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FX Market ECB: Let the games begin

intentions of challenging.
At this week’'s European Central Bank policy meeting we expect the
Draghi will signal a step-away from emergency measure by removal of
easing bias and deceleration in pace of asset purchases. Yet, details are
not expected until next meeting at the end of October. In addition, the
ECB president could emphasize new forward guidance on rates to lessen

Friday ECB Nowotny stated that Euro moves shouldn't be
"overdramatized" and chance QE plan not fully ready until Dec.
Already member are taking down expectations. Draghi careful

signaling effect of the actual change. To cushion the blow and avoid comments in a speech in Sintra, generated volatility as yields and
excessive Euro appreciation, Draghi will attempt to hide the clear euro reacted significantly. The ECB will proceed cautiously with
meaning and stress that reduction is not tightening. This feat likely be the removal of monetary stimulus, maintaining flexibility and
accomplished by puzzling "Greenspan-like” language, stressing flexibility controlling any excessive appreciation in Euro.

and eventually extending the asset program by six months, (slowing
monthly pace of purchased to €30bn). Just enough information to place
the seed of doubt in euro bulls mind.

The rational for removing emergence measure via the reduction of bond

urchase is simple. The European economy has recovered strongly. 1.
: P P / 9 appreciation making ECB uncomfortable .

According to members, European growth “was increasingly self-

sustaining and hence had become less dependent on the current degree 13500
of monetary policy ac_commoda_tion". Thi§ also supports our thin!(ing .that L 1 2000
the ECB growth projections will be revised higher. However, inflations i

path remains subdued as even Augusts uptick was item specific and not b 1.2500

broad-based. There is increasing discussion that reduction is less
economic decision and more market structure driven choice. Should the
ECB continue its €60bn monthly purchases, holding of German sovereign

debt would reach its self-imposed limited to by a maximum of 33% of [
issuers bonds. Shortly after bond holding limits will be breached with +-1.1000
other core EU nations. The ECB could adjust the limit, however ruling by i

= 1.0500

the European Court of Justice and the German Constitutional Court

indicated the purchase program is legal only if they refrain from monetary -. D, ;lm
financing. Draghi in May indicated awareness of Treaty rules and had no ‘ '

2014 2015 2016 2017
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Economics

The week started fairly well for the greenback as investors reduced their
short positions ahead of a full week of economic data. The first batch of
data was quite encouraging with ADP employment change rising to 237k
versus 185k expected and the second print on the second quarter GDP
being revised to 3%q/q (annualised) from 2.6% initially estimated. The
dollar index reversed the trend as it climbed back towards the 93
threshold. However, things started to deteriorate slightly on Thursday
amid a mixed personal income and spending reports and flat inflation
readings.

Indeed, personal spending and income came in roughly in line with
expectations, though the former printed slightly lower, suggesting that
personal consumption should continue to improve in the third quarter.
Moreover, June's personal spending was revised to the upside from a flat
reading to +0.2%m/m. However, investors should remain cautious
regarding the outlook as Hurricane Harvey will surely weigh on those
measures in the coming months.

On the inflation front, the Fed'’s favourite gauge matched expectation
with the core personal consumption expenditure printing at 1.4%y/y in
July, down from 1.5% in the previous month. This lacklustre inflation
reading is of bad omen for the Fed monetary policy normalization
process. However, the economy has recently gather momentum and it
should translate into a pick-up in consumer prices at some point. It will
just take time.

WEEKLY MARKET OUTLOOK

Tensions Are Mounting Ahead Of ECB And Fed Meetings

Expectations were quite high for the jobs report. NFPs were expected to
trail ADPs with median forecast standing at 180k while wages were
anticipated to have expanded 2.6%y/y in August. Nevertheless, it was a
big miss as all those gauge missed market's expectations. The US
economy created only 156k non-farm jobs, while average hourly earnings
grew 2.5%y/y. Finally, the unemployment rate ticked-up to 4.4%. On a
more positive note, we remain cautious regarding August data in
general as it has proved to be subject to significant statistical distortions.
One therefore has to take those figures with a grain of salt. The market's
reaction was harsh with the dollar tumbling 0.50% against most of its
G10 peers. Yet this negative USD sentiment didnt last long as ISM
manufacturing came in above expectations, printing at 58.8 versus 56.5
median forecast.

