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Economics

Despite the feeling that dark storm clouds are building around the Swiss
economy, there is limited indication that anything significant will occur at
the Swiss National Bank's quarterly policy assessment. Since the SNB's
last assessment, growth has outperformed expectations with PMI
manufacturing rising to 51.0 and GDP accelerated 2.0% y/y (fastest pace
since 2014), while inflation, still negative, continues to grind higher. But
most importantly, the CHF exchange rate remains steady against the EUR,
while marginally weaker verses the USD. At this week's policy
announcement, we anticipate the SNB will maintain economic
projections, keeping the deposited rate of -0.75% and pledging to limit
the CHF from excessive appreciation.

The SNB remains in a challenge position. The alpine nation is
overwhelmingly influenced by the policy actions of larger central banks.
With a clear understanding of the bank's limitations the SNB policy
strategy is responsive not pre-emptive. In this regard, development in
Europe is being monitored. The ECB held policy steady opting to
conserve firepower. However, the issues from Brexit are only now
beginning to materialize both on the economic and political front. It's
highly likely the effect will manifest in a way that will force the ECB to act.
Merkel’s election loss and growing backlash is a potential indication of the
political volatility that Europe is facing.

Moving forward, direct FX intervention and interest rates will remain
policy tool of the SNB. Price stability is the bank's mandate with a focus
on the overvalued CHF. Intervention effectiveness has proved difficult to
sustain over a long period but highly effective in the short term to
discouraged speculators. In the longer term negative interest rates seem
to be the SNB members' option of choice.

WEEKLY MARKET OUTLOOK

SNB to remain reactionary

It's a simple way to maintain the interest rate differential with the Euro,
making the CHF less attractive. However, NIRP punishes average savers
and insurance companies promoting many to questions its helpfulness.
Speculation that QE could be an option however, the lack of depth in
Swiss bond markets (chf67.1bn) and marginal effectiveness on influence
CHF make this unlikely. Given the current environment the SNB will be
comfortable to stay on the sidelines indefinitely. Only if a “shock” threats
the EURCHF exchanges rate will the SNB jump back with a policy
response.

Exchange is critical to price stability kel IR
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German Economy Suffers And ECB Is On The Dovish Side

The first European economy is not looking that great. Over the past
weeks, German data has provided quite a disappointment after July
factory orders came in below expectations at 0.2% m/m vs. 0.5% m/m.
Over the year, factory orders have shrunk by 0.7%. In addition, July
industrial production was also very weak. Consensus bet on a quasi-flat
print at 0.1% m/m but the figure was released in negative territory at
-1.5% m/m. Germany's economic data is very troubling, especially when
we consider that the country is the main driver of the Eurozone.

Europe's first economy is clearly decelerating and the benefits from the
ECB's QE program remain to be seen. Since January 2015, the ECB QE
program has topped 1 trillion euros in purchases. The program was set to
cease once an adjustment in the inflation path occurred. For the time
being, German and European CPl are at 0.4% and 0.2% y/y respectively.

Draghi has mentioned at the following ECB press conference last
Thursday that inflation is set to remain low, exactly like in Japan. In terms
of growth, the ECB has slightly raised its forecast for growth in 2016 to
1.7% from 1.6% but has revised down the ones for 2017 and 2018 (both to
1.6% from 1.7%). Mario Draghi has said that the Eurozone growth is
weighed on by Brexit. But before the Brexit we cannot assert that
everything was looking that good.

However, the ECB has maintained its rates unchanged as widely expected
by markets. Some policymakers have recently expressed the concern that
negative interest rates could be detrimental to the banking sector and put
banking profits at risk, especially in the event of rates going even deeper
in negative territory.

Surprisingly, Mario Draghi has not mentioned if the QE program will be
extended beyond March 2017. When looking to QE in Japan or in the US,

it shows that a 2-year QE program is definitely not sufficient to stimulate
growth and inflation. We are now in an era where central banks need to
keep their credibility so revealing the less looks to be the new ECB
strategy. Announcing too early an extension of the QE program could
have been taken like an acknowledgement that the QE is not working as
it should be. It would actually mean much about its inefficiency. And as a
result, the free money party is set to continue for stocks and bonds
investors.

As most of the other central banks, the ECB starts to be out of weapons.
Indeed, the scarcity of bonds is making it increasingly difficult for the
ECB to continue its massive asset-purchase program. Recently, bond
yields have slightly risen, on renewed hopes that the end of free money
will end by the Fed raising rates again. So this small rally is definitely
supporting central banks and in particular the ECB. Still, those slight
higher yields are certainly helping, for the time being, the ECB from
having to add further stimulus.

At some point, we may consider other monetary policy tools such as
buying stocks or helicopter money despite Draghi kept on repeating this
has not been discussed yet amongst policymakers. Anyway stimulating
the economy must be done or a great recession can be triggered.
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Economics Solid UK Data Will Keep BoE Happy

-

UK PMIs bounced back in August
The UK economy continues to send some incredibly good signals in spite
of the Brexit vote and the release of a downbeat forecast that H65
immediately followed the announcement of the referendum. Over the last
few weeks, the Bank of England has gained a clearer insight on the effects
of its interest rate cut and increase in its bonds purchase programme
announced in early August. Economic data, from the industrial sector to
the housing market, printed systematically above market expectations.

