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Economics

Following in the footsteps of the Federal Reserve last Wednesday and the
Bank of Japan on Tuesday, the Bank of England held the first Super
Thursday of the year. The BoE created the surprise last Thursday as it
revised its growth forecast to upside. Indeed, after the institution lifted up
its growth expectations to 1.4% - from 0.7% - during its last MPC meeting
back in November, investors were not expecting another upside revision
against the backdrop of the imminent exit of the United Kingdom from
the European Union. The central bank now expects the gross domestic
product will grow 2% this year amid improved prospect for global growth,
mostly due to the promise of tax cut and infrastructure spending in the US
under President Trump, as well as the positive effect of the past
depreciation of the sterling exchange rate. Similarly, the forecast for 2018
was slightly revised to the upside (1.6% versus 1.5% in November) as the
BoE expects that the country will really start to feel the sting of Brexit at
this end of this year.

On the inflation front, inflation figures were left largely unchanged as the
committee anticipates now that the consumer price gauge will increase
2%, compared to 1.8% in November, as the boost in commodity prices as
has been widely offset by the strengthening of the pound over the last
three months. Even though the MPC left its asset purchased program
unchanged and kept its benchmark rate at 0.25%, there are growing
concerns about the possibility that inflation over shoot the 2% target. The
market is therefore concerned the bank will have at some point to reduce
its support to the economy by either increasing rates or reducing bond
purchase. The most worrying thing is that the timing of Brexit and the
possible overshoot in inflation may coincide, which would put the BoE in a
very difficult situation, since it would have to decide either to defend its
credibility or to give some slack to the economy in order to soften the
hard lending that will stem from the Brexit.
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The market perfectly understood this situation and sold the pound
massively as it lost 1.30 against the USD.

The outlook for the pound remains particularly cloudy, especially now
that the parliament has no plan to slow down Theresa May’s Brexit move
(498 for versus 114 against). An actual Brexit is within reach now - even
though a few obstacles remain on the path - meaning that the pound will
likely stay under pressure over the coming weeks as May is getting ready
to trigger Article 50.

GBP/USD stuck in limbo as Brexit materialises
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Economics China Is Showing, At Best, Some Signs Of Stabilization

China: PPI strenghtens and should drive oo
China's outlook has the full attention of world markets. Earlier last week consumer prices higher

saw the release of important economic data, including January H6.0
manufacturing PMI which came in higher than expectations at 51.3 versus
51.4 in December. As we know, a figure above 50 indicates expansion.
This marks the sixth straight month of expansion.

4.0

+2.0
It is true that the housing boom has boosted demand for manufacturing
products as new buildings are on the rise. Industrial firms selling raw
materials have also enjoyed an upsurge in profits as commodity prices
show some solid potential lately. Nonetheless, as the manufacturing PMI
approaches the 50-mark, some fundamentals are beginning to cause fears
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- mainly that the housing market is on the decline. T p—
. . . . ) M China PPI YoY b 6.0
In addition, we are currently concerned that China's fiscal deficit, which T e e e T a e T s
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widened in 2016 will continue to do so in 2017. The PBoC has injected a 2014 | 2015 | 2016 |

lot of liquidity into the banking system through its MLF tool (medium-term
lending facility) and this may cause issues at some point, particularly as it
can drive downside pressures on inflation. We firmly believe that strong
economic risks are ahead for China. We remain bullish on the pair
USDCNY towards 7 in the medium-term.

We are in the middle of a currency war despite what China is saying,
especially that the yuan has never been used to gain an advantage in
commercial trade. The relation between US and China are deteriorating
and Trump suspects Beijing of unfair competition. It is likely that some
tariffs against China may be implemented by the US President which
would help the north-American country to fight-off deficit.

The future of the relation between China and the US looks uncertain and
consequences may be significant as any further US declaration that China
is a currency manipulator would lead to process required by international
law that specific negotiation takes place.
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Economics

Data released last week confirms our view that the European economy is
quietly performing well. Yet despite the solid data policy-makers, long
disappointed over the sustainability of growth improvement and steady
disinflation fears, continues to take a dovish stance on overall economic
outlook. We suspect this negative bias will eventually put the ECB behind
the curve in regards to setting monetary policy.

The headline Euro-area January final composite PMI were revised slightly
higher to 54.4 from 54.4, maintaining a five-year high. Solid new orders
and rising order backlog confirms firming demand, supported by
improving confidence in service and manufacturing sectors. These read
are setting up strong momentum for the start of 2017. In France, final
composite PMls were pushed up to 54.1 from the flash 53.8 read, as both
manufacturing and services confidence improved. Even ltaly, which saw
service confidence indicate potential weakness, printed a headline read
that remained stable. Spain which saw a marginal fall, encouragingly had
forward looking underlings suggest growing improvement.
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In addition the overhang of disruptive European political risks and
geopolitical events would worry even the optimistic economist. Yet,
remove the noise, economic data is unmistakably improving, and likely
to flip inflation pressures from transitory to entrenched. The ECB is likely
to hold their current monetary position yet the costing of waiting to
address the December end date of asset purchases would damage
credibility and economic outlook. Despite the rising political risk
emulating from France and persistent issues with Greek debt, we remain
constructive on EURUSD expecting an extension of current bullish trend
towards 1.1150.

Steady improvement

Denying Europe’s Inflation
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Euro-area headline inflation rose to 1.8% from 1.1% while core stabilized
at 0.9%. However, the ECB continues to believe that recent inflation spike L < 0000
is transient in nature and not durable or sustainable. According to recent
speeches by Mario Draghi and Benoit Coure conditions have not been L 5 0000
reached to warrant adjustment to current monetary policy. There was a
slight change in language as Mr.Coure |r.1d|cate.d.that.the ECB will be L2 0000
closely monitoring the development of prices. Disinflation has been the <~
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price pressures will remain low for the next few months is logical. ~—  ——/— Z— 72— J —
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Themes Trading Gold & Metal Miners

Gain in the Gold & Metal Miners theme have been impressive ytd. US
President Trump "Bull in a China shop" approach has generated
unwanted uncertainty and steady improvement in global demand has
create a solid rational for commodity linked stocks. The sudden collapse
in commodity prices in 2014 sent mining stocks into free fall. In the long
term, however, precious metals — and gold in particular — are the
perennial go-to sources of protection against inflation and economic

downturns, something investors should be looking out for. The gold
market is dynamic, and there are compelling reasons why gold producers !

could rally. Consumer demand remains solid, with around 2,500 tons of Gold & Metal Miners
gold mined worldwide every year. Industry Science . Tech
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Over the long haul, gold as a commodity has appreciated by more than
287% over the past 15 years; by comparison, the S&P 500 has gained less
than 44% over the same period. In a period of central bank policy shifts, it
is reasonable to envisage a rebound in metal prices — something mining

stocks will benefit from. Gold miners are a good way to tap into the GOld & Metal Miners Share Theme
benefits of precious metals without paying storage costs. PR |TE!: 0000
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Gold & Metal Miners theme can now be trading in an easy to execute -
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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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