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More ECB comments on QE; US backdrop and the USD; CHF firms

Commentsfrom ECB officials suggest varying degrees of support for QE within the Governing Council. US data
Friday was good, but not good enough to change market per ceptions on the USD specifically or the US outlook more
broadly. The CHF isrecouping some ground asthe new week gets underway.

ECB's Nowotny and Mersch are less enthusiastic on QE

Last week's discussion of potential quantitative easing (QE) measures by ECB President Draghi may have helped to put
EUR-USD on the defensive, but is aso intensified the market's focus on such measures, the form they might take, their
effectiveness, and the perceived risk that the ECB could actually deploy it/them. Other ECB officials have also been weighing
in on the matter since last Thursday's ECB press conference. Today, two ECB Governing Council members downplayed

the potential for QE. Ewald Nowotny, who also heads The Netherlands's central bank, said the ECB is following inflation
developments closely but that he sees no immediate need to act. In addition, he favors efforts to strengthen the asset backed
securities (ABS) market in Europe as a preliminary step to prepare for possible QE in the future. Nowotny's comments not
only downplay the risk of near-term QE, but also suggest that such measures, if they ever do come to fruition, would be
focused on the ABS market, rather than on Eurozone sovereign debt. Separately, the Y ves Mersch said that QE is atheoretical
concept and that thereis along way to go to any practical implementation of such measures. And like Nowotny, Mersch added
that he does not see an imminent risk of deflation (as increased deflation risks would otherwise argue for more immediate
easing measures from the central bank).

The debate around the potential for QE, if and when it could happen, the securities it would target (ABS versus sovereign
debt) and its potential effectivenessisjust getting started. And recall that the debate includes the FAZ article from Friday
supporting the possibility of QE by saying that the ECB has already "modelled” the inflation impact of a EURL trin asset
purchase program. But it is interesting to note that just days after Draghi more seriously and publicly floated the idea last
Thursday and the FAZ article on Friday, the downward pressure on the EUR is already diminishing. And comments such as
those from Nowotny and Mersch above downplaying the imminent need/risk for QE raise questions about the stance of the
full Governing Council on the matter and in so doing partially counter the EUR-bearish effects of Draghi's remarks at the ECB
press conference. There will clearly be attention on the string of other ECB speakers slated for this week.

The aftermath of US data and the USD

Another input for EUR-USD and the USD more broadly is the after-effects of Friday's US labor market data, which

showed a solid gainsin payrolls (197K in March plus another 37K in upward revisions to the previous two months), aflat
unemployment rate at 6.7%, abig 476K rise in the household measure of employment and a further improvement in the labor
participation rate to 63.2%, bringing it four-tenths off the 68.2% cycle low reached late last year. On the surface, the outcome
suggests that the early-year weakness was more weather-induced rather than indicative of some underlying deterioration in

the labor market and such sentiments should be at least somewhat supportive for the USD. However, that has not developed

to any significant degree and instead, the USD has consolidated and even lost some ground against the European currencies.
And it has registered more noticeable losses against the JPY, with USD-JPY falling roughly a big figure from its post jobs data
push above 104.00. The slippage in USD-JPY seems related more to the "risk off" bias evident in US and global equity market
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weakness since last Friday, while the USD's lethargy more broadly suggests that market participants were not overly impressed
with the US jobs data. That may be partly because markets have already been coming around to the notion that the economy
would in fact rebound from the early-year sluggishness and also because the outcome of Friday's data did little to change the
Fed policy outlook, either in terms of the pace of tapering or the timing of the beginning of the tightening cycle.

Looking ahead this week, the minutes from the March FOM C meeting on Wednesday will be on the market's radar, even
though Janet Y ellen’s press conference following the meeting would have seemingly fleshed out much of the relevant
information from that event. The data calendar isfairly light and includes JOL TS Job Openings Tuesday, weekly MBA
mortgage applications Wednesday, weekly jobless claims Thursday, while Friday brings March PPl and the preliminary
reading of the April U. of Michigan Confidence Index.

EUR-USD chart points

Although we have highlighted that speculation of ECB QE and better US data have failed to put more sustained downward
pressure on EUR-USD, it is the case that the shorter term chart pattern for the currency pair is more bearish than not, with
momentum still pointing lower (5-day and 40-day moving average crossover last week) and the series of lower highs and lower
lows registered since the March 13 peak. There is support at 1.3675-90, defined by Friday's low, the uptrend off the July 2013
low and the 100-day moving average, and a sustained break of all of those would seemingly open scope for further declines.
Resistance remains at the late-March/early-April highs above 1.3800.

CHF recovers some ground

Swiss CPI edged up to 0.0% y/y in March from -0.1% February, one-tenth above expectations but hardly signalling any
measureabl e change/improvement in the overall inflation backdrop or outlook. And in that regard, the argument for a
continuation of the SNB's accommodative policy stance, including maintaining the ceiling on the franc (the 1.2000 EUR-
CHF floor) remains very intact. We noted on Friday that the CHF had been losing some ground since mid-March, which

we related partly to the reduced stresses and focus on the Russia/lUkraine tensions, the SNB's reiteration last month that the
CHF ceiling will continue, and as well to the continued improvement in the peripheral Eurozone bond markets, which has
reduced the appeal of the safe-haven CHF. Indeed, Friday saw German-Italian and German-Spanish 10-year sovereign spreads
fall to their lowest levelsin three years, in line with the trend this year (and in 2013, for that matter) and potentially given

an extra boost by the discussion of ECB QE, which would potentially add to buying interest in peripheral debt. But today,
those spreads have widened out by 3.5 bp and 5.5 bp for Italy and Spain respectively (the Nowotny and Mersch comments are
impacting), with the slippage in the peripheral markets at |east somewhat consistent with the firming in the CHF. Moreover,
tensions in Ukraine are rising again amid reports of increased civil unrest in eastern areas of the country as well the shooting
of a Ukrainian military officer by Russian forcesin Crimea (Bloomberg News), which also tends to be CHF-supportive. EUR-
CHF isthreatening support from the March 14 trendline at 1.2191 while USD-CHF failed to sustain gains after temporarily
breaking above the July 2013 downtrend at 0.8931 on Friday, and support there looks to be at the recent lows near 0.8820.
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