=60

Nationwide, house prices rose 0.6%m/m in August, while the market was
expecting prices to have contracted 0.1%. Markit manufacturing PMI
crossed the 50 threshold, which separates growth from contraction, and
printed at 53.3; up from 48.2 and above median forecast of 49. Similarly,
Markit construction PMI ticked-up to 49.2 from 45.9, beating consensus of
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respectively (versus 50 and 50.8 expected). Finally, industrial production el 2014 | 201 | 2016
expanded 2.1%y/y in July, above estimates of 1.9% and previous reading
of 1.4%. Industrial production growth above yearly average Lo
Next Thursday (September 15th), the BoE will give a first assessment of Lao ,5
the change in monetary policy made in August. We do not expect any L
kind of excess optimism from the BoE as the pound sterling needs to stay 2.0
weak in order to guarantee a smooth transition once the actual effects of Lo I
Brexit begin to kick in. Moreover, the pound has been strengthening ||||||/|| I | || o]
substantially over the last few weeks, gaining roughly 4% against the US | # ' e | || | [
dollar and the Japanese yen and 3% against other G10 currencies. We | ‘ / -0 ¢
wouldn't be surprise if the UK did not effectively leave the EU this year,
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therefore we expect further GBP strength in the short-term, especially /
now that the Fed is backing away from an interest rate hike in September. F-3.0
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Economics Policymakers To Speak Before Fed Meeting

US: Better unemployment rate but declining
wages growth !

+15.00
Now that the ECB meeting is over, all eyes are on the next Fed meeting

on 21st of September. For the time being markets are pricing in a small
probability (28%) of a Fed rate hike. There is too little time left for k10,00
policymakers to send hawkish signals that would allow markets to fully
reprice a rate hike.

There will be many much-anticipated speeches over the next week such
as those from Governor Lael Brainard, New York Fed President Dudley or
Vice Chair Fischer. In our view, these speeches will, as usual, only provide +0.00
mixed signals. We do believe that a rate hike will happen - at least not
before year-end.

. . . . M US Unemployment Rate - %
Currency-wise, the demand for dollar is going to increase as long as the B US Personal Tncome YoY - §

Fed maintains its stance that a rate hike is possible in the near-term. The T ®B ‘ @
Fed has been sending hawkish signals for a while, with no real action 2009
being taken. Last December's rate hike was only a move for the

credibility. Our research tends to confirm that the state of the US

economy is completely overestimated and will stick with this view.
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Recent data such as the ISM non-manufacturing & manufacturing report
have sharply declined. The manufacturing sector is in contraction, while
the non-manufacturing industry should soon contract according to recent
data.

When looking at the unemployment rate and wage growth, it is clear that
there is something wrong. Unemployment and wages growth cannot be
so low at the same time. Full employment should push wage growth
higher, which is not the case and is absolutely conflicting. The fact
remains that the unemployment rate in the US is largely underestimated.

At the same time, US corporate profits are still subdued or negative.
Equities are on the rise, but this is only because of the era of free money.
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Economics US Data Dashes September Hike Hopes

US economy disappoints again H0.60
Over the last few weeks, the Fed has reiterated its motto that the US I
economy is on a firmer footing and that the case for monetary policy [
tightening has become stronger. L o.20
Unfortunately for most hawkish Fed members, the latest batch of oo
economic data does not paint a very bright picture of the world’s largest
economy. After a brief respite over the summer months (mostly June and b 0.0
July), economic data has begun to surprise to the downside again. More I
interestingly, the jobs market, which was the mainstay of the Fed's F-0.40
economic recovery story, has been sending mixed signals which suggest
that the job market is going through a period of stabilization rather than a --0.60
period of expansion. In August, the US economy created 151k private
jobs, missing estimates of 180k and well below July’s figure of 275k. More B US economic surprise Index o080

worryingly, the negative trend seems to have accelerated over the last
twelve months. Over this period, average monthly gains eased to 204k
jobs, while over the last six months, monthly gains eased to 175 -
compared to 238k and 211k a year ago. This trend reversal clearly
suggests that America’s best days are behind it.

2013 | 2014 2015 2016

Similarly, after a solid second quarter, the manufacturing industry went
under renewed pressure in August with the ISM manufacturing printing
below the 50 threshold at 49.4, down from 52.6 in July (versus 52.0 median
forecast). Markit manufacturing PMI remained stable at 52.0 (versus 52.1 in
the previous month).

Even before the release of the last batch of disappointing economic data,
we had already ruled out a September rate hike. It is clear that it is now off
the cards. On the other hand, December is still on the table, but there will
need to be an improvement on the data side, unless the Fed will stand
still.
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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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