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Draghi’s Farewell Party

® |t looked like a hands-down victory for Draghi personally. The departing ECB
chief ended his stint with monetary fireworks, announcing a 10bp cut in deposit
rate as well as a revival of asset purchase program.

® The EUR shrugs off ECB’s multi-pronged package. What gives? Open-ended
QE is indeed a mission impossible.

® It will only take about 6-12 months for the German bond holdings to reach the
upper limit of 33%. If this hot-button issue can’t be fixed under his watch, it
will get thornier when he is gone. Draghi’s shoddy succession plan
inadvertently encouraged market anxiety.

® As long as the ECB sticks to its non-committal approach towards QE, we see
some upside to EUR/USD for now.

® A sustainable rally needs more than a fickle central bank. However, we fear
that only a garden-variety recession will bring out the much-needed fiscal
bazookas.

Putting on his Super Mario costume one last time, Mario Draghi did not let us down.

The departing ECB chief ended his stint with monetary fireworks:

® A 10bp cut in deposit rate to 0.5%;

® Arevival of asset purchase program from November 1, at a pace of EUR20bn per
month. Unlike the previous QE rounds which were time-limited, this program will
“run for as long as necessary to reinforce the accommodative impact of its policy
rates”;

® A deployment of a two-tier system, with banks’ required reserve to be exempted
from negative rate; and

® Removing the 10bp penalty on the TLTRO IIl.
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It initially looked like a hands-down victory for Draghi personally. Diehard hawks, the
persona non grata, did cry foul against the reboot of QE program, but the vocal minority
had to grit their teeth through the party.

Despite that, the EUR shrugs off ECB’s multi-pronged package. What gives?
Brushing the hurly-burly of daily positioning and profit-taking aside, open-ended QE is
indeed a mission impossible.

It will only take about 6-12 months for the German bond holdings to reach the upper
limit of 33%, by our estimate. Draghi does not seem to hesitate to bind his
successor’s hands, but it is not exactly a yellow brick road to be followed. If this hot-
button issue can’t be fixed under his watch, it will get thornier when he is gone.
Draghi’s shoddy succession plan inadvertently encouraged market anxiety.

As long as the ECB sticks to its non-committal approach towards QE, we see some
upside to EUR/USD for now. Don’t get us wrong though, a sustainable rally is quite
another story. Markets need more than a fickle central bank. They need a sweeping
package of fiscal stimulus to attract unhedged inflows. We fear that only a garden-
variety recession will bring out the much-needed fiscal bazookas.
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Table 1: Strategy Performance Summary

Ex post performance (1-month)

