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Economics

The last two weeks activity by global central banks and reaction by
financial markets has played directly into our over-arching theory for asset
pricing. Simply stated central banks loose, unorthodox monetary policy
has placed a continuous “put” under risk-appetite. A “put” that cannot
be shaken by weak fundamentals, geopolitical worries or threat to world's
largest economic union. Equity volatility continues to contract while
corrections in risky assets are getting smaller. The BoE's aggressive stance
including 25bp interest rate cut to a record 0.25%, £70bn expansion of QE
including £10bn corporate bond buying, and Term Funding Scheme,
sounds nice on paper but hardly addresses the structural, Brexit created
issues (BoE own projections significantly downgrade growth).

The clearly stated stop-gap action was celebrated by global financial
markets by driving equity indices higher, despite zero concern over
liquidity or unsatisfied loan demand. Value driven asset manager might
attempt to argue that fundamentals still matter, the fact is they don't. The
out-performance of EM currency problem nations, BRL, ZAR, RUB and
recovery of TRY highlights this point.

The current macro-environment should continue to support dominate
yield-seeking carry trade. With volatility subdued, G10 yields nearly non-
existent (making EM vyields appealing) and steady improvement in
economic activity (although merely a rationalization to take extra risk)
demand for EM looks to last the summer. The sharp reversal in oil prices
while raw commodity prices such as copper and nickel reflecting progress
in EM manufacturing PMIs has held ground makes us constructive on Asia
EM currency and fixed income.

In addition, China has begun to shirt towards more stimulus in further
reduction to RRR, as data indicated that export slowed 3.5% and inflation
moderately to 1.8% in July, which should give regional demand a kick. The
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EM Momentum Should Continue

primary risk to this call would come from the Fed and a premature
September interest rate hike. However, we view any decision to be data
dependent up into the Yellen's Jackson Hole symposium and
September meeting, and unlikely to happen.

Emerging Markets: PMI accelerates again
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Economics

In spite of the absence of economic data from New Zealand, the Kiwi held
ground against the US dollar last week. The chase for higher yields
coupled with fading expectations for a Fed rate hike in 2016 prevented
the Kiwi to lose ground. However, the risk in NZD/USD is clearly to the
downside as the RBNZ is expected to cut the official cash rate by 25bps to
2% at its next meeting on August 10th.

Indeed the central bank may be poised to cut rate on the heel of a
disappointing second quarter inflation report. Headline CPl dropped
unexpectedly in the second quarter, sliding to 0.4% on both a quarterly
and yearly basis, missing projections for both the market and the RBNZ.
The market was expecting a read of 0.5%y/y, while the central bank
forecasted CPI to rise 0.6%y/y during the June quarter. Tradable inflation
(i.e. domestic inflation) fell 1.5%y/y, reflecting the unexpected rise of the
Kiwi over the last few months, while non-tradable inflation increased 1.8%
y/y as housing market prices continued to gain momentum.

In addition, a couple of weeks ago the Reserve Bank of New Zealand
released an economic update. The statement was very dovish and clearly
set the stage for a rate cut in August. The RBNZ highlighted the
diminished prospect for growth in spite of a very stimulatory monetary
policy, the “fragility of global financial markets” and persistent
uncertainties about the outlook. Most importantly, the central bank
appeared to be quite unhappy with regards to the strength of the Kiwi as
the trade-weighted exchange rate was 6% higher than assumed in the
June statement.

As a consequence, we expect the RBNZ to cut the official cash rate by
another 25bps at its August meeting, which would bring the OCR down to
2%, in spite of the negative effects it would have on the housing market.
Indeed housing prices have been fuelled by the low price environment
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and another rate cut would definitely increase the upside pressure on
these prices. However, the Reserve Bank had clearly indicated its
intention to take separate measures to stem the housing bubble by
using lending restrictions and tightening the LVR.

On the technical side, the NZD/USD resumed its rally on Friday and
brokethe 0.7182 resistance implied by the 61.8% Fibonacci line (on July’s
debasement) and is now heading toward the 0.7257 resistance (high
from August 2nd). Given the strong likelihood of a rate cut, the pair will
most likely return quickly towards 0.6950, especially if the RBNZ release a
dovish statement to emphasize the central bank’s easing bias.
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Economics

Is ADP a good indicator of the NFPs?

