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Swiss Franc

up from CHF704bn in January 2021, and significantly higher than
the pre-pandemic level of CHF585bn as of January 2020. Sight
deposits of domestic banks average week stand at CHF659.5bn, as
of February 4th. The fundamentals of the Swiss economy continue to
recover but we expect the currency to struggle against majors in
2022.

Swiss vs Major Currency Pairs
CHF has strengthened against a basket of currencies as macro jitters have
dictated markets.
CHFAUD [LHS]

CHFCAD [LHS]

Spread Between 10yr Yields
The spread between CHF and other major 10yr yields is widening, as CBs
except for BOJ, SNB, ECB become hawkish.
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The Swiss economy is performing relatively well, all things
considered. Manufacturing data is expansionary with January data
at 63.8, up from 62.7 in December. Order books and production
posted strong gains, we expect further expansionary readings in the
near term but January data could be impacted by Omicron, although
this would be a temporary dip. Unemployment data shows strong
gains in the labour market, the unemployment rate stands at 2.6%
as of January. Retail sales are robust with the November reading at
5.8%, up from 2.2% before. We expect the economy to post steady
growth in 2022, real GDP is forecast at 3%. Following 3.5% in 2021,
after Q3 growth surprised to the upside.
Switzerland is bucking inflation trend, CPI and Core CPI stand at
1.6% Y/Y and 0.2% Y/Y, respectively, in January. Price pressures in
other countries are not being felt, but this could present weakness to
the currency in 2022. However, producer & import prices are higher
reaching 5.4% Y/Y in January. The inflationary environment through
higher commodity prices is likely to see upside to this data in the
near term, however the Swiss National Bank seem happy to have a
stronger currency in the near term. Total sight deposits stand at
CHF725bn as of February 4th, the trend continues to show growth,
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The SNB will not raise rates in the immediate term, as they have
less of an inflation issue than other economies, however the change
in rhetoric from CBs has caused yields to rally. Swiss yields have
remained low with the 10yr yield stands at 0.3% and spreads other
major currency 10yr yields have widened in recent weeks, except for
the Japanese Yen and Germany. The widening of spreads between
Switzerland and other economies such as the U.S., Australia, U.K.,
and Canada. The divergence in yields and borrowing costs will likely
fuel the carry trade, prompting traders to short CHF and the JPY,
indeed, buying AUD, CAD, and selling CHF, and JPY, this trade
yielded an average annual return 9.95%. Similarly, G10 carry of
long NZD, NOK, CAD, and selling EUR, DKK, CHF, has an
annual average return of 10.45%.
Higher yields provided strength to the USD in H2 2021, but the
dollar has consolidated in recent weeks as this trade ran out of
steam. Inflation continues to rise, and the Fed have been slow to
react. The clarification from the Fed of when interest rates will rise,
which will be March, but also clarification of asset purchases and
balance sheet run off. The ECB has indicated they may increase
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rates in Q4 2022 in response to higher inflation, we expect the ECB
to taper asset purchases first but yields have rallied and all mahor
10yr yields are positive once again. German and Swiss yields are
comparatively low. Euro has weakened against CHF, politics in Italy
has not been priced in and this could present downside to EURCHF
in the immediate term and expect the recent rally to be sold and the
pair to creep lower towards 1.02.

Rate hikes for the USD are priced in and this gives downside risk to
the currency. While the tightening path has been set by the Fed, the
speed is still up for debate, and as data weakens, we have seen
financial markets become volatile and choppy. This has given JPY a
bid as traders have looked for safety and holding U.S. assets
became unattractive. GDP growth across companies analysed will
be robust but as mentioned we expect weak data, with retail sales
falling, inflation high, falling real earnings, amid a tight labour
market. The Tsunami of consumer demand during the pandemic is
subsiding but this has blocked supply-chains. Demand is
weakening, and we expect these backlogs to be cleared in H2 2022.
Helping to ease inflationary pressures, but commodity prices are
high. If we hit 3 or 4% inflation in December this will still represent
an increase of 9/10% over the course of 2 years. While the
consumer has a buffer due to savings from lockdowns, this will
slowly diminish.

3-month Deposit Rates
Financing levels have dipped but we expect a strong recovery in Q1 2022.
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As mentioned, we expect the divergence in rates to drive flows in
currencies. In our opinion, higher rates in US, UK, AUS, and CAD.
The probability of rate hikes for these economies are high and this
presents downside to the economy, currently. To ease pressure on
CBs we need to see inflationary pressures ease, we do not see this
as likely. Therefore, the carry trades owning AUD, CAD, USD or
even NZD, who will look to raise rates is a trade we like this year,
selling the JPY, CHF, and EUR. However, we see upside to the
EUR so in H2 2022.
CHF and JPY are expected to benefit from an increase in macro
jitters, and lack of clarity from the Fed. We have seen CHF and JPY
firm in the first weeks of 2022, but as CBs become more transparent
and rates rise, CHF and JPY may be left behind on a carry trade
and rates basis.
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U.S., Europe, and UK Financial Conditions
Financial Conditions in all countries have shown tightness in the first month of
2022.
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The two charts above show 3-month deposit rates for the countries
analysed. Higher borrowing costs are evident in the second chart
with chart 1 showing little change at all over the last 14 months.
While it is worth remembering monetary policy is still extremely
accommodative, and what we have seen in recent months is a
robust increase in the capital in the financial system. Financial
conditions in the U.S. have tightened significant in recent weeks,
and rising yields in have prompted change in strategy on the stock
market with less appetite for speculative stocks. The rising deposit
rates exemplifies hawkish central banks, and the divergence in
monetary policy across the globe. We expect a normalization of
interest rates with the Fed targeting at least 1% at the end of 2022.
However, with debt levels high across the globe due to the
pandemic, central banks will have to find a balance of increasing
rates too high and as a result struggle to pay interest on debt. This
is especially important for Brazil who hold a large proportion of U.S.
treasuries. The largest holder of U.S. treasuries as of November
2021 was Japan, with China second, before the UK.
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Desk Comments