It was a bumpy week in the FX market as investors become nervous
ahead of this week ECB meeting and next week Fed meeting. Traders
are and will remain highly sensitive to economic data until September
20th. This going to be a busy week as many central bank will update
their police stance. The RBA (Australia), BoC (Canada), BCB (Brasil),
Riksbank (Sweden) and finally the ECB are expected. Be ready for a
potentially bumpy week.
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Economics Hurricane Harvey Impacts Crude Oil Prices

Coe|

The US Energy Department has released earlier last week inventories data i L 220
which shows a decline of 5.932 million barrels during the week ending =
August 25. It is the ninth consecutive weeks of decline and crude oil had |

lost 1% and was now challenging its 6-week low before bouncing back. ﬂ i 720 137300

15 =130

!
Qil fundamentals are challenged by the tropical storm Harvey which is A

ravaging Houston and some US refineries out there are now closed f kLM Ml N , M‘- i
temporarily. Yet, markets were clearly not fearing any potential shortages U ' * . \ T 10 H160
within the short-term as crude oil is most of the time very easy to replace. .
Any shortage longer than a week or ten day are usually driving crude oil I H140
prices higher. It now seems that some refineries will stay closed for at
least two weeks and crude oil prices jumped 10%. This natural disaster has
a significant impact on prices. Upside risks should likely persist within the
next few weeks. | 2015 | 2016 2017

1] -
-nrﬂ] Crushing / Gulf Crack Spread (R1)
M Gasoline front month (R2) 3 120

Other fundamentals are not very enthusiastic for the US refining industry.
The trend in the rig count is bearish due to sustainable low prices.
Numbers of rigs declined to 940 from a week earlier. Yet it is still up from
last year. Now markets will start pricing in the next OPEC meeting late
November. We do not consider that any production cut will be applied.
The market share war between OPEC members and the US will continue
and the US are likely to keep suffering.

Anyway, we keep on believing that upside pressures on oil are ahead of
us. In particular, at the moment, there is a seasonal effect that should
soon be back. In September the demand for crude oil normally increases
as the summer season is over and overproducing oil is not a viable long-
term project. Today's low crude oil prices are definitely preparing
tomorrow high prices.

Swissquote Bank SA Ch. de la Crétaux 33, CP 319 | CH-1196 Gland Switzerland
Tel +41 22999 94 11 Fax +41 22999 94 12 forex.analysis@swissquote.ch | www.swissquote.com/fx Page 5|7



WEEKLY MARKET OUTLOOK
a SWISSQUOTE 4 - 10 September 2017

German Leaders

German companies remains the most valued in Europe. High-end
manufacturing and solid governance continually make German equities a
quality investment. German stocks are likely to experience volatility ahead
of the federal election on 24 September, yet the expected outcome
should provide the needed stability, therefore the longer-term outlook
remains bright. Germany is the largest economy and a dominant political
force in Europe, often steering policy decisions towards its own self-
interest. ECB overnight rate is expected to remain negative for another 12

months, but tightening monetary policy is approaching. Investors will look German Leaders
towards Germany's fast growing companies for a higher rate of return. Industry . Culture. Econamy
Worries over the effect of a stronger euro on Germany's export-driven O MIDTERM ,j| MIDRISK

economy has weighed on the DAX bullish momentum. Yet despite the
higher euro, European companies have revised their 2Q earnings higher
by an average of 1%, the financial and automobile sectors being the
strongest. An improving global trading environment, world-class brands
and lagging valuation will keep investors interested in German corporate
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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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