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Talking Down the Good News 
It was all plain sailing for the euro on Thursday until Draghi found an opening to
express his ‘openness’ on negative deposit rates. Well aware that this was probably 
the only ‘conventional’ way to bring down the euro, this was a successful way in
talking down the currency without even mentioning it. If we can also extrapolate 
now that Draghi’s words meant the ECB is uncomfortable with a stronger euro, 
especially with the disinflationary pressures that it brings, Thursday’s press
conference would mark the beginning of a new phase in communications strategy
which the market will have to adjust to. On a technical level, this actually can
work, but we caution that ‘diminishing returns’ will become apparent before long. 

Firstly, ECB would be well aware that they are already operating along very fine
margins. Chart 1 shows the post-OMT state of play of the relationship between
forward rate differentials (which policy expectations directly influence) and
EURUSD. The range of the spread itself has held to a remarkably tight 25bp range
– the size of one conventional policy move – yet EURUSD has managed a 15-big 
figure range. Before the crisis this kind of imbalance would have been unthinkable.
Now, however, all G5 central banks have reached their zero bound (the ECB’s
refinancing rate has little influence on EONIA), but the exchange rates will still
require some degree of anchoring based on technicalities and the model-driven 
investor segment. As a result, the impact of shifts in policy expectations on
exchange rates has been amplified. The ECB and other central banks which still
have some room for manoeuvre on rates are using this to their advantage for now, 
but they can only test the market so far. Perceived dithering over potential moves
of 25-50bp to bring in 15-20 big figures worth of volatility is hardly worth the
effort. At some points their bluff might even be called, putting credibility at stake. 

Secondly, if we assume that diminishing returns to rate moves is in effect, how can
the ECB then deal with the quantitative element? In many respects, Draghi acted
out of necessity today because the ECB is a victim of its own ‘success’. Out of the
G5 its balance sheet is shrinking at by far the fastest pace, and even Thursday’s
commentary suggested that this was to their satisfaction. The problem though is
that this process puts the ECB at a complete disadvantage in a market still fixated
with balance sheet differentials. Chart 2 shows (unadjusted for FX) the relative
growth between the Fed and the ECB’s respective balance sheets, versus
EURUSD. This relationship has held very well since 2010, and we could even
argue that the euro is seriously undervalued given the significant shrinkage post-
LTRO repayments. In the current environment, the ECB is being ‘unconventional’
because it will not or is unable to use active balance sheet expansion as a stimulus
instrument when data is fading. This stands in sharp contrast to the FOMC’s 
stance, which clearly warned of an increase in asset purchases should current
trends continue. Even though the ‘negative returns’ to the dollar from more QE are
also diminishing, it will still be potent in a reflationary scenario. Add the element 
of exigent short-EUR positioning across the board, and the ‘risk’ that data might
start to improve somewhat in the Eurozone, the upside drivers for the currency
suddenly look hard to stop and once again challenge the inflation outlook. 

Ultimately something has to give, and avoiding deflation is a powerful incentive to
keep the currency weak. External demand is not expected to pick up anytime soon,
and core exporters are particularly at risk given their products’ marginal buyers in
emerging markets are slowing structurally. As a result, expect more of the same in
future policy meetings: if the verbal firepower of threats to ‘go negative’ wanes,
threats to ‘go quantitative’ might surface to offset upside risks. This just might
cause enough unease amongst investors to keep the euro range-bound and investors 
gradually lose interest. As always, falling FX vol increases investment risk:
reward, and that’s the ultimate virtuous cycle that central banks will seek. 
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Chart 1: EURUSD vs. FRA Spread 
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Chart 2: EURUSD vs. Fed/ECB Balance 
Sheet Relative Size 

70

90

110

130

Jan-10 Jan-11 Jan-12 Jan-13
1.2
1.25
1.3
1.35
1.4
1.45
1.5Relative

Balance
Sheet Size

EURUSD

Source: UBS Calculations 
   

 
     
This report has been prepared by UBS Limited 
ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON PAGE 3.    

ab 

mailto:gareth.berry@ubs.com
mailto:geoffrey.yu@ubs.com


FX Morning Adviser   3 May 2013 

 UBS 2 
 

FX Technicals  
EURUSD BULLISH The pair came under pressure after testing the critical resistance at 1.3228. 