There is the uncertainty of a potential war between Russia and
Ukraine which could also see USD appreciate short term especially
against high beta currency amid large scale risk aversion and
supply shocks in energy markets fuelling further inflationary
pressure globally.

Real Weekly Earnings vs Average Hourly Earnings vs CPI

Euro

CPI growth is outpacing wages presenting headwinds to consumers.
Real Avg weekly earnings y/y

EUR started the year on the backfoot as the differential in CB
policies widened. However, the downward pressure on the EUR
was short lived as President Christine Lagarde recognised the risks
to rising inflation, surprising the market with a hawkish outlook
although a hike in 2022 remains unlikely. Currently inflation has
largely been kept in line but Q3 2.9% and Q4 4.7% has seen
inflation begin to tick above the 2% target. This will put pressure on
the ECB to act. However, the ECB will first want to see an increase
in earnings growth in addition to the recent fall in unemployment
figures. An escalation between Russia and Ukraine could add to
inflationary pressures sending European energy prices back to last
year’s high.

CPI y/y

Average Hourly Earnings Y/Y
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European Industry Confidence
Confidence across all industries has started to weaken

Source: Bureau of Labour Statistics
Eurozone consumer confidence
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USD
The USD got off to a strong start in 2022 after the Fed’s Powell
delivered his most hawkish delivery yet, in line with our
expectations, but surprising the consensus. There was a sense from
Powell’s tone when answering questions, that controlling inflation
was a matter of urgency now. Powell indicated that every meeting
will be live, hinted QT is likely to start in June and did not rule out 50
basis point hikes. We believe that a 50-basis point hike is a very
likely scenario in March, the market is now pricing 5 rates hikes of
25 basis points now, compared to 3 - 4 prior to the meeting. Many of
the key macro data numbers will be closely watched over the next
weeks starting with NF pay roles and will add volatility to these FX
markets as markets try to gauge the magnitude of march’s rate hike.
We expect the USD to remain strong over the next few months,
before some of the other major Central Banks hit their hawkish
tipping point as inflation remains a global issue. At that point USD
likely to just plateau out the rest of the year.

GBP
GBP is the best performing G10 currency excluding the USD this
year. The BOE continued tightening of monetary policy this month
with back-to-back rate hikes for the first time in 17 years. Additional
hikes are priced in this year to help combat rising inflation and we
revise our forecast for implied rates to exceed 1%. UK gilts have
surged to the highest level since 2019 as the economic recovery
gathers pace. However, GBP strength may be curbed in Q2 as
businesses will be faced with rising cost pressures post Brexit and
an increase in cost of living will hit households hard notably from
rising energy bills and NI tax increase. Therefore, BOE face some
challenging times ahead to manage inflation whilst ensuring rates
don’t exceed too much when households are facing their lowest
disposable income in decades.
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Technical Analysis
GBPUSD

GBPUSD bounced after testing support @ 1.3165 (38% Fib) but failed to test level @ 1.3834. We now expect the market to consolidate
between downtrend and support @ 1.3165(38.2% fib)/1.3135. On the upside, a break above trendline could see market test resistance @
1.3835 also 38% Fib of recent move; with a break above there leading to retest of 1.40 psychological mark. On the downside, a close below
1.3135 would open the door to a deeper correction down to 1.2830.
EURUSD

EURUSD after making fresh lows end of January has bounced back very strongly and breaking above and testing 1.1500 again. We should
now see a period of consolidation between 1.15 and 1.1040. On the upside, a break above 1.15 and top of the broadening triangle is
needed indicate a change in direction for the EURUSD and would lead to deeper pull back towards 1.19/1.20 broadening triangle target. On
downside, a sustained close below 1.1040 could lead to a deeper correction down to 1.0723 and 1.0636 (lows from March 2020).
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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 full risk warnings and disclaimers.

Sucden Financial —FX Monthly Report

8

Sucden Financial —FX Monthly Report

February 2022
sucdenfinancial.com

United Kingdom
Sucden Financial Limited
Plantation Place South
60 Great Tower Street
London
EC3R 5AZ

Russia
Sucden Financial Limited
Sucden Financial (Russia)
Representative Office
Orlikov per. 3 ‘B’
Moscow 107139

Hong Kong
Sucden Financial (HK) Limited
Unit 1001, 10/F
Li Po Chun Chambers
189 Des Voeux Road Central
Hong Kong

USA
Sucden Futures Inc.
156 West 56th Street
12th Floor
New York, NY 10019
United States

Tel: +44 (0)20 3207 5000
Email: info@sucfin.com

Tel: +7 495 796 96 40
Email: russia@sucfin.com

Tel: +852 3665 6000
Email: hk@sucfin.com

Tel: +1 212 859 0296
Email: ny@sucfin.com

sucdenfinancial.com

