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FX —What clients think: Informal survey responses

e More than 50% of clients think that a narrow US-China pact is more than 75% priced in

e More than 60% see less than a 15% chance of a hard Brexit; 34% see GBP north of 1.35 on a deal
e Almost 33% see a hawkish Fed on 30 October versus 5% dovish

o More than 55% see President Trump’s re-election probability above 53%

o Almost 90% see the DXY weaker if a Democrat wins the presidential election

What clients expect

We sent out a survey to clients and colleagues on 28 October to gauge what they  Steve Englander
think about key asset market and macroeconomic themes. We also queried SC ~ *1 2126670564
. i . Steve.Englander@sc.com
colleagues. Below is a quick summary of responses so far (65 external, 34 internal). Head, Global G10 FX Research and North
Taking the questions together, good news on a limited trade deal and Brexit iS  America Macro Strategy
viewed as largely, but not fully priced in. However, clients worry that the FOMC will ~ Standard Chartered Bank NY Branch
send a hawkish signal at its 30 October meeting, possibly by changing the Statement
text to remove the “act as appropriate” phrasing. There is weak conviction that the
EUR may have turned the corner, and considerable conviction that a Democratic

presidential election win could bring a much weaker USD.

1. How much is a narrow trade deal (limited to agriculture, limited tariff rollback
and other modest changes) priced into equities and exchange rates?

Half of our client respondents see a narrow US China trade deal as more than 75%
priced in; only 10% consider it less than 50% priced in (Figure 1). By contrast, about
30% of SC colleagues see the trade deal as less than 50% priced in. The S&P is up
about 5% from early October lows and UST 10Y yields are up 30bps. Using 75% as
an estimate of how much is priced in suggests 1-2% more on equities and maybe
10bps higher on USTs, assuming the moves are wholly driven by the likelihood of a

small deal.
Figure 1: How much is a narrow trade deal (limited to Figure 2: If the narrow deal is formalised, what is the best
agriculture, limited tariff rollback and other modest position to own? (Choose up to two positions)

changes) priced in equities and exchange rates?
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2. If the narrow deal is formalised, what is the best position to own? (Choose
up to two positions)

On a deal, a wide variety of assets will likely appreciate (Figure 2). Among clients and
SC colleagues, the assets thought most likely to appreciate are US equities, EM high
yielders, and China’s equities. USTs are expected to sell off. About 16% of SC
colleagues saw the AUD, CNY and CNH as most attractive, about double the client
share. Both among clients and SC colleagues, somewhat over 10% thought the deal
was fully priced in or had overshot.

3. What is the risk of a hard Brexit over the next year?
4. Where will GBP trade in six months if there is some negotiated Brexit deal?

More than 60% of clients saw a hard Brexit risk as less than 15% (SC 47%), with a
further 25-30% seeing hard Brexit as a 15-30% risk. Almost 35% of clients saw the
GBP above 1.35 on a deal and 48% trading in a 1.30-1.35 range (Figure 3). Both
clients and SC colleagues see near 85% probability that the GBP trades above 1.30
on a negotiated deal. On 29 October, we recommended a long GBP position on the
view that a hard Brexit has become extremely unlikely (ACT: Buy GBP-USD).

About 25% of SC colleagues see more than a 30% chance of a hard Brexit vs, 12%
of clients. For those who see significant risk of a hard Brexit, there are some
attractive downside GBP opportunities.

5. Markets now price in about a 30-35% probability of a December FOMC cut,
and close to 100% for a cut in October. On 30 October, do you think the Fed
will be neutral, hawkish or dovish relative to this market pricing?

Figure 3: What is the risk of a hard Brexit over the next Figure 4: Where will GBP trade in six months if there is

year?

some negotiated Brexit deal?
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6. Do you expect the FOMC to modify the phrase “will act as appropriate to
sustain the expansion”? Will a change be viewed as hawkish relative to current
pricing?

About 60% of clients and SC colleagues expect the Fed to be neutral relative to
market pricing (which is unsurprising). However, the split between hawkish and
dovish skews among clients was 33% hawkish, 5% dovish (Figure 5). This matches
our anecdotal perception that clients are going into the FOMC meeting with a
hawkish skew. For SC colleagues the risk distribution was more symmetrical: 19%
expected a hawkish surprise, 22% a dovish surprise.

The key Statement decision is whether the FOMC keeps “will act as appropriate” and
how markets will react if this phrase is weakened. More than 75% of clients expected
the recent phrasing to stay and 64% saw a change in phrasing as hawkish (Figure 6).
Less than 15% of clients thought the FOMC could change the phrasing without it
being viewed as hawkish.

7. Online political trading markets give President Trump a 42% chance of re-
election? What is Your subjective probability of re-election?

8. How will the DXY (the USD index) trade if the most likely Democrat (your
subjective view) wins?

More than 55% of clients see the probability of President Trump being re-elected as
above 53%, of which 25% saw a more than 60% chance of re-election. 21% of clients
were in our toss-up range (48-52% re-election probability). SC colleagues saw
slightly higher probability than clients that President Trump would be re-elected
(Figure 7).

There was a strong client consensus that the DXY would weaken if a Democrat won
(we did not distinguish among Democrats). Almost 40% of clients thought the USD
would drop 5% or more and 34% 2-5% (Figure 8). Notwithstanding the higher
probability that SC colleagues assigned to Trump’s re-election, they were slightly less
pessimistic on the USD if he lost. Among SC colleagues, 50% thought the DXY
would fall by 2% or more versus 74% of clients.

Figure 5: Markets now price about 30-35% probability of a  Figure 6: Do you expect the FOMC to modify ‘will act as
Dec FOMC cut, and close to 100% for a 30 Oct cut; in Oct, appropriate to sustain the expansion’? Will a change be
do you think the Fed will be neutral, hawkish or dovish viewed as hawkish relative to current pricing?

relative to this market pricing ?
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9. Do you think the EUR has seen its cyclical low?
Over 60% of clients and SC colleagues thought we have passed the EUR cyclical
low (Figure 9). Treating the September low of 1.0899 as the bottom, options markets
price in a ¢.44% risk that the EUR will not trade below this level over the next year
and a 35% chance that it will not trade below the level over the next two years, so
there is some correspondence between the survey and market pricing. This also
matches anecdotal client discussions — there is a perception that some EUR
negatives are being removed, but not much conviction that the EUR is on a definitive
upward trend.
Figure 7: Online political trading markets give President Figure 8: How would the DXY trade if the most likely
Trump a 42% chance of re-election. Your subjective Democrat (your subjective view) wins?
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Figure 9: Do you think the EUR has seen its cyclical low?
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