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As the Brexit clock runs down, we are starting to see some
movement. Last Thursday PM Johnson met with his Irish
counterpart in what was labelled as ‘constructive’ discussions.
This sent the British Pound (GBP) significantly higher, showing
the sensitivity in the market at the moment to any slight news
flow.
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Aside from the UK, we review the latest from the US/China
dialogue, along with risk on sentiment driving safe havens
lower.
Read more on Page 2>

GBP
Here we are, heading into a very big week for British politics and economy alike. Regular
readers of our analysis will know the state of play, so let’s review the potential spill overs of the
EU summit this week.
One note on last week though was the meeting between Johnson and the Irish PM which
effectively provided a catalyst for GBP to vault higher on Thursday and Friday. It traded over
4% higher against the US Dollar by the close of the week1. Arguably we wouldn’t have as much
optimistic anticipation for the EU summit this week had we not had the Irish meeting last week.
Fast forwarding to today, we are now in a position whereby a renewed sense of hope flows
through the FX markets that there is indeed a fair chance of PM Johnson offering his amended
proposals to EU leaders this week.
Option pricing (overleaf) shows large demand for GBP topside via short dated (1 week – 1
month) calls, which shows sentiment has improved. Indeed, spot movements can sometimes
be clouded by flows, whereas Option pricing offers a clearer picture of positional adjustments.
Our House base case remains for an extension to the negotiating process with a strong
likelihood of a general election. However, as we flagged previously, this week offers ‘fat tail’
kurtosis on the event outcome. A deal or a no deal from the EU summit would likely see strong
GBP moves.
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USD
Talks resumed on trade between the US and China last week. The US suspended a tariff
increase of 5% (from 25-30%) which was due to go into effect this week2. Whilst this can be
taken as a positive, it does not mark a significant shift in sentiment between either side. The US
dollar was largely unmoved following the news.
Investors now have to make the call on whether to take profit on long USD positions as we
move into Q4, which have served them well year to date.

EUR
We saw a rebound in industrial production based on August data, coming in at 0.4% vs 0.3%
expected3. This being only the third monthly rise this year, shows the demise of the Eurozone
economy. With the powerhouse that is Germany not able to shoulder the burden, it doesn’t
paint a good picture for the rest of Q4 and beyond. Therefore it is not surprising that EUR/USD
trades below 1.10, with EUR/JPY below 120 too4.

A Change in Sentiment?
GBP/USD Risk Reversals close to 5yr highs for a one month tenor, showing Brexit optimism
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Sources:
1.
GBP/USD Reuters Quote Range
2.
https://www.cnbc.com/2019/10/14/what-chinese-media-are-saying-about-the-partial-trade-deal-with-the-us.html
3.
https://ec.europa.eu/eurostat/news/news-releases
4.
Reuters Eikon Spot Quote 15/10/19
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Citi Analysts FX Forecasts

Source: Citi Research

*The new update of the above Citi FX forecast is expected to be published around 21st October 2019. Past
performance is no guarantee of future results. Real results may vary. All forecasts are expressions of
opinion, are not a guarantee of future results, are subject to change without notice and may not meet our
expectations due to a variety of economic, market and other factors
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Citibank N.A. and its affiliates / subsidiaries provide no independent research or analysis in the substance or preparation of this
document. Investment products are not available to US persons and not all products and services are provided by all affiliates or
are available at all locations.
This document is for general informational purposes only and is not intended as a recommendation or an offer or solicitation for the
purchase or sale of any security, currency, investment, service or to attract any funds or deposits. Information in this document
has been prepared without taking account of the objectives, financial situation or needs of any particular investor. Therefore,
investment products mentioned in this document may not be suitable for all investors. Any person considering an investment
should seek independent advice on the suitability or otherwise of a particular investment. Before making any investment, each
investor must obtain the investment offering materials, which include a description of the risks, fees and expenses and the
performance history, if any, which may be considered in connection with making an investment decision. Each investor should
carefully consider the risks associated with the investment and make a determination based upon the investor’s own particular
circumstances, that the investment is consistent with the investor’s investment objectives
In any event, past performance is no guarantee of future results, and future results may not meet our expectations due to
a variety of economic, market and other factors. Further, any projections of potential risk or return are illustrative and
should not be taken as limitations of the maximum possible loss or gain. Investments are not deposits or other
obligations of, guaranteed or insured by Citibank N.A., Citigroup Inc., or any of their affiliates or subsidiaries, or by any
local government or insurance agency, and are subject to investment risk, including the possible loss of the principal
amount invested. Investors investing in funds denominated in non-local currency should be aware of the risk of
exchange rate fluctuations that may cause a loss of principal.
Neither Citigroup nor its affiliates can accept responsibility for the tax treatment of any investment product, whether or not the
investment is purchased by a trust or company administered by an affiliate of Citigroup. Citigroup assumes that, before making
any commitment to invest, the investor and (where applicable, its beneficial owners) have taken whatever tax, legal or other advice
the investor/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the income or gains
arising from any investment product provided by Citigroup. If an investor changes country of residence, citizenship, nationality, or
place of work, it is his/her responsibility to understand how his/her investment transactions are affected by such change and
comply with all applicable laws and regulations as and when such becomes applicable.
Although information in this document has been obtained from sources believed to be reliable, Citigroup and its affiliates do not
guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. Opinions
expressed herein may differ from the opinions expressed by other businesses or affiliates of Citigroup, and are not intended to be a
forecast of future events, a guarantee of future results or investment advice, and are subject to change based on market and other
conditions. The information contained herein is also not intended to be an exhaustive discussion of the strategies or concepts. At
any time, Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.
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This document may not be reproduced or circulated without Citigroup written authority. The manner of circulation and distribution
may be restricted by law or regulation in certain countries. Persons who come into possession of this document are required to
inform themselves of, and to observe such restrictions. Any unauthorised use, duplication, or disclosure of this document is
prohibited by law and may result in prosecution.
Citibank UK Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the
Prudential Regulation Authority. Our firm’s Financial Services Register number 805574. Citibank UK Limited is a company limited
by shares registered in England and Wales with registered address at Citigroup Centre, Canada Square, Canary Wharf, London
E14 5LB, Companies House Registration No. 11283101. Citibank N.A., Jersey Branch is regulated by the Jersey Financial
Services Commission. Citi International Personal Bank is registered in Jersey as a business name of Citibank N.A. The address of
Citibank N.A., Jersey Branch is P.O. Box 104, 38 Esplanade, St Helier, Jersey JE4 8QB. Citibank N.A. is incorporated with limited
liability in the USA. Head office: 399 Park Avenue, New York, NY 10043, USA. © All rights reserved Citibank UK Limited and
Citibank N.A. (2019). CITI®, CITI and Arc Design ® are registered service marks of Citigroup Inc. Calls may be monitored or
recorded for training and service quality purposes..
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