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Macro

Economic policy has been rewritten, and we expect governments to
maintain higher levels of debt for longer; this is not an issue if
economies run with higher economic growth. However, the dollar
trend is firmly intact; we expect this to continue given the amount of
stimulus released and the Fed's policy of allowing inflation to be
higher for longer with low real interest rates. The gap between real
and nominal yields suggests investors expect US inflation to rise,
other central banks have not followed the Fed to increase their
inflation target, and their minimal support for the dollar indicates
there is much further for the dollar to fall. The recent sell-off in
stocks is expected to be short lived and buybacks back in the fray,
we expect capital to remain in cash equities in the near term.
However, the movement in long-dated bonds has captivated the
market; the gap between the US 2yr and 30yr has reached the
highest level since October 2016 at 203.715pps, as of February
22nd. The curves steepening can also be seen with the spread
between the 2yr and 10yr yield, which stands at 123.95pps. The rise
in real yields has also been prominent; the real 10yr yield based on
Core CPI had risen 50% since the beginning of the year to -0.34%,
a rise of 78% from the March 2020 low when real yields stood at -
1.55%.
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Again, we do not expect the Fed to raise rates in 2021 or taper bond
buying until the recovery is confirmed; with the vaccine rolled
further, employment is rising, and consumer spending patterns
return to their previous patterns.

Bullish sentiment for GBP is off the back of strong UK vaccination data.
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There is certainly more interest in commodities than in previous
years. While we have our doubts about a super cycle, it may be
more applicable for metals due to the green economy, we expect
gains to subside as stimulus dries up. Since the beginning of
February, copper prices have rallied 16% as of 22nd, as risk
appetite from the investors improves, a weaker dollar, inventories
decline, a positive demand outlook in the short and long run, and
the inflation trade is at the heart of financial markets causing inflows
into commodities. The gold/copper ratio has declined from 11.206 in
March 2020 to 6.33 as of February 22nd, the lowest level since
2019. The rise in commodity prices has come at the detriment of
gold and will prompt cost-push inflation in the long run; this presents
a threat. While we do not envisage any changes in interest rates
any time soon, the implied policy rate in September 2021 is 0.09%,
with global government debt at record highs following COVID-19
and Central Bank balance sheets elevated, the prospect of higher
rates in the long run to suppress inflation will be a worry for
countries that hold large amounts of dollar-denominated debt.

The gold/copper ratio has decline as 10yr yields rise.

Gold/Copper Ratio US 10 Yr [RHS] US 2 Yr [RHS]
12 - 35
11 3
10
25
9 3
2 >
o8 s
IS 15
T 7
1
6
5 0.5
4 Lo

Jan Apr Jul Oct Jan Apr Jul Oct Jan Apr Jul Oct Jan
18 18 18 18 19 19 19 19 20 20 20 20 21

Source: Bloomberg, Sucden Financial

Vaccination rates in major economies are generally ahead of the
LEDC:s; this highlights the increase in inequality across the globe.
Higher vaccine administrations will translate to more robust
economic data sooner as restrictions are eased, leading to higher
full-time employment and more 'normal’ consumption patterns.
Consumer and business confidence in these regions are rising, and
as restrictions reduce, employment improves, and business
operations progress, earnings potential will also grow, inflation is a
threat. Economic data will improve in major economies as the
vaccination is rolled out, and lockdown restrictions are eased. Year
on year data points will see significant increases from 2020 due to
the first lockdown, but investors would do well to look at the
absolute value to identify where economies are compared to
previous years. In the UK, investors are looking through the
lockdown, poor economic data and Brexit towards the high
vaccination rate and this has supported cable in recent weeks.
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EURUSD

