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Economics

The fresh round of protective tariffs and damaging rhetoric’s has put the
world unnervingly close to a all-out trade war. While still a tail risk, the
current escalation and lack of amnesty indicates that the probability of a
China-US trade conflict has increased meaningfully. When US government
announced final list of tariffs on 6th July, China retaliation action came
quickly proclaiming tariffs “of the same scale and same intensity”. US then
responded comprehensively with wider array of tariffs on additional $400
billion Chinese exports. Neither side backing down since then.

In reality, so far Trumps actions against China has been limited to
approximately $50bn. Which is timid given the medias hype. However,
given the wide gap between US demands and China’s concession, it's
unlikely that a agreement will be reached near-term. We continue to
forecast a less harmful outcome, with calmer heads prevailing. Yet
damage to trade, investment and confidence has already been done. US-
China critical relationship with the global supply chains indicates there has
been a knockdown effect regional.

The Chinese economy outperformed in 2017 and 1Q2018 but has slowed
since. Domestic demand provided strong support for GDP growth at 6.8%
y/y, yet recently weakness in consumption and investments has begun to
erode momentum. Pressure exerted by US-China trade tensions will
further weigh on headline growth. Its likely growth has already peaked
and will continues to slow printing 6.7% y/y in 2018. In reaction, PBOC is
poised to ease monetary policy with RRR cuts and managed policy rates.
Amid uncertainty trade conditions financial reforms are likely to proceed
with caution but not reverse.
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Looking forward, US-China trade frictions remain the major drag on the
Chinese economy even without escalation. However, impulsiveness of
President Trump's trade policy and negotiation tactics, US investment
restrictions, and China’s reaction could aggravate the situation from
both sides. Potentially aggregating the situation beyond trade. Fear of a
trade war, weakness in current account inflows and slowdown in growth
have all exaggerated capital outflows. The CNY fall of 1.50% year-to-
date is unlikely to stop any time soon.

China Growth Outlook Weakens
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Economics Summer Lull Is Here

USD bounces back despite disappointing economic surprise( —['*

The beginning of summer was a turbulent time for financial markets as
market participants shifted focus from central banks’ monetary policy

decision to geo-political developments. The equity market was harshly
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impacted amid renewed trade tensions and political uncertainties in —
Europe. Emerging markets, and especially Chinese equities, bore the (0216 | =
brunt of the sell-off as investors fled risky assets and took shelter into safe- L L |‘u l J |
haven ones. The CSI 300 fell as much as 9% as tech stocks fell across the H e ' "F LR |“ 0000 150
board after Donald Trump announced a new set of measures aiming at "
protecting “industrial significant technology”. Yet the final conditions are b ss
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not written in stone. In addition, the National Security Council and the
Commerce Department is also crafting a plan to prevent shipment of key I
technologies to the world’s second largest economy. However, one has to Economic Surprise &
keep in mind that those are just words and not definitive decisions and M8 Dollar Index --1.000
that there is a good chance the Trump administration back pedals on 5013 2014 5015 2016 ‘ 017 ‘ 2018

their threats.

In the FX market, this translated mostly into a solid demand for the
greenback. The Dollar Index outperformed its peers all week - with the
exception of Friday — as it rose more than 1.40% to above 95.50. However,
looking at the big picture, the FX market has been mostly in range since
mid-May. Indeed, for now the trade war is rather a war of words and
investors do not really know what to expect.

With central banks in the rear-view mirror, market participants will pay
more attention to political developments and trade tensions during the
summer. There is therefore a good chance that risk aversion will prevail in
the short to medium term. This situation would most likely translate into
weak demand for the riskiest assets. EM currencies and equities will likely
stay under pressure, while the buck will remain protect by its safe haven
status for now.
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Economics AMLO Could Be Mexico's Solution For NAFTA Talks

General elections in Mexico most probably remains the major event of the Currently given along 20 due to a slight slowdown in USD strength, we
weekend. With the victory of leftist coalition candidate, Andrés Manuel suspect the USD/MXN (+0.73% year-to-date) to rise in the coming days,
Lépez Obrador (AMLO), President of the National Regeneration approaching the 20.25 range.

Movement (MORENA), Mexico would offer itself a chance to start a new
page of its history. Adding up with an absolute majority in the national
congress, the MORENA coalition would become the most powerful party
of the country, endowed with an absolute legislative right, an event that
never occurred for the last three decades in the country. Accordingly,
underlying issue would remain the risk of higher budget spending costs,
since AMLO'’s majority in the Senate would allow him to pass all desired
bills, effortlessly.

In what concerns NAFTA talks, AMLO could be the key of the negotiation.
Indeed, Mexico might be missing an influential and decisive leader with a
strong public presence with regard to diplomatic matter. With regard to
NAFTA negotiations, it appears that Lépez Obrador “way of working”
would rely on strong opposition and negotiation termination threat if the
agreement would be disadvantageous for the country, a position that

Careful attention of Mexico's debt development is es i
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remains in line with current Mexican Secretary of Economy, lldefonso 9 USD/MKN

Guajardo Villarreal who is in charge of the matter.

Despite continued political and commercial uncertainties, it seems that [7'00
the Bank of Mexico is thinking one move forward. The recent 25 basis [JMWLB“"W &%
points rise in overnight rate had a positive impact on the peso, which rose - .

by 1.21% against the greenback after the announcement. However, In the \ — 86.0

event of further peso depreciation due to the elections (the effect should ~ - 84.0
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be priced in by now), the central bank would most likely intervene by | J 220
raising the key rate by an additional 25 basis points (current: 7.75%).
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Themes Trading

News of cybercrime has become commonplace. On May 12, a piece of
malicious software known as “WannaCry"” spread across global computer
networks. In only 48 hours it infected approximately 230,000 computers.
WannaCry knocked out computers at Britain’s National Health Service
(NHS), Russia’s interior ministry, Telefénica and Hainan Airlines, among
others, rendering them useless and demanding ransom payments from
their operators. Wannacry was not nearly as damaging as other malware
such as Conficker, ILOVEYOU, Anna Kournikova and MyDoom, which
have reportedly caused billions in damages.

Regrettably, the frequency, sophistication and impact of cybercrime are
only increasing as society increases its dependence on computers.
Consequently, companies that are in the business of cybercrime
prevention are looking at a massive growth opportunity. Spending on
cybersecurity is expected to exceed $90 billion in 2017, rising to $170
billion by 2020. In this cybersecurity theme, we have included hot areas of
growth in analytics, threat intelligence, and mobile and cloud security.

The Cybersecurity Certificate is available for trading at :

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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