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Economics

Swiss economic data has come in mixed but nevertheless remains on the
soft side prompting analyst to question what next for the SNB. Retail sales
real y/y contracted to -2.2% following a revised -3.5% fall. Today's read
was a minor recovery after a steady string of weak reads since mid-2015.
There was also a positive recovery in food sales of 0.6% in nominal and a
0.8% in real terms rise. However, this rebound should be discounted as a
result of the favorable summer weather. Sales data has been consistently
low since the SNB abandoned the EURCHF minimum exchanged rate.
The strong CHF has shifted Swiss consumer behaviour, undermining
domestic sales as consumers search for bargains on durable goods and
big ticket items in neighboring nations. This long term shift in consumer
habits will add further negative pressure to inflation expectations as
retailers reduce prices to compete with the exchange rate disadvantage

In an article published last week in Swiss newspaper Sonntagsblick, the
Swiss National Bank’s Maechler provided basic reaffirmation of the central
bank’s current policy mix, while rejecting potentially more extreme
measures. Maechler commented that SNB members remain committed to
negative interest rates and that they believe that the use of NIRP has
successfully protected the CHF from further overvaluation. In very clear
terms, she ruled out the use of “helicopter money” stating it as a “no-
go.” Moreover, she suggested that for the SNB to give money to the
government would be illegal. Perhaps the most interesting insight was the
SNB's unconditional rejection of monetizing government debt. Evidence
that Swiss economic conditions are deteriorating is coming in fast and
heavy. There is clear proof that the overvalued CHF has reversed the
temporally encouraging inflation outlook. However, expectations for
further easing of monetary policy in the UK and ECB and mounting
geopolitical risks will likely increase demand for safe-haven assets (even a
rate hike in the US will provide uncertain directional FX flows).
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As highlighted by Maechler, the SNB cannot influence the international
environment, which puts the SNB in a purely reactive position. The
central bank’s use of negative interest rates has already come under fire
by insurance companies and pensions funds and is likely to find more
critics as banks begin to pass the cost to private savers (which they have
been reluctant to do). It is unclear why then, given the expected buying
pressure on CHF and the limited maneuverability in NIRP, that more
extreme measures are not on the table. We suspect that despite
Maechler’s defiant, some form of “helicopter money” is actually closer to
reality than this interview would have us believe. Remember,
Switzerland's basic income referendum gathered 20% of the vote and
SNB members were restating commitment to the 1.20 floor just days
before abandoning the exchange rate policy. In the short-term we
anticipate CHF will find buyers with EURCHF targeting 1.0863 (base &
55d MA).
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Bad news for the experiment dubbed ”“Abenomics” continues to pour in.
After a disappointing core CPI, which decelerated to a meagre -0.5% y/y
in July and weak consumer spending today, industrial production seems
to have all but disappeared after it fell -3.8% y/y in July following a -1.5%
contraction. This marks the lowest read since February tracking the steady
appreciation of the JPY.

In acknowledgement of Japan’s current predicament PM Abe’s adviser
Hamada admitted that Abenomics is “not doing well.” Japan's string of
weak data releases has only increased expectations for the BoJ to act on
the 21st of September. However, the current thinking is that any actions
will be unimpressive and unlikely to significantly move the proverbial
needle. In fact, as discussed on CNBC yesterday, we believe that the BoJ
will be the first central bank to "hit the wall”. Once this happens, the BoJ
will lose control of the wheel as its monetary policy mix becomes
ineffective in enforcing a credible strategy. The primary policy measures in
negative interest rates, quantitative easing and purchasing private sector
assets are no longer having the anticipated result, more specifically to
weaken the JPY.

Given the market view that the endgame is near, even excessive easing
will not have any long-lasting effect. Clearly, lower interest rates and
additional purchases will have no effect on JPY strength or changing
Japan's gloomy economic outlook. However, BoJ policy makers continue
to stress that they have not exhausted policy options as BoJ's Funo
suggested this morning. Potentially this means that the BoJ is inching
towards the policy innovation: “helicopter money lite”. While we wait for
more clarity on this position USDJPY continues to depend on US yields
and the shifting view of a Fed rate hike to drive prices.

WEEKLY MARKET OUTLOOK

Given our base scenario that September’'s FOMC will not bring a 25bp
hike, we remain bearish on USDJPY. Chief Cabinet Secretary Suga’s
comments that Japan is ready to respond with appropriate force should
FX prices become disorderly, indicates a loose floor at the 100 handle.
USDJPY’s current rally should be capped by 103.50 (65d MA), with
expectations of a reverse towards 101.84 then 100 targets.

Abenomics miracle fades Fao [
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The Markit UK PMI for August had been released and data largely beat
expectations. The figure came in higher at 53.3 vs 48.3 for July - 50
indicates expansion - while it was expected below 50 for the second
consecutive month. Although having been on tenterhooks since the Brexit
vote, UK data has surprised in recent weeks and shows no signs of slowing
in activity.

The true consequences of the Brexit vote still need to be pinpointed as
we continue to closely scrutinize all new data. Other data such as the
Nationwide House Price data came in largely above expectations at 0.6%
m/m in August and by 4.8% y/y, supporting our rationale that Brexit fears
have been largely overestimated. Indeed, UK adhesion to the EU was,
before the vote, already subject to many conditions which will not
dramatically change the future of the island.