In 2020 we saw the EURUSD rally, as funds flowed into the bloc
and out of the US due to President Trump's poor handling of
COVID-19, declining yields and the large amounts of stimulus from
the US government prompting the dollar to depreciate. However,
Europe is behind the vaccine program curve, which could drag on
the currency in the next month. The correlation between the daily
change in EURUSD and the daily vaccination rates of Germany,
France, Italy, and Spain combined has been volatile but, as of
February 22nd, shows a weak positive correlation at 0.352. While
we expect Europe to catch up, supply chain difficulties and inter bloc
disputes have weighed on euro sentiment. Germany and France
have only vaccinated 5.3% and 4.9% of their population,
respectively, compared to 17.3% in the US and 24.7% in the UK, as
of February 17th. These rates are all that matter now, but we also
note the spread between the 2-year German Bund and the US 10-
year has been increasing and reached 243pps of February 22nd.
Rising yields in the US compared to Europe may cause EURUSD to
lag in the near term, even if vaccination rates and economic data in
the bloc improves.

We do not change central bank policy in the next month or until the
recovery is a lot more pronounced. Yes, economy data is more
optimistic, but there is much slack on the global economy, and
stimulus measures continue to cloud the outlook, with the difference
between Wall Street and main street significant. We could even see
the ECB increase the TLTRO with the most favourable interest rate
extended, easing the pressure on banks' negative rates. The
negative deposit rate's impact is the distribution of wealth from the
ECB to banks, which will help lend in the long term. Positioning data
is also for the EUR is also likely to be another headwind to the
currency in the near term; we expect EURUSD to weaken in the
near term back towards 1.20. We see EURUSD trending higher in
the long run with Mario Draghi, now Italy's prime minister, but we
expect the EUR to struggle for the next month.

EUR Desk Comment

Despite our expectations of a Dollar negative narrative until Q4 we
believe this cross will remain broadly rangebound. Expectations of
the US economy returning to normality sooner amid vaccine rollout,
differing levels of stimulus and booming US equity markets are all
supporting factors. The Euro is increasingly being used as a funding
currency for some risk on plays as yield differentials between US
and European bonds widen. The desk does not foresee any
catalysts on the horizons that could change this and therefore
expect the Euro to continue trading in the 1.1850/1.2350 range.

USD Desk Comment

This year we have seen net speculative Dollar short positions
reduced, as some of the factors behind the Dollar's selloff in 2020
recover significantly, most notably Bond yields. It is our belief the
markets are still likely on the path of reflation as Powel re-affirmed
the Fed's commitment to a dovish monetary policy. This, along with
the looming fiscal stimulus package from Biden and vaccine
optimism as distribution accelerates, are likely to give the global
economy a big boost. Hence, we expect the Dollar to depreciate
especially against EM and commodity-based currencies as the
general risk rally continues.
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Moving forward to Q2, inflation readings will rise, but are unlikely to
weigh on any monetary policy decision as we expect these to be
only temporary due to base effects of the fall last year and amid
ample spare capacity in the US.

We expect the Dollar to remain on the back foot until Q4 2021
before turning once again as effects of monetary and fiscal stimulus
start filtering into economic growth. Nominal and real rates are still
relatively low, but the risk to Dollar bears will be if these rates
continue rising, which could convince markets the FED will have to
act sooner. Fear that any fiscal tightening could hinder the global
economic recovery would be detrimental to investor sentiment; we
expect this change in sentiment to come towards the end of 2021.
The rate expectation picture has already changed compared to last
year with markets now pricing in a rise sooner and quicker
compared to last year’s expectations.

Yield curves have steepened but European yields are lagging US yields.
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GBP

Sterling bulls remain dominant as investors are looking through the
poor economic data due to the lockdown and Brexit risk. Cable has
been well supported as a result of the vaccination rate. The
roadmap outlined by Boris Johnson should give businesses time to
prepare. However, they may be cautious to hire full-time employees
until data suggests that another lockdown is not likely. This may
keep employment figures lower, but we expect unemployment to
increase once furlough schemes are stopped. This is not something
the market will consider in the coming month, and we expect traders
to be transfixed on the UK vaccination rate. The UK economy's
vaccination rate and roadmap could present an upside to economic
data, but the key remains the BOE. We do not expect negative
rates, but this will suppress rates if it is still in the conversation.
However, the yield curve is steepening; higher rates than European
countries could keep sterling in the bull run for longer. We expect
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sterling to remain bullish; positioning data for cable shows non-
commercials holding a net long of 22,211 as of February 16th. The
z-score of the current position is 1.2, and the historical maximum is
1.51, which suggests the capacity to add to exposure and fuel gains
in cable. We expect dips to be well bid.

