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Economics Draghi Backs Away From Reflation Story

This strategic delay should allow a level of uncertainty to creep in and
bullish EURUSD momentum to subside. Especially since Fed 16th
September meeting is highly likely to bring a critical announcement on
re-balancing. The US incoming data continue to indicate solid activity
and solid labor markets with inflation rebounding. Supporting the theory
of an earlier then expected Fed announcement (26th July meeting). We
see EURUSD key resistance at 1.1716 to cap current bullish extension
with a likely downside correction on fundamentals factors.

With the summer trading fully upon us we don't expect any single driver
to get to far ahead. This includes the central bank “normalization” theme.
The ECB vs. Fed divergent normalization policy trade has already run a far
distance, increasing the likelihood of a USD bullish correction. Weakness
in the US economic backdrop and lingering reputation for the economic
data to underperform the Fed own forecasts has prompted traders to
push out the next Fed rate hike. Expectations for a December interest
rate increased has gone from 55% to 35% in a few weeks while since April
the USD has lost nearly 9.5% against the Euro. Yet beyond speculation,
Europe data and the ECB have not provided a convincing argument that
tighten will occur at any quicker pace.

Last Thursday ECB meeting was a tame event providing limited new

information. The ECB held operations unchanged while not proving any

real insight when tapering of asset purchases would begin. Draghi stated

that no precise date was given to ending asset purchased, going further L oof 5000
communicating that discussion would take place in the autumn. Draghi '
sounded dovish stating that inflation “is not where we want it to be”. )

Taking a clear step back from Sintra speech which highlighted the [\ F2.50 400
reflation story. He also mention that exchange rate has gathered some N
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Inflation's uncertain direction

The steady appreciation of the EUR and increase in bund yields recently is |
a likely a worry for the central bank. Draghi is clearly interested in avoiding A
aggravating the ensuing tightening of financial conditions and slowing
inflation further. Draghi saying vaguely that “autumn” would be
appropriate for discussion on exit he limited expectations for the Jackson
Hole confidence. Overall we suspect that the ECB will use the September il
meeting to set the stage for an October announcement. HH.i””ﬁH‘i”:i“H”“il\hwWJ‘!H
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Economics

Last week, at the Fed's semi-annual monetary policy, Janet Yellen
admitted that stocks markets are overheated. She declared that there are
strong “valuation pressures” across a range of assets. Despite that, Fed
Chair Yellen appeared... dovish while markets were expecting hints about
further rate hike before year-end. It is ironic as over the last eight years,
during the zero-interest rate policy time, the US central bank boosted
stocks higher through liquidity and strong verbal interventions.

We now believe that the Fed wants to leave inflation running. To do so,
the Fed won't drain liquidity from its balance sheet and rates are not
going to be increased above 2%. Yellen and the Fed knows anyway that
increasing rates above 2% would likely trigger a massive recession as the
US debt is too massive and the service of the debt would not be
sustainable. We strongly believe in this hypothesis knowing the level of
indebtness of the North-American country. A snowball effect could be
disastrous.

The normalization of the monetary policy is definitely going to take
longer. The dilemma is getting worse for US policymakers. The stock
bubble is underpinned by the Fed monetary policy but increasing rates
would trigger a recession.

Next Thursday, the US rates are then not going to be increased and we
consider that the US central bank wants to kill its debt through inflation.
The greenback should further weaken against the single currency and
reaching $1.17 for 1 euro definitely represents a short-term target. The
greenback is getting weaker against major G10 currencies and the euro
dollar is now trading at levels unseen since May 2016. The bullish trend
seems very deep.

WEEKLY MARKET OUTLOOK

For the time being, we still consider that the true state of the US
economy is overestimated. Economic fundamentals are mixed. Import
prices for June have been released and have declined by 0.2%. In May
imports price already declined by 0.3% m/m. Excluding Qil, import
prices have slightly increased. On top of that, the US CPI recoded four
successive declining monthly print. The Fed target seems less and less
attainable in a reasonable timeframe. As a result, we firmly believe that
reloading bearish positions on the dollar is a good bet within the next
few months. There is no evidence at the moment that the greenback will
strengthen in the medium run.

