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Crypto

It has gone a bit quiet in the crypto space, but there is no doubt that
bitcoin, Ethereum, and friends will be back. The institutional
involvement in crypto tells an essential story here that these assets
are not going away. Indeed, the flows into crypto in conjunction with
Tier 1 banks having crypto trading desks indicate that crypto is now
an official asset. The mindset of the original investors is that they will
never sell, and the anti-establishment nature of the market will bring
a mixed feeling. However, following an increasing number of
companies indicating they will accept bitcoin as payment, the
Chinese government moved quickly to ban bitcoin mining in some
inland provinces where it was particularly prevalent. Unfortunately
for bitcoin, this came swiftly after Elon Musk highlighted the
apparent fact that bitcoin mining was terrible for the environment.
Bitcoin’s energy demand is considerable, and the electricity that
powers the servers is predominately coal.

Bitcoin and gold softened in recent sessions, whereas the stock markets
continued to beat record highs.

S&P Gold Bitcoin
180 1000
900
160 800
140 700
600
120 500
400
100 300
80 200
100
60 0
Jan Mar May Jul Sep Nov Jan Mar May Jul

20 20 20 20 20 20 21 21 21 21
Source: Bloomberg

It is easy for established industries to point to this and see it as a
flaw, however that is pretty hypercritical when these industries are
only just looking at their carbon footprint, and even then, will only
make changes to benefit their share price, as high ESG rated firms
have outperformed lower-rated firms on the S&P 500 since the
GFC. The fact remains that crypto mining is energy-intensive, and
according to Cambridge University’s Bitcoin Electricity Consumption
Index, it reached 133.68TWh in May, which is above Sweden, which
used 131.8TWh in 2020 of July 20th, electricity consumption was
estimated to be 73.04TWh. The mines will return, and we have seen
activity in an increase in Kazakhstan, amongst others, where 90% of
the energy mix is powered by coal, might we add.

Bitcoin is the most famous of the cryptos, but from a functionality
perspective, it is less advanced, and it cannot process thousands of
transactions in a second. Ethereum is more advanced, and the
ability to transfer money will become free and is being built on the
Ethereum network, according to Michael Novogratz when
interviewed by Goldman Sachs. Indeed, he says that payments,
DeFi, and NFTs are all being built on Ethereum. Therefore, in a
similar vein for Myspace paving the way to Facebook, Bitcoin could
be doing the same for Ethereum, or maybe even another currency
being developed. Ethereum has more capacity to store value and
supports smart contracts, and allows developers to build new
applications. Therefore, the ether platform can become an
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extensive, trusted network. Ethereum is also transitioning from a
proof of work (PoW) to an explanation of stake (PoS) verification
method, which increased the energy efficiency of the system, and
Ethereum 2.0 is expected to reach a capacity of 3,000 transactions
per section, and with the PoS network, this could reach 100,000
transactions per second.

According to Goldman Sachs, a small allocation of bitcoin has
enhanced a 60/40 portfolio in recent years. Due to the volatility of
the crypto space and bitcoin, we favour holding a low percentage of
the crypto in a portfolio. Indeed, from a relative value perspective,
Ethereum is better priced; this view is compounded when looking at
the two technologies as Ethereum is far superior. Bitcoin has the
benefit of being the first to market, and retail investors are attracted
to it like moths to a flame. However, while bitcoin prides itself on
being decentralized, most trades are on a handful of exchanges,
and four Chinese mining groups control 60% of the bitcoin supply.
This limits the downside, but the philosophy of never selling most
likely means it will not go back to zero. A lot has been made of
bitcoin being a new safe haven, and while there have been patches
of this behaviour, it is hard to imagine an asset that has that much
volatility and risk and whose value can plummet following one tweet
can be defined as a safe haven. A safe haven, such as gold and
collectables, maintains its value as other assets tumble and have
other uses such as jewellery.

The crypto space may be quiet for the time being, but rest assured it
will be back. Bitcoin may be the darling of the space, but it cannot
change payment systems and supply chains as we know them from
a technological perspective. But Ethereum is the long-term front
runner at the moment but Cardano, is hot on its heals, and if
Ethereum 2.0 is not released Cardano will only gather steam.
Cardano is looking to solve real problems in developing countries
and recently announced a partnership with the Ethiopian Ministry of
Education.

Ethereum Bitcoin cross has been largely driven by the gains/losses by
Ethereum in recent months.
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Euro Desk
Comments

The euro has depreciated considerably since our last report, moving
towards the bottom of our trading range following the Fed's change
in tone. The ECB has also made slight changes to their monetary
policy which would be deemed more dovish in nature. The ECB has
formally adjusted its inflation target to 2%, and Lagarde has
indicated that they are not likely to raise rates until inflation rises
above their 2% target.

In the short term, we could see small bounces in the EUR amid
fears that COVID-19 will be harder to beat due to the delta variant.
As we have mentioned previously, the euro has increasingly been
used as a funding currency, so a risk-off event would lend support to
the euro as market participants look to cover exposure. In the
medium term, in the absence of any significant change in risk
sentiment, we expect the euro to continue softening against the
USD towards 1.17 and then 1.13 by year-end.
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the Fed has a very good track record at meeting inflation targets
compared to other majors, so we would expect the same this time.