Initial support is at 1.3037 ahead of 1.2955.  

 USDJPY BULLISH The latest setback does not change the broader bullish picture as long as strong 
support at 95.80 holds. Resistance is at 99.95.   

GBPUSD BULLISH The pair posts new recovery high and tested the critical resistance at 1.5606, a 
closing break above this would open 1.5689. Support is at 1.5468. 

USDCHF NEUTRAL There is a critical support at 0.9207 ahead of 0.9150. Near-term resistance is at 
0.9373 ahead of 0.9457. 

AUDUSD BEARISH The pair targets the support at 1.0221. A break here would be negative opening 
1.0115. Resistance is at 1.0303 ahead of 1.0385. 

USDCAD BEARISH With the MACD below its zero line any upside should be limited. Our support 
focus is on 1.0052 ahead of 0.9987.  Resistance is at 1.0144. 

EURCHF NEUTRAL There is a strong support at 1.2214, which is being tested currently. Next 
support is at 1.2177. Resistance is at 1.2264; a break here would open 1.2312.  

EURGBP BEARISH The cross is trading just above the support is 0.8398; a break here would open 
0.8287. Resistance is at 0.8498.  

EURJPY NEUTRAL Resistance is at 129.91 ahead of 131.12. Initial support is at 127.06, a move 
below would signal scope for further correction to the strong support at 124.94.  

*NOTE: The trend for each currency pair as defined in the table is determined by our proprietary model and is independent of our discretionary interpretation 
of price action 
 
Source: UBS FX Strategy  
 
Key Events 
Country GMT Release/Event Frequency UBS  Prev/Revised Consensus Actual 

Australia 23:30 AiG Performance of Service Index (Apr) index n/a 49.6 n/a 44.1 
China 01:00 Non-manufacturing PMI (Apr) index n/a 55.6 n/a 54.5 
Australia 01:30 PPI (Q1) q-o-q n/a 0.20% n/a 0.30% 
Australia 01:30 PPI (Q1) y-o-y n/a 1.00% n/a 1.60% 
India 05:30 Cash Reserve Ratio % n/a 4.00% 4.00%  
India 05:30 India REPO Cutoff Yld  % 7.50% 7.50% 7.25%  
India 05:30 Reverse Repo Rate  % 6.50% 6.50% 6.25%  
Norway 07:00 Norway PMI sa (Apr) index 49.3 50.1 49.8  
Norway 08:00 Unemployment Rate (Apr) % 2.60% 2.70% 2.60%  
UK 08:30 PMI Services (Apr) index 52.6 52.4 52.4  
Euro Area 09:00 Euro-Zone PPI (Mar) m-o-m n/a 0.20% -0.20%  
Euro Area 09:00 Euro-Zone PPI (Mar) y-o-y n/a 1.30% 0.60%  
Euro Area 10:00 ECB Announces 3-Year LTRO Repayment     
United States 12:30 Change in Nonfarm Payrolls (Apr) lvl 130K 88K 140K  
United States 12:30 Change in Private Payrolls (Apr) lvl 140K 95K 150K  
United States 12:30 Change in Manufact. Payrolls (Apr) lvl n/a -3K 5K  
United States 12:30 Unemployment Rate (Apr) % 7.60% 7.60% 7.60%  
United States 12:30 Avg Hourly Earning All Emp (Apr) m-o-m 0.10% 0.00% 0.20%  
United States 12:30 Avg Hourly Earning All Emp (Apr) y-o-y 1.80% 1.80% 1.90%  
United States 13:00 Fed’s Pinalto & Rosengren to Speak      
United States 14:00 Factory Orders (Mar) m-o-m -3.00% 3.00% -2.90%  
United States 14:00 ISM Non-Manf. Composite (Apr) index 54.0 54.4 54.0  
United States 16:30 Fed's Tarullo Speaks      
United States 16:45 Fed's Lacker Speaks      
Canada 17:05 BoC's Carney Speaks      
Source: UBS Global Economics, Bloomberg LP, Reuters LP, Reuters, Market News International 
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 Analyst Certification 

