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FX Markets

European investors have been cautiously watching last week’s EU inflation
data for likely forces driving the ECB's monetary policy strategy. Since
February, consumer price inflation accelerated to its fastest pace since
January 2013 and markets have been debating the rationale and
sustainability of the ECB ultra-loose monetary stimulus policy. In addition,
headline inflation which is trending higher towards the central bank's
objective of below but close to 2%, with divergent core inflation, exuding
persistent weakness, is a concern for Draghi.

The data release is expected to temporarily suspend demand for exiting
accommodating positioning. Eurozone flash HICP inflation dropped 0.5%
to 1.5% in March below consensus of 1.8% while core inflation slid to 0.7%
y/y from 0.9% in February, below expectations for 0.8% print. HICP
components indicate that all three indexes contributed to the fall in
headline inflation.

With the "courgette shortage” fading, fresh food prices have moderated,
sending food, alcohol, and tobacco price inflations to 1.8% from 2.5%. In
addition, with crude prices falling energy price inflation also weakened to
7.3% from 9.3%. Overall seemingly headline inflation peak of 2.0% in
February seems like an anomaly and unlikely to concern the ECB.
However, with solid economic data including stronger labour-market
outlook we suspect that underlying inflationary trend is on track and
March data is a temporary. We could see core inflation climb to 1.1% by
June supported by Easter related price increases. Less important are
expectations that headline inflation will rebound to 1.8% by June.

The ECB spent much of last week trying to control market chatter over the
exit. ECB members have been increasingly concern that the market is
getting ahead of itself by misreading communications.

WEEKLY MARKET OUTLOOK

Dovish comments from ECB members such as Nowotny have done little
to shift our European outlook. Yet, between data and comments our
suspicion remains, that calls for the end of extreme policy setting
(negative rates, easy lending, and bond purchases) are getting heard.
ECB board member Coeure stated that it was “legitimate” for the ECB
to review its pledge to keep rate at record low levels.

Overall, we don't expect to see actual changes in asset purchases and
negative interest rates until 2018. However, in between the dovish
guidance we suspect there will be hints of tightening. We suspect that
we will get higher deposit rate before QE ends in a strategy to keep the
market off guard. We remain constructive on EURUSD barring any shift in
the French election outlook.
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Economics Brazilian Government Caps Spending

Inflation converges towards BCB's target Lo
In spite of rising global uncertainty, emerging market currencies have 650
been rather resilient over the last couple of weeks. However, one has to 110
acknowledge that volatility also increased temporarily as investors I
preferred to remain cautious in the event that Donal Trump had to face :
another setback in implementing his programme. After completely Loo
erasing losses from last November and returning to around 3.05 in 550
February, the Brazilian real has been trading in a volatile range since then, +8.0
moving between 3.06 and 3.20 as investors await further clarity on the US L< 00
outlook to emerge. r7.0
It goes without saying that local developments in EM countries have been H6.0 baco
largely ignored recently - with the exception of the political turmoil in ‘.Imgmdmr_end P

South Africa last week - as market participants were too busy trying to W IPCA v/y (R2) m
anticipate Trump's next move. In Brazil, the economy is slowly gearing up Jun Sep Dec Mar Jun Sep Dec Mar

as the central bank progressively eases its monetary policy. The Selic rate 0B | 2016 | 20w

is currently at 12.25% but the market anticipates the benchmark rate to

reach 9% by the end of the year as inflation is expected to return within

the BCB's target range of 4.5% +/-1.5%.

All'in all, looking at the hard data it seems as though Brazil is on the right
track, however on the domestic side, the political situation is in complete
upheaval and the uncertainty that stems from it should prevent the real
from returning quickly towards its pre-recession levels. Moreover, the
austerity measures planned by the government will further delay a speedy
recovery as the lower classes of the Brazilian society are losing purchasing
power. On the other hand, it will restore confidence and attract foreign
investments. In the short-term BRL gains cannot be ruled out as investors
are still chasing returns and Brazil's temporary stability is quite attractive.
Nevertheless, the market is in wait-and-see mode and has slightly shifted
to risk-off.
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Economics UK: The Exit Process Has Finally Begun

Nine months after the Brexit vote, Theresa May has finally started the exit We are also bullish on the pound which we should further appreciate this
process by triggering Article 50 of the Lisbon Treaty. The UK Prime year. Strengthening of the pound is now very likely especially as Europe
Minister has spoken in front of the House of Commons last Wednesday. A faces a veritable minefield with the upcoming French and German
letter has then be delivered by 1.30pm to Donald Tusk. Negotiations elections. Time to reload GBP.

should last at least two years but the UK will still benefit many bilateral
agreements in the meanwhile.

The pound fell the day before from 1.2460 to 1.2380 against the dollar. In
our view, we believe that the markets are still overly pessimistic about the
UK situation. Recent economic data is improving, but we also believe that
the pound should appreciate in the medium-term. It is clear that
economists widely missed the target with their doomsday prophecies and
ironically, it is this very market pessimism that is supporting the UK
economy by increasing the competitiveness of its exports.

Now that Brexit is officially a done deal, the next questions will revolve
around the nature and tone of negotiations. 27 counterparts must accept
and agree with the UK's terms with each country holding a veto over
these conditions. It is for this reason that it is so difficult for countries to
renegotiate treaties in general. For this reason, we find the promise to ]
renegotiate treaties somewhat scammy. 1.45004

155004 UK: Stocks' increase partly driven h7500.00

1by a weaker pound
1.5000+

=7000.00

Last week, in the two days following the triggering of Article 50, the
Footsie 100 has risen and is now trading 16% higher than pre-Brexit levels.
It makes the increase even more impressive since the 2016 Brexit vote
also sparked a sell-off

1.4000+
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Now our view for the negotiations is that we believe there won't be any 1.30009

hard Brexit. It is nonetheless clear that negotiations will be tough with all
members having to agree on the final deal, which means that the next two
years will be a serious rollercoaster ride.
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Swiss Small Gems

Switzerland's stability has provided ideal soil for global brands to develop.
The Swiss National Bank’'s commitment to hold interest rates negative
"for some time" should convince domestic savers to move their savings
into stocks while allowing the Swiss franc to further devalue. With a
weaker Swiss franc, companies will regain some of the competitive edge
they have lost. However, Swiss companies rely more on brand quality and
innovation than on pure price competitiveness. QOutside the blue chip
names are small cap companies that are perfect for value investors,
offering a P/E of 15x (compared with 18x for US small caps) and attractive g
dividend yields. Swiss Small Gems
Culture.Industry. Finance

This theme was built using companies with market capitalizations below , ]
) LonGTERM 1] MID RISK

CHF 2 billion, P/E less than 18 and used a standard GARP (growth-at-a-
reasonable price) model to uncover the most attractive stocks. Y -0.43% "

Swiss Small Gems theme can now be trading in an easy to execute o B SWISS SMALL GEMS (Performance is computed based an C7) Bl SMI 20©@ Swissquote

. . Since inception A 4L4.59% 50.00%
Strategic Certificate. :

1-month return -0.43% 40.00%
30.00%
F|nd more info on: Return day 0.12% 20.00%
https://www.swissquote.ch/url/investment-ideas/themes-trading Est. dividend yield ogos,  looo%
0.00%
Inception date 25/08/15 -10.00%
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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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