Entry Period- 1-month
Date Key recommendations Low High

level* end level return
1-Aug-19 11:15 Skeptical about just how much juice is left in the dollar rally 98.81 97.22 99.02 98.81 0.0%
26-Jul-19 10:45 We prefer to fade any EUR rallies. 1.1148 1.1030 1.1243 1.1140 0.1%
24-Jul-19 10:15 Sterling is likely to be an outcast 1.2434 1.2016 1.2520 1.2256 1.5%
5-Jul-19 10:10 The theme of (HKD) normalisation will unfold yet again 7.7900 7.7883 7.8354 7.8300 0.5%
2-Jul-19 17:30 There is nothing compelling about the current AUD rally 0.6990 0.6788 0.7076 0.6790 2.9%
4-Jun-19 17:30 We see little value in chasing the AUD higher 0.6980 0.6833 0.7048 0.7021 -0.6%
22-May-19 15:50 The pound will test lower levels in the short run 1.2676 1.2512 1.2759 1.2723 -0.4%
8-May-19 14:15 The idea of sell (AUD) in May still looks appealing to us 0.7023 0.6865 0.7023 0.7000 0.3%
2-May-19 11:00 Dollar spike is more than flashes in the pan 97.60 97.04 98.13 97.76 0.2%
29-Apr-19 10:00 The BoC might deliver something for bears to get their teeth into  1.3458 1.3378 1.3505 1.3488 0.2%
9-Apr-19 19:00 It could take weeks for the USD/HKD to revert back to 7.85 7.8423 7.8324 7.8494 7.8483 0.1%
21-Mar-19 10:50 Playing the high-carry USD from the long side 95.88 95.74 97.52 97.39 1.6%
13-Mar-19 10:20 The resolution in sight warrants holding a GBP long position 1.3084 1.3081 1.3381 1.3090 0.0%
8-Mar-19 10:35 EUR/JPY is a cleaner expression of the EUR-bearish view 124.86 123.85 127.45 124.99 -0.1%
19-Feb-19 9:10 Underweighting the dollar and staying nimble 96.83 96.29 97.71 96.48 0.4%
12-Feb-19 9:10 For HKD bear, it is the Trojan horse you want to smuggle in 7.8470 7.8470 7.8500 7.8500 0.0%
31-Jan-19 10:40 The USD will going on struggling 95.26 95.16 97.16 96.06 -0.8%
30-Jan-19 10:10 We have interest in chasing GBP higher 1.3094 1.2779 1.3335 1.3293 1.5%
16-Jan-19 11:20 The GBP remains a buy-in-dip play 1.2845 1.2839 1.3217 1.2905 0.5%
12-Dec-18 10:30 Fate will smile upon the GBP once again next year 1.2513 1.2473 1.2862 1.2844 2.6%
14-Nov-18 11:00 We prefer to sell the EUR into rallies 1.1304 1.1263 1.1437 1.136 -0.5%
14-Nov-18 11:00 We prefer to sell the GBP into rallies 1.3010 1.2485 1.307 1.2627 3.0%
9-Nov-18 10:30 The resurgence of the USD will continue 96.7 96.08 97.7 96.7 0.0%
8-Oct-18 11:20 USD/CNY remains a buy-in-dip play 6.9036 6.8725 6.9769 6.9320 0.4%
3-Oct-18 16:30 A re-test of the lows (for EUR) around 1.1450 is on the radar 1.1570 1.1306 1.1617 1.1400 1.5%
21-Sep-18 15:00 USD/HKD to hit 7.83 in October 7.8100  7.8033 7.8423 7.8423 0.4%
13-Sep-18 9:50 We prefer to trade GBP on the long side 1.2960 1.2927 1.3294 1.3168 1.6%

*Entry level recorded at the time of publication, if not stated otherwise Total return? 17.8%

*Since August 2018 Benchmark return 0.4%

"Citi Parker Global Currency Manager Index Hit ratio® 80.0%

Source: Shanghai Commercial Bank
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Disclaimer - Investment Involves Risk

Investment involves risks, investors may be subject to substantial losses. The
exchange rates of any currencies or the price and income of any securities, funds,
bonds or other financial instruments described herein may fall as well as rise. Past
performance should not be taken as an indication of future performance.

RMB is currently not freely convertible, the exchanges of RMB are subject to a daily
limit imposed by Chinese and Hong Kong regulatory and supervisory authorities. RMB
convertibility from offshore RMB (CNH) to onshore RMB (CNY) is a managed currency
process subject to foreign exchange control policies of and restrictions imposed by the
Chinese government. There can be no assurance that RMB will not be subject to
devaluation at some point.

Any projections and opinions expressed herein are expressed solely as general market
commentary and do not constitute investment advice or guaranteed return. Shanghai
Commercial Bank Limited and its affiliates may trade for their own account in, may
have a position in, all or any of the currencies, securities or investments mentioned in
this document. Customers are advised to make an independent review and reach their
own decisions regarding the economic benefits and risks of any transaction and the
legal, regulatory, credit, tax and financial aspects of such transaction relating to their
particular circumstances. Neither the information nor any opinions contained herein
constitutes a solicitation or offer by Shanghai Commercial Bank Limited to buy or sell,
whether as principal or agent, any currencies exchange, securities, funds, futures,
options or other financial instruments or provide any service or investment advice.

Although the information herein contained is obtained or compiled from sources we
believe to be reliable, Shanghai Commercial Bank Limited cannot and does not warrant
the accuracy, validity, reliability, timeliness or completeness of any such information.
Shanghai Commercial Bank Limited expressly disclaims any warranties of fitness for
a particular purpose or duties of care and accepts no liability (whether in tort or contract
or otherwise) for any loss or damages arising from any use of, or inaccuracies or
omissions of the information. All information is provided “as is”, and is subject to
change without prior notice. The information herein contained may not be reproduced,
distributed or published in any medium for any purpose without prior express written
consent from Shanghai Commercial Bank Limited. The information herein contained

ecurities and Futures Commission.
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