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FX Market Inflation Key To EURUSD

EU inflation data will be critical for the near-term EURUSD direction. Last hold). In the US, traders are sceptical of the Fed optimistic forecast, while
week the Fed took another significant step towards policy normalization in the EU, traders have accepted that the next move for Draghi will be
by announcing the start of balance sheet reduction in October. In tighter policy. We view any dip in EURUSD as an opportunity to reload
addition, despite lacking a upwards trend in inflation data Fed members EURUSD longs.

indicated that a December hike, then three more 25bp increase in 2018
was the base senario. The net result was a marginal and short lived USD
rally. For EURUSD traders the Fed played their hand, so the next move will
be the ECBs.

Strong improvement in EU growth outlook, led by domestic consumption,
and improving backdrop for inflation has encouraged ECB policy makers
to suggest the removal of emergence measures. However, further
evidence that inflation trajectory will continue would provide the basic
justification for a reduction in asset purchases. The most recent print of
August core inflation was 1.2% y/y, above expectations. Yet the rise has
not been broad-based, depending primary on the tourism trade in
southern nations. Spillover from the summer holiday season into
September is not expected while the strong Euro probably damped
demand for industrial goods. We anticipate that September core inflation
will stall at 1.2% y/y (1.2% y/y exp). However, consumer spending,
supported by the strong gain in labour markets, is expected to drive the
September headline read to 1.6% y/y from 1.5% (1.5% y/y exp).

The initial reaction to an unchanged core inflation read will likely be
disappointment with traders unwinding speculative Euro longs. However,
the sentiment around the EU is positive, supported by Merkel winning a
historic 4th term as German chancellor and UK “Brexit Bill”
concessions. In addition, on a technicality, the ECB will have to reduce its
bond purchased in 2018 since they are restricted to hold no more than
33% of nations sovereign debt (German debt will be first to hit that thres-
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Economics

As widely expected, the FOMC triggered the process to reduce the size
of its $4.5tn balance sheet. Although the normalization process will start in
October, which could be seen as a bit rushed, the pace of disinvestment
will be very slow and has already been well telegraphed as described in
the Addendum to the Policy Normalization Principles and Plans released
in June.

As a first step, the Federal Reserve will reinvest principal payments it
receives from maturing Treasury securities only if it exceed $6 billion per
month, then this “cap” will be increased by $ébn every three months until
it reaches $30bn a month. Regarding principal payments from agency
debt and mortgage-backed securities, the process is the same except
that the initial “cap” is set at $4bn a month, while the “cap” will increase
by $4bn every three month until it reaches $20bn a month.

The reaction of investors was quite mixed as the US dollar was unable to
maintain its gains and returned slowly towards its pre-FOMC meeting
levels. Initially, high quality commodity currencies such as the CAD, NZD
and AUD experienced a more acute sell-off, mostly due to the substantial
proportion of long speculative position in those currencies against the
USD. However, by Friday afternoon, even the Japanese yen retraced
against the greenback with USD/JPY easing towards 112.

It must be noted that all in all, it wasn't a hawkish meeting with both the
statement and Yellen's speech being cautious, especially about the
inflation forecast. Speaking of which, the Fed revised downwardly its
inflation forecast. Now, FOMC members don't expect core inflation to
reach the 2% target percent until 2019. However, the growth forecast was
moderately revised to the upside as the real GDP growth forecast has
been lifted to 2.4% for 2017 compared to 2.2% previously. Finally, Fed
officials cut the forecast for the official rate down to 2.8% in the long-term
from 3%, suggesting a stabilisation of the economy.

WEEKLY MARKET OUTLOOK

Considering the market's reaction, with both the greenback and US
treasury yields reversing quickly Thursday’s gains, it appears that
investors are not too quick to believe the Fed will increase interest rate
according to the announced pace. In addition, according to the Fed
Funds Futures, the probability that the Fed raises rates in December
barely reached 63% on Friday. Therefore, there is no rush to take long
USD position, especially knowing that the ECB is on the cusp to scale
down significantly it quantitative easing programme.