GBP Desk Comment

We favour GBP to continue appreciating against the dollar but
believe any rise could be limited over the coming months. Vaccine
narrative has been one of the reasons behind sterling outperforming
over the last few months. However, we believe this is now reflected
in prices as cable rises above the 2-sigma territory so any further
gains could be limited for the time being.

Nonetheless, foreign investment had all but dried up during the
prolonged periods of uncertainty surrounding Brexit and we believe
as the UK economy emerges from lockdowns investors will return to
these shores giving GBPUSD a further push higher to the 1.50 /
1.55 area by the end of the year. We would expect any corrections
lower to be supported and see 1.3800 and then 1.3500/1.3550 as a
good area to buy. Furthermore, given our view on Euro we would
expect EURGBP to continue lower and test the 0.83 support levels
and moving closer to 0.76 area by end of the year.

CNY

Investment funds have added to their net position

®JPY Non-Commerical Net Total
EUR Non-Commercial Net Total
GBP Non-Commercial Net Total

BEURGBP Non-Commercial Net Total
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China's currency benefited from how the government handled
COVID-19 and the extensive stimulus measures, which boosted raw
material demand, and economic data. The economy benefitted from
the supply chain disruptions globally; manufacturing shifted back to
China, buoying the economy and currency. Corporate demand for
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the currency was strong, but China's foreign exchange settlement
surplus on the spot market reached $40.8bn in January, down from
$66.6bn in December. We expect the CNY and CNH to strengthen
against the USD in the coming month. The risk reversal rate
reached 0.765, which indicates CNY strength. Following Lunar New
Year, economic activity has restarted strongly, and we expect this
trend to continue in the near term. A longer-term threat to the
economy is the government's reduction in the financing, especially
following new regulations regarding financing in the property sector.
The economy's infrastructure and property sectors are a large
proportion of China's economic growth, and a slowdown in these
sectors could cap GDP, especially if consumer saving rates remain
high and expenditure is limited.

Gold

There is much talk about gold falling victim to the rise in
cryptocurrencies and especially bitcoin. While there is likely to be
some truth to this, we expect most of this remains true for retail
volumes. More banks and multi-national corporations recognise
bitcoin as an asset, but a large proportion of the flows remain from
retail investors, and gold is the preferred long-term hedge. Known
holdings of gold ETFs have declined significantly in recent weeks
and days, and this outlines declining appetite for gold in the coming
months. Risk appetite amongst traders has increased, and even
though debt levels are high, unemployment is high and will continue
to rise in the near term, and gold struggled so far in 2020. However,
yields are starting to grow, as the back end of the curve steeping
and investors expect inflation will appear on the horizon. While this
may be true, we do not expect this to materialise in the near term,
and as a result, gold may struggle on the upside as investor
sentiment is firmly risk on and retail flows favour cryptos. Central
bank buying has been muted this year, but as inflation starts to rise,
we expect to see more gold purchases from CBs. Stocks are
elevated, and economic data will show improvements in the coming
months which may drag on gold, especially as yields start to rise.
The speculative net position for gold stands at a net long of 235,000
as of February 19th, but we expect this to begin to decline in the
coming weeks, triggering further losses for the non-yielding asset.