Several times, ADP data has failed to accurately predict NFPs. In May, the
difference was spectacular, with ADP predicting 173k new jobs, while the
NFP payrolls only printed at 38k. June data also reported a strong
difference but was more positive for market sentiment. ADP predicted a
172k increase and NFP reported 287k jobs creation. It is nonetheless
important to say that with both jobs data indicators providing different
figures it is confusing to determine a clear trend. NFPs are largely more
volatile, while the ADP has been relatively steady and when it comes to
predicting the outcome of NFPs, the ADP has missed the mark for the last
two releases.

At last it seems as though the market is content so long as both indicators
are strong. This is what happened, July ADP came in at 179k beating
expectations by 9k and NFPs recorded a great 255k, 65k more than the
consensus.

What to expect after the NFPs?

A week after the FOMC, the market is still scrutinising every morsel of
information for hints that monetary policy will be tightened. Markets are
still assessing a 37.3% probability of a rate increase for this year. We
maintain our position that the Fed is dovish and not ready to take further
action that would weigh on the American economy.

Fifth of August's NFPs will be no different. The US election will provide
the Fed with its next excuse for not raising rates. Tightening monetary
policy is way more than just having strong jobs data and an inflation that is
headed towards the target. The reality is that 15% of the US population is
on food stamps which represent nearly 50 million Americans. The Fed
wants to appear hawkish but is actually dovish. Currency-wise, we
maintain our long-term view that the dollar should continue dropping on
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Good Jobs Report Won't Be Sufficient For A US Rate Hike

on the back of continued failed expectations that a rate hike will happen.
The slight decline of the EUR/USD amid the jobs data is a great entry
point to reload long positions.
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Economics South Korea: Rate Cut Still In The Pipeline

1003Spillover impact of China's slowdown on South Korea L5

Since the beginning of the year, the South Korean won has been rallying
. . . . . 804
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bright as exports fell another 10.2%y/y in July compared to -2.7% in June
and -6.7% median forecast. Imports contracted 14%y/y (verses -10.5% exp.
and -8% previous). Consequently, the trade surplus slid to $7.8bn versus
$8.2bn median forecast and $11.5bn in June.
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Overall, the data suggests that the recent appreciation of the won has
dampened further the country’s exports amid the Chinese slowdown. The
minutes of the July’s BoK meeting indicated that the MPS is waiting for
further indication regarding the effects of the previous rate cut before
cutting rates again. However, since central banks across the planet
continue to ease their monetary policy further and since the Fed is
expected to remain on the sidelines for a while yet, the BoK may have no
choice but to join the currency battle and cut its repo rate in order to
prevent the KRW from appreciating. In addition, the inflation data
released last week showed that price pressure remained subdued and
that CPI is still struggling to move towards the 2% target. Headline CPI
printed at 1.6%y/y, missing consensus of 1.7%.

USD/KRW is trading at a 19-month low as it hit 1,106.37 on Tuesday
morning. On the downside, a support lies at 1,097.47 (low from June
22nd), while on the upside a resistance can be found at around 1,200.
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IMM Non-Commercial Positioning

The International Monetary Market (IMM) non-commercial
positioning is used to visualise the flow of funds from one currency
to another. It is usually viewed as a contrarian indicator when it
reaches an extreme in positioning.

The IMM data covers investors' positions for the week ending July 26t
2016.

The BoE cut rates to 0.25% as widely expected by financial markets. Net
position is still largely short and investors are betting on a more difficult
situation for the UK. The consequences of the Brexit vote still have to be
assessed. The GBP short position is at a record high.

The EUR net position is also shorter. Uncertainties are growing. Most of
the central banks in the world are largely all-in and the efficiency of the
monetary policies is more questioned. On top of that, the future of the EU
appears darker.

Safe haven bets are being reduced. Yet, speculators are still long CHF
and JPY. Commodity currencies seem to be the new place to be with
CAD and AUD largely long which demonstrates that global uncertainties
are too important. The risk-off sentiment drives investor towards Gold.
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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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