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FX Markets

Emerging market currency had an extremely busy week, while G10
markets were in wait-and-see mood. Political uncertainty in South Africa
spiked driving ZAR weakness. The much anticipated, but marginally earlier
then suggested, EURCZK floor was removed. While US missile strikes on
Assad regime highlighted increased tension between the US and Russia
causing RUB to fall 1.0% overnight. Yet, despite the idiosyncratic risk of
each currency we remain bullish on the asset class and view pullbacks as
opportunity to reload EM longs. The external environment remains
supportive as globally, activity indicators show stronger economic
performance and commodities (oil) prices inched higher. Specifically we
remain bullish on INR for two key reasons. First is the hawkish monetary
policy meeting and secondly, the resiliency of the INR to external
geopolitical events.

The Reserve Bank of India (RBI) held the benchmark policy repo rate
unchanged at 6.25% but raised the reverse repo rate by 25bp to 6%
(narrowing policy rate corridor). Despite that fact that adjustment of the
repo rate is slightly more operational, the move does have hawkish
overtones above neutral policy stance. But, the RBl's upwards revision in
the inflation projection by 25bp to 4.75% for 2017-2018 was a clearly
hawkish signal. Annual growth is projected at 7.4%, for 2017 and the RBI
sees improvement in advanced economies as supporting further
economic acceleration. We suspect the probability of the RBI cutting rates
this year is significantly low consider the growing inflation pressure
(despite inflation falling to 3.4% well below 5% target level) and health
growth backdrop.

While there is a lack of core drivers, non-market related events continue
to inject short term volatility.
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Mounting expectations for Trump tax reform, French presidential
elections and contentious Brexit negotiations suggest that hype will
cloud real fundamentals. Yet so far the INR has proved surprising
resilience to external events. While investor quickly rotated to safe-haven
FX trades (JPY, USD and gold) on the news of US military aggression,
INR appreciations continued un-interrupted. In the last 3-months INR has
gained 5.80% against the USD at a time when US treasury rates were on
a rollercoaster ride. Indian economy has become a magnet for capital
inflows which could force that RBI to attempt to limited INR strength. But
current RBI FX interventions have been limited indicating comfort with
INR levels. If nothing else investors can enjoy a high carry with INR.
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Economics

Given the lacklustre pace of recovery of the US economy, most
participants expected the Fed to stick to its initial plan: gradual rate
tightening. Instead, the minutes of the March FOMC meeting revealed
that the members discussed extensively the strategy to start unloading
the $4.5 trillion of bonds and mortgage-backed securities that currently sit
on its balance. Technically, the Fed did not actually discuss selling those
assets but rather changing the committee’s reinvestment policy later this
year. Indeed, the central bank is currently reinvesting all principal
payments from its Treasury, agency debt and agency MBS portfolios,
which has the effect to maintain unchanged the nominal size of its
portfolio.

Until now, Fed members were only vaguely discussing about unwinding
its bonds portfolio. In addition, the balance sheet discussions only
recently started to gain traction. The market did not expect the Fed to
move that fast as most analyst were expecting the Fed would start fine-
tuning its reinvestment policy in the middle of 2018. This surprise move
caught investors off guard and forced them to reassess the US economic
outlook as well as the effect on the USD. Indeed, choosing to unload the
balance sheet instead of tightening short-term rate has the advantage to
limit, to some extent, USD appreciation.

At present, it is difficult to know what the real effects of unwinding the
balance sheet are going to be. In such a situation, the market's response
was rather muted, translating perfectly the fact that we are entering new
territory. In addition, the reflation trade in the US is, more than ever, being
questioned by market participants as President Trump’s administration
has been unable to carry out any of its planned reforms so far. Moreover,
the unpredictability of Trump's foreign policy will also keep investors on
the back foot, which would eventually prevent the USD to appreciate
significantly.

WEEKLY MARKET OUTLOOK

Nevertheless, the backdrop of political uncertainty in the European
Union favours the greenback in the short-term, especially against the
euro and the pound sterling. Indeed, the sharp increase in implied
volatility - 25 delta risk-reversal slid to -3.51% on Friday - suggests that
the market is becoming increasingly worried about French election. Due
to its safe haven status, the Japanese yen remains the best candidate for
upside surprise against the USD.
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Economics

The second debate of the French Presidential Election was broadcast
earlier last week, during which the 11 candidates had the chance to
expose their views on many different topics. Emmanuel Macron, who is
leading the polls for the final win, was hardly attacked by the other
candidates. No candidate performed badly and so it was very hard to find
a winner.

There are only two weeks remaining until the first round of the French
Election. We know that whatever may happen in those last few weeks,
declarations from candidates may still have an impact on the markets.
Francois Fillon has not renounced, despite being considered out of the
race in February, and we may see him increasing again in polls. His
chance of a final victory is still alive.

Regarding Emmanuel Macron, many socialists are now supporting him.
What should we believe from that? We believe that their endorsement is
less in a desire to counter the National Front, but rather to participate in
the likely new presidential majority.

A few weeks ahead of the first round on April 23rd, there is some
disappointing data on the French industrial side. February's industrial
production declined by -1.6% m/m, well below the market's consensus at
-0.3%. On an annualized basis, the decline is around -0.7%. Manufacturing
production also declined strongly in February to -0.6% y/y. This is the
worst contraction for French industry since September.

In the markets, we can see the CAC 40 is improving more slowly than the
Euro Stoxx 50. We try to measure investors' fear and we believe banks'
stocks price are a good proxy for that. It is clear that their volatility is
increasing.
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Mélenchon Risk To Single Currency Is Underestimated

The end of the Hollande mandate is rather difficult and the new
President will definitely have a hard time pushing the French economy.
This very weak data illustrates why there has been a boost towards more
sovereignty over the last few years and the rise of the nationalism.

Currency-wise, we do not see the euro improving should Macron or
Francois Fillon get elected. There is also a growing risk for the monetary
union as we believe Jean-Luc Mélenchon's chance of winning is
underestimated. His performances in those kind of debates are always
one of the most accomplished, if not the best. And his “Plan B” is that in
the case of negotiation failure, he would not hesitate to ask for a Frexit
referendum. So we now assume that Euro downside risks are not
anymore only due to Marine Le Pen.

The markets are still betting on a Macron victory but we assume his
inexperience is going to be tough to overcome against his major
competitors. The markets seem calm and the first round is going to
provide us with a decent gauge. For now, markets are still not pricing a
Le Pen victory. In terms of currency, the Euro is consolidating against the
USD between 1.06 and 1.07 and we believe that there is more room for
further downside in the short-term.
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Themes Trading Oil Recovery

Cuts in crude oil production and growing demand indicate that crude
prices should continue to grind higher in 2017. In an unexpected move,
OPEC silenced skeptics by orchestrating the first production cut in eight
years between OPEC and non-OPEC countries. The agreement sent
crude prices soaring. After four years of depressed crude prices as a result
of a global supply glut, the group’s three largest producers — Saudi
Arabia, Irag and Iran — overcame significant disagreement to move to
reduce global oil inventories. The agreement was unprecedented, with
Russia and Mexico also joining in to cut output.

Oil Recovery
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As oil market dynamics continued to tighten, certain companies are better
positioned to take advantage of improving oil prices. This Oil Recovery
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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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