Silver

The silver market fell victim to a large influx of retail investors earlier
this month. However, the outcome was not what they expected
because silver traders very differently from stocks. While the
fundamentals for silver remain bullish in the long run, the 10% spike
in one day was a gift for producers who sold into the rally. The net
position of managed money was already long going into the retail
rally, which seems slightly counterintuitive considering their original
agenda. However, silver ETF holdings have stayed elevated, and
global ETF holdings are greater than a year's supply; ETP holdings
have continued to rise as well, reaching 1.18bn ounces as of
February 3rd. Physical demand for silver is strong, and this trend is
expected to continue in the long run with the green agenda, but the
supply of silver is subdued, which provides tailwinds to silver. The
prospect of rising inflation could prompt appetite for precious metals
and, therefore, silver, but with nominal yields rising, there is a
greater emphasis on yields, base metals, and stocks at this time.
There remains a strong upside for silver. However, option premiums
were expensive due to the retail influx and these rates are expected
to soften slightly. $30/0z is the key psychological level on the upside
which we expect to break in H1 2021. However, the near-term
momentum is against the precious metal.
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Technical Charts
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After making lows in March 2020, GBPUSD has been trending higher breaking resistance @ 1.35 late last year. On the upside the market is
likely to meet resistance @ 1.43 (50% fib of the move from 03/16 t003/20) and at 1.4382 (High from April 2018). We expect market to
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in the form of trendline and support @ 1.35. A sustained close below 1.35 would be needed to change our upside biases.
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EURUSD has been consolidating after making highs at the start of year @ 1.2348. We expect market to continue consolidating between
1.195 -1.2348 with a break of this range determining the next move. On the upside a sustained close above 1.2348 could see EURUSD test
1.2553 highs from 2018 and then top of the channel. On downside a break of 1.195 would see EURUSD consolidate in broader range

between 1.16 -1.2348.



Stay on top of change

Sucden Financial Research Services

Our research team, together with the firm’s experienced trading
professionals produce commentary and analysis covering a broad
range of markets. The reports are categorised into complimentary
non-independent research and chargeable investment research.

Complimentary Non-Independent Research

We offer an extensive range of free reports to assist with market
knowledge, offering price forecasts, data and in-depth market
analysis. Our current range is detailed below with the key
information you will find within them.

Daily Base Metals Report

» Commentary on LME aluminium, copper, lead, nickel, tin and zinc

« Summary of the day’s trading activity on the LME sent following
the close

» Overview of major macro-economic trends for that day

* Includes energy and precious metals commentary

* Price data in table format

Quarterly Metals Report

» Expert views and price forecasts for base, precious and ferrous

metals

Metals market analysis

In-depth macroeconomic outlooks for the global economy

— Central Bank activity, analysis of manufacturing PMls,
geo-political changes

Directional price view and range forecast

Detailed forecasts available on request

Soft Commodity Technical Charts

» Technical analysis comments and charts for sugar, cocoa and
coffee contracts for both New York and London

* Produced three times a week

» QOutline of key support and resistance levels

» Views on future potential price moves

Daily FX Report

» Concise morning update covering fundamentals and technicals
for USD, EUR, GBP, JPY and CHF

» Overview of previous day’s trading

« Highlights key upcoming events

» Key intraday support and resistance levels

FX Options Weekly

» Expert commentary and analysis of OTC currency option pricing,
volatility and positioning

» Weekly positioning analysis for USDBRL and USDCNH —
commodity and metals focus

* Option trade ideas

« Directional views and evaluations of FX pairs — commodity focus

Market Insights

» Dynamic ad-hoc insights in response to market events and trends

» Provides clarity and trading ideas in uncertain times

» We welcome requests for topics from clients, trading and client
teams.

—COVID-19

— Battery Materials

— Renewable energy transition
— Macroeconomics

Chargeable Investment Research

Our premium service focuses more on the trading and investment
side of the business. The subscription model allows you access to
our library of reports, at an annual subscription of $4,000 for up to
20 users. The service provides you with direct access to the
research team to schedule regular updates, including production of
bespoke research, access to data and price forecasts for your
particular interest.

The True Cost of Electric Vehicles — U.S., China, Japan
and Europe

A suite of reports looking at how the global automobile market is
changing, and as vehicle manufacturers look to transition to a more
environmental fleet of autos we have outlined how prepared the
energy markets in the U.S., China, Japan, and Europe are to aid
this transition. Electric vehicles go a long way reduce GHG
emissions in the auto market, we are not disputing this, and when
you factor in the lifecycle of batteries EVs are a lot greener.
However, these reports assess the energy mix in these specific
regions and outlines what governments are doing to promote
renewable energy and transition away from fossil fuels. Using the
energy mix we provide emission analysis for different EVs compared
to ICE vehicles in that country.