Whilst the change in tone from the Fed is earlier than we expected,
it is not entirely surprising. The market is now pricing in a rate hike
as early as Q4 2022; this would be the earliest, in our opinion, as
before the rate hikes can commence, tapering has to be completed.
Over the next few months, we expect the dollar to consolidate
around these regions as markets debate the timing of the first hike,
especially given the fears that a fresh COVID-19 wave could impede
the economic recovery pace. Towards the end of the year, we see
the dollar starting a new appreciation cycle as we expect the Fed to
become more hawkish.

Developed economies’ yields continued to decline, with real yields touching
record lows.
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USD Desk
Comments

In June, the Fed surprised the markets with a change of tone by
signalling potential rate hikes from 2023. Powell acknowledged the
higher inflation risks and indicated that the Fed would ensure they
remain transitory, while also echoing high confidence in the
economic recovery. The US dollar built up strong momentum on the
back of this meeting, and when the rally started running out of
steam, the US CPI data earlier this month gave US Dollar another
boost; in expectation of policy responsiveness from the Fed sooner.
The level of inflation in the US is much higher than the rest of the
G7 economies, and if levels do not subside or the Fed fails to act,
then it is hard to see the dollar continue rising for too long. However,

Both Euro and the Pound weakened against a stronger Dollar.
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GBP Desk
Comments

The Pound has depreciated considerably over the last month due to
stronger USD and as COVID-19 cases rise in the UK, making
sterling investors nervous. The world appears to be watching
numbers in the UK closely to see the impact of rising cases on
hospitalisations and fatalities after the economy fully opened up on
July 19.

Predicting markets in short terms is extremely difficult amid the
unpredictability of COVID-19 spread, which continues to have a
large bearing on risk sentiment. However, there are a few things we
do have a good indication of when looking longer term. Firstly, we
know that the BoE and the Fed are likely to raise rates/ tighten
monetary policy sooner when compared to the ECB and some other
central banks. MPC members Saunders and Ramsden both made
hawkish remarks recently, suggesting recent economic data could
trigger earlier tightening than previously envisaged.

We know vaccination numbers in the US and UK are a lot higher
compared to Europe. Furthermore, years of underinvestment amid
Brexit uncertainty is likely to see more investment into the UK
compared to most other majors in the coming quarters, as
economies start normalising. Despite the rising cases baring any
serious mutations and surges in hospitalisation from COVID-19,
large scale lockdowns are highly unlikely in our opinion.
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Therefore, we believe this pullback presents us with good
opportunities to initiate longs as we expect GBP to bounce back.
We expect the GBPUSD to rise back above 1.40 and potentially
retest recent highs @ 1.4248 by end of the quarter. Those looking to
get long GBP speculatively may be better rewarded by going long
against EUR /CHF/JPY.
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EUR and JPY current position remains below the median, whereas ERUGBP
and GPB are above.

—Median + 4w Average + Previous Current

LLEL

EURGBP

Z-scoe
-

GBP EUR JPY

Source: CME, Sucden Financial

Gold

Gold prices have gained momentum so far in July, as continued
safe-haven appeal, as well as its inflation hedge properties,
supported the precious metal. The gain, however, was not strong
enough to recover from the losses that occurred at the end of June,
when the Fed signalled that it would raise interest rates earlier than
expected. Additionally, the strong response from governments to aid
economic recovery in the form of monetary and fiscal policies, with
some central banks still pledging to add more support to the
economy, continues to provide liquidity for the metal. Monetary
policy is likely to remain loose in both Europe and the US, however,
the latter might start to consider the tapering of its bond-buying
programme. Regardless, in the medium term, we expect inflation
growth, both from consumer and producer sides, to remain elevated,
supporting gold as an inflation hedge. We believe that markets are
unlikely to price in this growth into higher interest rates, as both the
Fed and the ECB stated their resolve to tolerate higher-than-
expected price growth. This has been indicated by softening
nominal yields as well as the breakeven rate. Central banks are
conscious of the market response to any changes in the monetary
policy rhetoric and will most likely remain cautious in regards to the
speed at which they begin asset purchase tapering or hike interest
rates. A drastic change in sentiment could result in large market
swings and impair economic recovery.

Gold has weakened moderately in line with the Treasury yields as an inflation
hedge.
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Technical Charts
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GBPUSD broke below the uptrend after failing to close above highs from Feb, but found support at 23.6% fib level. We could now see a
period of consolidation between 1.35 and 1.43 (50% fib of the move from 03/16 to 03/20) with upside biases after forming a bullish hammer
candlestick pattern. On the upside, a break above resistance @ 1.43 (50% fib of the move from 03/16 to 03/20) and at 1.4382 (High from
April 2018) will lead to the next leg higher towards 61.8% fib / 1.50 psychological level. This view remains intact while downside support @
1.35 holds. A sustained close below 1.35 would lead to a larger pullback to 1.32.
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EURUSD has broken below the bottom of the wedge/ neckline of what now looks like a head and shoulders pattern, a sustained close is still
needed for confirmation but a move lower looks likely. On the downside, the next support is at may’s low @ 1.1702 level and then 1.16 and
1.15. A close below here could pave way for a deeper correction to 1.13 which would also be the target area from the Head and shoulders
patterns. On the upside, a close above 1.20 could see a re-test of downtrend and highs from the start of the year @ 1.2349.
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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

» 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

« 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:
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
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