Investors To Focus On ECB Amid Boring FOMC
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Economics Bank Of Japan Still On The Accommodative Side

| Japan: Free money is going to the stocks market

Last Thursday night, the Bank of Japan has announced after an 8-1 vote 20000 -500000.0
that its benchmark interest rate will remain on hold at -0.1%. It is certain ] L c00000
that the Bank of Japan was also closely looking towards the Fed which 180004 ’
had its meeting few hours earlier. Indeed, the US central bank has ] b 4000000
announced a reduction of its balance sheet which is providing some relief 160004
to the USDJP which has surged above 112 and is now consolidating ] [r350000.0
around this level. 140009 +300000.0
The BoJ stands ready to continue its all-in monetary policy by buying 120004 b 250000.0
assets at around yen 80 trillion a year in order to maintain the 10-year
Japanese Government Bonds at its 0% target. This can definitely not end 100004 [~200000.0

7 S 1
well. We recall ‘Fhat _the Japanese debt-to-GDP ratio is above 230% and e T e T Srlrem F et (. B e e T [ 500000
deflation threat is still very important. On top of that some BoJ members 8000 M Nikkei 225 Index (left) (L1)

believe that the inflation target of 2% is too high for the current monetary ' T T T ‘
policy which is, in definite, not loose enough. This is something that we 2013 2014 2015
need to underline, in particular since the Bank of Japan has recently

postponed its deadline for reaching the inflation target for six consecutive

times.

2016 ‘ 2017

It is nonetheless important to note that the overall economic
fundamentals are improving with Japan recording a positive growth
period of around a decade. Q2 GDP came at 0.6% g/g. A strengthening
domestic demand and the recent boost in Japanese exports are the main
reasons for this continuous period of growth.

Globally, markets are pricing in the end of the US Quantitative Easing, at
least further tightening. The big unknown is how will react the global
bond markets as higher yields would likely trigger a sell-off which can be
massive as free money kept flowing into this market during the last
decade. Against the backdrop of the US balance sheet reduction, we
consider that the USDJPY is set to appreciate towards 114 within the
short-term.
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Themes Trading Online Gaming

Much ground has been covered since the first video game consoles of the
early 1970s, which offered only 2D games in black and white with no
sound. Since then, the video games industry has grown exponentially as
computer technology has advanced. Nowadays, blockbuster video games
enjoy massive budgets, easily surpassing those of Hollywood movies:
budgets in excess of $100 million are not uncommon. According to ESAF
(the Entertainment Software Association Foundation), over the last five

years total consumer spending on the video games industry in the US
grew by an average of $1.38 billion a year to reach $30.4 billion in 2016. ) )
Video game content accounts for more than 80% of this amount, putting Online Gamlng
video game makers in a strong position to take advantage of this trend. Lifestyle. Technology - Sacial
Moreover, the fastest growth is in social network gaming, mobile apps ) LONGTERM ;| LOWRISK

and online gaming, which together account for over 65% of total revenue.

A 6.26% "n

The video games industry is evolving faster than any other, constantly
adapting to the latest technological breakthrough. The industry has
already embarked on its latest transformation. However, it is not too late B ONLINE GAMING (Perormancs i sorputed based on ) B S4P 500 @ Swissquote

. oo : . : ince incepti A 91.01%
to be part of it. We built this theme with the aim of offering exposure to since ineeption ° 100%
the entire video games market, from traditional physical media ‘ o
. R . -month return 6.26% 75%
distribution and console builders to new market entrants. We have
overweighted the fastest-growing part of the industry: companies active in Return day 0.83% S0%
Est. dividend yield 0.02% 25%
"Online Gaming" certificate is now trading live: -
Inception date 01/07/15

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

-25%

See portfolio details Buy structured product 2015 2016 2017
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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.

Ch. de la Crétaux 33, CP 319
Fax +41 22999 94 12

CH-1196 Gland
forex.analysis@swissquote.ch

Swissquote Bank SA
Tel +41 22999 94 11

Switzerland
www.swissquote.com/fx Page 77