Coffee Investment Research

This report drills down into the detail of the coffee market and is
produced three times a year, we also produce shorter more concise
updates. We undertake a macroeconomic assessment of major
consuming and producing regions before analysing the recent
earnings reports from Starbucks, Nestle, Luckin Coffee, Dunkin
Donuts, and Costa. This helps us highlight new sales and marketing
techniques and any consumption changes, which has been
particularly popular during COVID-19. The largest chunk of this
report is where we assess the Supply and Demand outlook using
our primary data for the coffee market and where we apply our
fundamental models. We showcase our crop forecasts and highlight
any changes before providing prices forecasts and trading
strategies with futures and options.

Bespoke Analysis

We can accept specific client requests for bespoke research on a
range of interesting topics and we welcome the challenge to provide
intelligent analysis and our expert opinion on forecasts, backed up
with data and historical referencing.

Direct access to the Research Team

Whether you wish to schedule a daily, weekly, monthly or yearly call
to discuss a particular market issue, talk trends or gain access to
data, we are able to offer a direct line and a dedicated team
member for an in-depth discussion.

Contact our team for further information.

Tel: +44 20 3207 5294
Email: research@sucfin.com
www.sucdenfinancial.com
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Disclaimer

This is a marketing communication. The information in this report is
provided solely for informational purposes and should not be
regarded as a recommendation to buy, sell or otherwise deal in any
particular investment. Please be aware that, where any views have
been expressed in this report, the author of this report may have had
many, varied views over the past 12 months, including contrary
views.

A large number of views are being generated at all times and these
may change quickly. Any valuations or underlying assumptions
made are solely based upon the author’'s market knowledge and
experience.

Please contact the author should you require a copy of any previous
reports for comparative purposes. Furthermore, the information in
this report has not been prepared in accordance with legal
requirements designed to promote the independence of investment
research. All information in this report is obtained from sources
believed to be reliable and we make no representation as to its
completeness or accuracy.

This report is not subject to any prohibition on dealing ahead of the
dissemination of investment research. Accordingly, the information
may have been acted upon by us for our own purposes and has not
been procured for the exclusive benefit of customers. Sucden
Financial believes that the information contained within this report is
already in the public domain. Private customers should not invest in
these products unless they are satisfied that the products are
suitable for them and they have sought professional advice.

Please read our

Sucden Financial —FX Monthly Report
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	Quarterly Metals Report

	• Expert views and price forecasts for base, precious and ferrous metals
	• Metals market analysis
	• In-depth macroeconomic outlooks for the global economy
	– Central Bank activity, analysis of manufacturing PMIs,  geo-political changes

	• Directional price view and range forecast
	• Detailed forecasts available on request
	Soft Commodity Technical Charts

	• Technical analysis comments and charts for sugar, cocoa and coffee contracts for both New York and London
	• Produced three times a week
	• Outline of key support and resistance levels
	• Views on future potential price moves
	Daily FX Report

	• Concise morning update covering fundamentals and technicals for USD, EUR, GBP, JPY and CHF
	• Overview of previous day’s trading
	• Highlights key upcoming events
	• Key intraday support and resistance levels
	FX Options Weekly

	• Expert commentary and analysis of OTC currency option pricing, volatility and positioning
	• Weekly positioning analysis for USDBRL and USDCNH – commodity and metals focus
	• Option trade ideas
	• Directional views and evaluations of FX pairs – commodity focus
	Market Insights

	• Dynamic ad-hoc insights in response to market events and trends
	• Provides clarity and trading ideas in uncertain times
	• We welcome requests for topics from clients, trading and client teams.
	– COVID-19
	– Battery Materials
	– Renewable energy transition
	– Macroeconomics
	Chargeable Investment Research
	The True Cost of Electric Vehicles – U.S., China, Japan and Europe
	Coffee Investment Research

	Bespoke Analysis
	Direct access to the Research Team
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