and provided additional [
dovish commentary. RBI governor Raghuram Rajan stated their “stance of [0 plo
monetary policy will remain accommodative.” These comments suggest Lo [0
blight of India policy makers, inflation, is no longer an issue due partly to N
falling commodity prices. However, this week's release indicates the fear ’*
of deflation has been overdone and inflation remains a problem. [7.00
India’s consumer price inflation (CPI) surged to 5.4% y/y in April, from 00 pes
4.8% in March. Core-CPlI inflation climbed to 4.8% y/y in April, above the L oo %
4.5% in March. The major driver was the spike from food inflation to 6.2% oo
y/y in April from 5.2% in March. The regional high temperatures and lack ‘.Head[-]necp[y/y R2) L ool
of rain has damaged the agricultural sectors, which will further drive M Food CPT y/y on 3/31/16 (R1) 3.00
inflation higher in the coming months. While metrological experts predict ‘ ‘ ]
a strong monsoon season, which will help lessen pressure, we have mixed 201 0B 2014 20 2018
confidence in their analytical ability. There is a significant probability that
CPI will head higher before cooling, we are unconvinced that longer term Cyclical dip or signal of broader weakness
inflation expectations remain anchored. The spike in prices combined h., beo [
with our expectations for slow inflation normalization indicates that the M l\ﬂ | ||||‘ A
RBI is unlikely to cut rates in 2016. The focus is on supporting the banking , o | l," ll"l'lH Lo [
system’s liquidity and transmission rather than targeting policy rates. I I{J \ \ 1 \ll v | I

! | i -
In purely Indian economic terms we suspect that additional rate cuts J\\; | ‘l 'f ' ‘| koo v
could come as early as August. However, our base scenario is for a ! | '| Mo A L
Federal Reserve rate hike as early as November and resulting outflows will | i' ‘ ‘ »
put pressure on INR. Deeper interest rate cuts would only amplify the \ / | ‘}.I A TO-I@
capital outflow and risk instability in the financial system, which clearly the | VT
RBI would like to avoid. Despite disappointing March industrial )J W p2o |
production, Wthh expanded at a weak 0.1%‘y/y from 2.0% in Februgry, ‘.Industn_al orocuction sl 3731716 (2) I 5
growth remains healthy. The fundamental rationale for INR appreciation B Exports v/y (R1) L0

remains solid making the currency a smart play for yield seekers.
2006‘ 2007 ‘ 2008 ‘ 2009 ‘ 2010 ‘ 2011 ‘ 2012 ‘ 2013 ‘ 2014 ‘ 2015 ‘2016
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Economics

Looking through certain US fundamentals, there are reason to be worried.
Each economic release are most of the time located in the soft side.
Recent release as mortgage applications or retail sales are clearly not
exception towards this trend.

We consider US real estate data to be an important barometer in
assessing the true health of the US economy. The era of zero-interest
rates has catapulted housing prices over the past few years to almost
subprime levels. According to data from the Federal Housing Finance
Agency, which tracks such changes in residential property, the index in
early 2007 was at 380 while it now lies around the 370 mark.

The low volume of mortgage applications which stagnated around the
same level from 2010 to mid-2015 has now picked up. However this
volume decreased 3.4% for the week ending April 29. Data for the week
ending May 6 have been released last Wednesday and printed slightly
positive at 0.4%. In our view, the slight uptick in mortgage volumes that
we have seen over the past year is exclusively due to Fed monetary policy.
There are strong expectations that real estate rates will climb, so now is
certainly the time for some to renegotiate their loans or to buy a new
property before rates go up.

We also think that sellers are hoarding property due to current prices as
there are also strong expectations for rates to stay low for a longer time.
And this is not wrong. The Federal Reserve, despite its multiple
statements, has still not managed to raise rates this year. In any case
buyers will be more cautious especially due to stratospheric prices and
due to the current draconian lending criteria. As a result, we foresee a
decline in real estate.

Swissquote Bank SA Ch. de la Crétaux 33, CP 319 | CH-1196 Gland Switzerland
Tel +41 229999411 | Fax +41 2299994 12

forex.analysis@swissquote.ch | www.swissquote.com/fx

WEEKLY MARKET OUTLOOK

US: mortgage applications and consumption weak

Housing is not the only sector to suffer, retail sales are not particularly
good despite the April rebound. March data was very disappointing with
a 0.3% m/m decline, which triggered growing concerns of a stronger
declining momentum. Yet, the April release printed in higher at 1.3% m/
m which sounds nonetheless more like a slight rebound after a year of
deceiving figures. Last month for example, the automobile industry was
the major underperformer and markets have been clearly surprised by
the drop in car sales which was entirely unexpected. We keep on think
that consumption should further weigh on US growth as consumer
spending accounts for at least two-thirds of the GDP.

In our view, we still believe that the true state of the US domestic
economy is overestimated and that there are underlying difficulties. The
unemployment rate, despite being very low, has not managed to push
inflation and consumption so far. However, while it may be true that the
US is at full employment, part-time jobs figures look increasingly
significant. This correlates with Janet Yellen's several statements over
the past six month that the part-time workforce is at “very high levels”.
Part-time is also synonym of precariousness and it sounds logical
therefore that consumption will suffer from this new American labour
structure.

Currency-wise, such data will simply reflect the underlying difficulties of
the Unites States. The dollar still seems overvalued to us. Financial
markets are increasingly resistant to any optimism when it comes to the
topic of rate hikes. The probability for a September raise is now only
around 33%.
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Brazil Recovery

News that Brazil's Senate has voted to back the impeachment trial of
Dilma Rousseff has refocused the worlds attention on the largest South
American nation. Since September 2014, Brazil has been in the eye of an
economic and political storm. The local currency — the Brazilian real — has
lost more than 50% of its value against the US dollar, falling to an all-time
low in September as investors fled risky assets for safe haven investments
in an attempt to weather the country’s political turmoil. In addition,
anticipation over the Federal Reserve’s tightening cycle has sent capital
back to global investors. For the first time since 2009, the local benchmark B raz [l RECOVEW
equity gauge, the Bovespa index, has moved below 44,000 points, while
yields on Brazil's bonds sky-rocket as prices plummet. To cap it all, Brazil
lost its investment grade credit rating in early September 2015, when S&P
downgraded it from -BBB to BB+ with negative outlook as the A B95% BV
government struggled to shore up the fiscal deficit.

Culture . Economy : Politics
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With the political crisis in full swing, the Brazilian real at an all-time low
and the stock market bottoming, we believe it is time to start looking for
investment opportunities. Also, at the macro level, with mounting
expectations of disinflation and growth decelerating, major central banks W BRAZILRECOVERY etsmsnce s competes s on ] esuisete

— including the Federal Reserve — will likely delay any rate hikes until 2017. siceicegion 4 29.86% £

This would indicate a period of risk-taking and return-seeking in emerging
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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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