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Economics

ECB Governing Council members continue to talk down monetary policy
normalization despite of evidence that tightening is coming. Ardo
Hansson Governor of the Estonian central bank stated, “monetary policy
has to remain accommodative. | don't think there is a lot of disagreement
about that. But it is very, very accommodative now and if you were to do a
little less, it would still be very accommodative”.

We suspect that comments of ECB policymaker will carefully balance
policy changes while limiting the Euro’s strength. Analysis of ECB member
public statements indicate that Governing Council is on track to broadcast
alterations to its policy stance at its October 26th policy meeting. The
markets is now pricing in a reduction in the pace of monthly asset
purchases to €30bn from €60bn starting January 2018. In addition, the
high probability expectation is a nine-month open ended extension. Yet
there are risks that hawkish members could cut that extension call down
to six months. To balance out this clear shift toward normalization the
ECB will likely increase its guidance on rates stating “present levels for an
extended period of time, and well past the horizon of our net asset
purchases”. Its critical for Euro pricing and prevention of derailing the
current European economic recovery that deceleration of asset purchase
does not pushing expectations for rate hikes. Propelling Euro to new

highs.

The only reason the USD has not completely collapse, is the ambiguous
faith that inflation will pick up. Traders are scared of being caught flat-
footed should inflation snap-back given the solid economic data. Causing
sudden repricing of the Fed policy path. Yet, so far there is limited
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evidence US inflation will not further weaken from here as growing
evidence that structural changes are to blame (example: evolution from
brick & mortar to online spending behavior).

Catalonia's failed independence declaration, opting to hold talks with
the government in Madrid, opening a potential resolution of the
constitutional crisis, has removed a significant European risk. Near term
Euro should further advance against USD.

Don't Be Fooled By ECB Balancing Act
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Economics

Although the inflation data was expected to have been highly distorted
by the several hurricanes that the country during September, the US dollar
got smashed on Friday amid disappointing CPI figures. The headline
measure came in at 2.2%y/y versus 2.3% expected and 1.9% in August,
while the core measure, which excludes the most volatile components,
held stable at 1.7% versus an expected increase of 1.8%. The solid pick-up
in the headline measure is mostly due to a surge in energy prices as
motor fuel prices and fuel oil rose 13%m/m and 8.2%m/m, respectively.
Food prices, on the other hand, remained roughly stable, increasing only
0.1%m/m.

The increase in energy prices stemmed from the combination of two main
factors. Firstly, oil prices have strengthened over the summer months
amid shrinking oil inventories in US and efforts of OPEC producers to trim
production in an attempt to boost oil prices. Secondly, the series of
hurricanes that hit the Gulf Coast disrupted significantly oil production
and also triggered widespread gas hoarding.

Retail sales data also came on the soft side with the headline gauge rising
only 1.6%m/m versus 1.7%. The upward to previous month’s data (-0.1%
vs -0.2%) had little effect on reassuring investors. The core measure, which
excludes auto sales, beat median forecast of +0.9%, printing at 1.0%.

There is huge confusion among investors regarding the persistent
weakness in inflation despite a continuously improving labour market and
solid pace in economic growth. This inexplicable phenomena is
bamboozling investors and adds uncertainty to the overall US outlook.
Indeed, the run for Yellen's seat at the head of the Fed, together with
uncertainties to Trump tax reform have dampened investors optimist
regarding the ongoing tightening cycle.
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On Friday, the USD fell the most against higher yielding currencies such
as the Aussie and the Kiwi which were up 0.85% and 0.86%, respectively.
EM currencies were also on a firmer footing as investors chased yields.
According to Fed funds futures, the probability of a rate hike in
December eased slightly to 71.8% compared to 76% earlier in the week.
Although this is a marginal decrease, it summarized the overall
sentiment in the market.

Inflation desperately low despite improving overall picture
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USD In The Doldrums As Inflation Stalls
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Economics OPEC Reports See Oil Below $55 Next Year

1Crude oil: Price is moving around 50$ while US inventories| ™
In the OPEC Monthly Oil Market Report, markets discovered the *609 remain elevated H0.6M
estimates for the end of 2017 and 2018 from OPEC members. The cartel 54.004 h
has largely increased in the oil demand based on a strengthening M” n -0.5M
economy. For the time being, crude demand is around 32.8 million barrels 52.009 / \ r\
a day while the projected demand should rise to 33.1 million barrel a day. 50.004 / " ') MW /1 F0.4M
OPEC are forecasting a world growth to 3.6% from 3.5% according to last 48.004 f\,, ﬂ/ ot
month's report. What we can learn from the report is that OPEC 46,001 .{ \T b oom
mentioned that low prices are clearly weighing down on the US shale gas o 1 /
industry which is why OPEC expects oil prices to remain below $55 a 44.004 \/ H0.1M
barrel within next year. The cartel will definitely adjust its production 2,004
output to maintain oil prices around those levels which will continue to ] - - Mo
pressure the United States shale oil industry. 40.009 =;U\r?¢cﬂ-j§£h[§mmes S AR L o
It is worth noting that that U.S inventories are still above 5-year average Feb Har For Hay 201J7”n ol hug sep

which tends to add downside pressures on crude oil prices. And it seems
that shale production is still on the rise in an effort to lower the overall
cost basis. It is also important to realise that the rise is happening at a
moment when downside pressures are strong.

In our view, the OPEC global growth projection are too optimistic. Major
countries are not in a hurry to raise rates as it could provoke massive
disruption in many markets due to the massive debt accumulated
throughout the years. This is why we should definitely see the OPEC
production output increasing to maintain oil prices at the desired level.
We are definitely bullish on oil prices at the moment anticipating future
OPEC difficulties. Needless to recall that OPEC members have also had a
recent history of tensions regarding output levels.
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Themes Trading

Artificial intelligence (Al) is no longer science fiction. Not only has this
progressive technology dominated the headlines, it has also invaded our
everyday lives. Al is part of a critical sub-sector of technology that is set
for a leap in innovation that will span not only years but decades. Al
spending is forecast to grow from $1 billion in 2017 to $37 billion by 2025.
Al has already revolutionized fields such as image recognition, healthcare
and securities trading. Perhaps the biggest surges are occurring in the
automation sector, where Al technology is being used to make self-
driving cars and trucks.

As virtually all industries catch up with the technological advances offered
by Al, companies will seek to quickly implement incorporate them into
their business processes. Al investment and demand will continue their
upward trajectory as the technology shifts from a trend to a ubiquitous
tool for individuals and businesses alike.

For this Artificial Intelligence Theme, we have focused on companies are
increasingly focused on using technologies Al to define their businesses.

Themes Trading:

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