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FX Options Weekly Report

Macro and Vol Commentary

New COVID cases in major Euro-area economies have started tail off, causing some governments to ease
lockdown measures. What does this mean for euro?

The data

* GDP data for Q1 is released tomorrow, and it is expected to be a taste of things to come
o _ Forecasts suggest that we will see a contraction of 3.7%; the Italian economy is expected to decline
by 4%

o We anticipate Q2 GDP to be significantly weaker, with economy’s hitting double-digit declines

o The ECB have developed several scenarios for this years GDP with estimates are between -5% and -
12%

o Mfg PMI has weakened in recent weeks to 33.6 in April, down from 44.5 in March

o Services and composite PMIs were considerably weaker in April at 11.7 and 13.5, down from 22.8
and 25 in March respectively

o Mfg confidence in German, France, Italy, and Spain has weakened considerably in Q1 to -17.2,-6.5,-
7.0, and -1.0 respectively

o Consumer confidence has fallen the most in Italy, Spain, and Germany to -10.5, -10.5, and -8.4
respectively

o Q2 consumer confidence for the Eurozone and EU 28 have fallen to -22.7% and -22% respectively

o February unemployment was 7.3%, but we expect this to see a sharp rise in March and April through
8%

o _ CPlforMarchis forecast to be 0.7% y/y and 0.5% m/m; core CPl was stronger at 1% y/y

o The EU announced that banks would be able to hold less capital for funds, in an attempt to support
lending

ECB April Meeting: Where do we stand?



* The ECB has allocated 750bn euros to the emergency plan; this is expected to increase by another
500bn to reach 1.25trn euros

* Cutofinterestrates on TLTRO lll to 25bp below the deposit rate and for banks hitting their ‘lending
performance threshold’ to 50bp below refi and 50bp below the deposit rate

* Spreads between 10yr bonds are widening, and this is creating a risk for the ECB

o _ Italy's debt to GDP ratio was elevated before the pandemic at 133%

We expect the European economy to weaken in Q2. This will mean further support from the ECB in June when
their latest economic forecasts are released. The furlough scheme will benefit the Euro-area, and the UK in
recovery as saving rates have increased during the lockdown. These savings may help boost the economy after
lockdown. Another benefit to the Euro-Area is Germany's handling of the virus; this should help a recovery,
especially if China is nearly back at full capacity. We are cautiously optimistic for the euro in the near term but the
dark cloud of dire economic data in the medium term is a dark cloud.



EURUSD Vol Comment

As with FX Macro, vols EURUSD vols spiked in March due to the COVID-19 crisis. However, since then, we've seen
implied vols come off slightly. Shorter-dated realised vols have also begun to come off (see 1-month expiry graph
below) with the realised vols from the tail end of March, realising lower than implied. As mentioned above,
Eurozone COVID-19 cases are tailing off, and some governments (e.g. Germany & ltaly) are implementing gradual
rollbacks of certain lockdown measures. Given these measures are safely implemented without a "second spike”,
we could see the potential for vols to realise lower than current implied levels in Europe (with contractions in EUR

economies over the short to medium term/ECB support already priced into the spot level). As such, we favour
slight short vol/gamma positions on EURUSD.

EURUSD 1-month Implied and Realised Volatilities
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Trade Idea

* Pricedin 1-month expiry, 10m EUR a leg, sell 25 delta Strangle for circa 6.85 vols
* Trade gives short circa 20k USD Vega, delta hedge short Gamma position

* Note that this is only suitable for investors set up to dynamically delta hedge and manage short gamma
positions
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FX Volatility Grid
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Historical Spot FX Volatility (30D Rolling)
—GBP —EUR —JPY —CHF —BRL —INR

25%

20%

15%

10%

5%

0%
Jan 18 Mar 18 May 18 Jul 18 Sep 18 Nov 18 Jan 19 Mar 19 May 19 Jul19 Sep 19 Nov 19 Jan 20 Mar 20

Source: Sucden Financial, Bloomberg

FX Matrix (today)
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Technical Charts

JP Morgan Global FX Volatility Index
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The index has continued to consolidate in recent sessions, however, the indicators continue to suggest lower
prices. The stochastics are falling and are heavily oversold. The RSl is falling but the MACD diff is negative.
Support at 8.90 has held firm in recent weeks, a break of this level would help confirm the descending triangle.
The 100 DMA is providing strong resistance and this could suggest lower prices. On the upside, the index needs
to break above this level and then target 200 DMA.

Dollar Index
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The index has remained within the recent trend channel even though indicators suggest lower prices. The
stochastics are falling further into oversold territory, the RSl is falling but due to the consolidation in prices, the
MACD diff is negative. A break of the lower trend channel would help confirm the weak indicators and rejection of
moving averages and shooting star candle. This could trigger losses to 98.886 with the 61.8% fib level at 97.815.
On the upside, appetite for prices below the lower trend channel could trigger gains through 99.766 back towards
the 23.5% fib level.

EURUSD
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The pair broke out of the descending triangle, and now tests appetite around the 200 DMA. The stochastics are
rising into overbought territory, the RSl is also positive and to confirm the bullish engulfing and hammer candles,
prices need to gain a footing above the 38.2% fib level and challenge 1.1060 at the 50% fib retracement level
with tertiary resistance at 1.1161. On the downside, rejection of prices above the 200 DMA could trigger losses
back through support at 1.0900 with trend support at 1.0708.
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