In terms of monetary policy, we believe that the BoE is likely to stay on
hold at the September meeting, which will be held one week before the
Fed meeting. There is no emergency to stimulate the GDP which rose
0.6% in the second quarter and the central bank will likely await additional
data before further easing. The cable has further upside room to
appreciate and we should not see the pound go below 1.30 dollars. The
Brexit vote has been positive in terms of helping the BoE to devalue the
currency. As a result, policymakers have gained some time to further
adjust their strategy.

Politically speaking, it would be a very bad move, from Theresa May to
now trigger any fear that a Brexit will not happen as it is in the country's
interest to hold on to their weaker currency. This is why the UK prime
minister continues to hold firm on her position that the Brexit vote result
must be respected. We remain skeptical however and will only believe it
once article 50 is triggered.

WEEKLY MARKET OUTLOOK

Investors are ready to step in the pound and while the Brexit
consequences have been overestimated, it is also important not to
forget that we are in an era of low interest rates and that clearly deflation
pressures are largely pushing higher. For example PMls have all declined
in developing countries. Last but not least, the BoE maintained rates on
hold for seven years until the Brexit referendum. Needless to say that
this meant that the UK economic momentum was not positive. Now that
the pound has largely devalued, the BoE has gained some time to fight
its real enemy, which is not Brexit, but rather deflation.

UK Economy Improves Despite The Brexit Vote
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After months of waiting, the Brazilian Senate finally voted 61-20 last
Wednesday to remove Dilma Rousseff from office after she illegally used
money from state banks to fill budget holes.

Michel Temer, the former vice-president, has already been sworn in as the
new head of state until 2018. Since the beginning of the impeachment
process, traders have consistently bet that the removal of Rousseff would
give the government more flexibility to shore up fiscal deficits and put the
country back on a sustainable growth path.

Market expectations are in fact very high, placing a heavy burden on the
new government. The stock market has surged massively over the last few
months as central banks across the globe continuously pump liquidity in
the global economy and investors continue to chase higher returns. The
Bovespa index has surged almost 60% from January’'s lows and Brazilian
rates have fallen sharply as investors forecast a brighter outlook.
Currency-wise, the real has surged 30% against the US dollar.

On the other hand, economic data continues to worsen as the real GDP
declined 3.8%y/y in the second quarter of 2016, after falling 5.4% in the
first. The labour market also remains under significant pressure with the
unemployment rate surging to 11.6% in July - compared to 8.6% a year
ago. This will weigh heavily on Brazil's consumption and therefore
decelerate the recovery process.

We expect the market to return its focus to the fundamentals now that the
political stalemate caused by Rousseff's impeachment is over. When we
compare market expectations with the current state of the Brazilian
economy, it is pretty straightforward to conclude that something is
definitely wrong. Therefore, we expect Brazilian assets to correct
downward over the next few weeks as traders slowly realise that they can't
live up to the hype.

WEEKLY MARKET OUTLOOK

Brazilian Impeachment: What Now?

Retail sales collapse as unemployment rate surges
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It has been almost three months since the UK Brexit referendum and
economic data in the eurozone seems largely unaffected. Given the
general assessment that the eurozone has dodged a bullet, we suspect
that the ECB will only marginally tweak forecasts and will be less likely to
expand its easing program. We expect that Draghi will opt for a wait-and-
see strategy based on the impact of the Fed policy decisions. In the
absence of any sudden shifts in Europe’s economic outlook, the ECB will
stay on the sidelines with its current policy mix. ECB economic projections
could however be adjusted lower to reflect the less optimistic consensus
read. Expectations for significant growth shock sent the 2017 growth
forecast down to 1% from 1.2% (2016 unchanged at 1.6%) however, so far,
fears have been unwarranted. Given the ECB's current growth projections
of 1.7%, we could see a marginal adjustment to 1.4%-1.5%.

Considering the weaker state of the Euro due to Fed raising policy rates,
the currency competitive valuation would help backstop a deeper
correction. Inflation remains a concern for the ECB at its current
persistently low level. The conversation at the ECB over the reasons for
weak inflation dynamics has heated up with many suggesting that the
ECB's own bond buying program is the root cause of the depressed long
term inflation outlook. Despite the downward adjustment to growth, we
suspect that inflation will remain basically unchanged for the next two
years. The ECB's policy mix of negative interest rates, asset purchases and
unlimited cheap funding to banks has achieved good results for the
European economy. If not at this meeting, it's highly likely that the ECB
will signal an extension of its bond purchasing programme through March
2017 (to reduce market uncertainty). We anticipate that the ECB will wait
for the December meeting before announcing any official extension to
QE and combine it wi

WEEKLY MARKET OUTLOOK

ECB This Week...Don’t Expect Much

We anticipate that the ECB will wait for the December meeting before
announcing any official extension to QE and combine it with further
adjustments to economic projections. By December's meeting, the
longer term effects of Brexit should begin to become more apparent.

ECB policy mix remains effective
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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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