US Dollar Set To Weaken Again
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Economics

Over the last few years, the pace of new car selling went through the roof
in the US, fuelled by subprime loan. The shares of car manufacturers
enjoyed a decent ride as low income borrowers were given the
opportunity to acquire a brand new car despite weak financial means.

First have a look at the recent development in the secondary market. The
average transaction price of pre-owned cars rose to $19.2k dollar in the
first quarter of 2017 compared to $18.8k a year earlier, which may suggest
that the demand is solid and that the second-hand market still has
beautiful days ahead. However, do not get misled, this increase comes
essentially from rising MSRP (Manufacturer’s Suggested Retail Price) and
the effect of a persistent decrease in the average age of pre-owned cars.
Indeed, the average age of a retail used vehicle was 4.4 years in the first
quarter, compared to 4.5 years twelve months ago, while the average
initial  MSRP  rose to $34.2k from $32.9k.Taken together, these
developments result into a consistently widening spread between MSRP
and retained value of pre-owned cars. In other words, owners of a new car
have to take a bigger hit when they are selling their asset on the
secondary market. This trend should even accelerate in the future amid
rising supply of second-hand vehicles in the market, reducing substantially
the incentive to buy a new car as cheaper alternatives are available in the
pre-owned market.

Unfortunately this phenomena is definitely not about to reverse as the US
auto market is facing a new crisis. The auto loan market - and more
specifically subprime loans - has come under the spotlight recently amid
surging default rate. Indeed, similarly to what happened during the US
housing market a decade ago - when lenders didn't even care about
verifying incomes or job histories of borrowers - the history repeats itself
but this time with the auto industry. Low income borrowers were able to
drive new cars but were charged high interest rate, making the investment
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Dark Clouds Ahead For US Car Traditional Industry

very interesting, especially against the backdrop of ultra-low interest
rates.

As expected, low income borrowers cannot afford such a drain on the
long-term and therefore default on the loan and trigger the usual
mechanism: the lender seize the car and tries to sell it on the secondary
market, thus inflating the supply of pre-owned car.

Without going too much into the details, the bottom line is that after
years with record sales volumes, the US auto industry is ahead of years of
low entries. The top brands in market share in the US will inevitably take
a hit. Ford, Toyota, Honda, Nissan and General Motors are the first in
line. Therefore it is likely that the price of those companies will sooner or
later start moving south as sales volumes shrink.

Sales volume starts reversing
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According to cancer.org, it is estimated that 21.7 million new cases of
cancer will be diagnosed in 2030. Thirteen million cancer deaths are
forecast that same year. And with new lifestyles already suspected to
increase cancer risk, these figures are likely to be underestimated. As a
result, there are important discoveries to be made, and many companies
- including start-ups — are investing time and money to find treatments.

Of course, finding a cure for cancer takes time, dedication and

knowledge. Today's investment is tomorrow’s cure. It is also difficult to Cu ring Cance
know just what research is being done: findings often appear in Hesith - Bioloay. Tet h
confidential reviews. We have therefore selected 12 stocks where research il e Y
and development is focused on a wide range of medications. Our main /
diversification is between start-ups and revenue-generating companies. A 18.54% TN

We have selected five recent start-ups that completed IPOs in 2015 but
have yet to release any products. These companies are candidates to
become future pharmaceutical blue chips. Beigene and Syndax are
focusing their research on developing cancer treatment drugs, while
Editas and Avexis are focusing on the gene editing and therapy side.
Meanwhile, Proteostasis is in a niche market, focusing on drugs to treat 40.00%
cystic fibrosis. As well as these start-ups, we consider that well-established
anti-cancer pharmaceutical companies such as Juno Therapeutics and the
very old Bristol-Myers Squibb (founded in 1887) represent a safe bet. As 20,00%
such, we have overweighted revenue-generating companies. However,

B CURING CANCER (Performance is computed based on CHF) Il S&P 500 B Swissquols
50.00%

30.00%

alpha (outperformance) is likely to come from start-ups. 10.00%
0.00%
. . =10.00%
Find more info on: 2016 May Jun  Jul  Aug Sep Ol Mov Dec 2017 Feb Mar  Apr May Jun  Jul

https://www.swissquote.ch/url/investment-ideas/themes-trading
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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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