Each research analyst primarily responsible for the content of this 
research report, in whole or in part, certifies that with respect to each 
security or issuer that the analyst covered in this report: (1) all of the 
views expressed accurately reflect his or her personal views about 
those securities or issuers and were prepared in an independent 
manner, including with respect to UBS, and (2) no part of his or her 
compensation was, is, or will be, directly or indirectly, related to the 
specific recommendations or views expressed by that research analyst 
in the research report. 
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Required Disclosures 
 
This report has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, 
branches and affiliates are referred to herein as UBS. 
For information on the ways in which UBS manages conflicts and maintains independence of its research 
product; historical performance information; and certain additional disclosures concerning UBS research 
recommendations, please visit www.ubs.com/disclosures. The figures contained in performance charts 
refer to the past; past performance is not a reliable indicator of future results. Additional information will 
be made available upon request. UBS Securities Co. Limited is licensed to conduct securities investment 
consultancy businesses by the China Securities Regulatory Commission.   
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Global Disclaimer 
 
This document has been prepared by UBS Limited, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 
 
This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation 
or would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement 
nor is it a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either 
express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document (‘the Information’), except with 
respect to Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred 
to in the document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and 
may differ or be contrary to opinions expressed by other business areas or groups of UBS. 
Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor’s individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates 
of exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution 
or other enquiries, clients should contact their local sales representative. 
The value of any investment or income may go down as well as up, and investors may not get back the full amount invested. Past performance is not necessarily a 
guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage 
arising out of the use of all or any of the Information. 
Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is 
no representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different 
results. 
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained in this document 
is based on numerous assumptions. Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this document 
may interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting market information. UBS relies on 
information barriers to control the flow of information contained in one or more areas within UBS into other areas, units, groups or affiliates of UBS. The 
compensation of the analyst who prepared this document is determined exclusively by research management and senior management (not including investment 
banking). Analyst compensation is not based on investment banking revenues; however, compensation may relate to the revenues of UBS Investment Bank as a 
whole, of which investment banking, sales and trading are a part. 
For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC) acts as a market 
maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of 
liquidity provider is carried out in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately 
disclosed in this document. For financial instruments admitted to trading on a non-EU regulated market: UBS may act as a market maker save that where this activity 
is carried out in the US in accordance with the definition given to it by the relevant laws and regulations, such activity will be specifically disclosed in this document. 
UBS may have issued a warrant the value of which is based on one or more of the financial instruments referred to in the document. UBS and its affiliates and 
employees may have long or short positions, trade as principal and buy and sell in instruments or derivatives identified herein; such transactions or positions may be 
inconsistent with the opinions expressed in this document. 
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United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is distributed by UBS Limited to persons who are eligible 
counterparties or professional clients. UBS Limited is authorised and regulated by the Financial Services Authority (FSA). France: Prepared by UBS Limited and 
distributed by UBS Limited and UBS Securities France S.A. UBS Securities France S.A. is regulated by the Autorité des Marchés Financiers (AMF). Where an 
analyst of UBS Securities France S.A. has contributed to this document, the document is also deemed to have been prepared by UBS Securities France S.A. 
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur 
Finanzdienstleistungsaufsicht (BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities España SV, SA. UBS Securities España 
SV, SA is regulated by the Comisión Nacional del Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS 
Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments and services in 
the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG is not 
licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 2499). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey. Poland: Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce. 
Russia: Prepared and distributed by UBS Securities CJSC. Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by 
UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A. UBS Italia Sim S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale 
per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this document, the document is also deemed to have been 
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