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| 2. significant uptick in G10 yields HSBC )

Initially led by Trump Now led by Europe
and US-led reflation and ECB taper talk
hopes
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I 3. But not because of inflation expectations HSBC <>
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I 4. Inflation actually lower than expected HSBC Xy
— US Inflation Surprise, LHS Eurozone Inflation Surprise, RHS
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I 5. Global cyclical rebound could be fading HSBC 4y

Survey data stronger than expected Hard data weaker than expected
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I 6. EUR to follow the USD’s path when the Fed HSBC <>
went towards “normalisation”

——DXY Index
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I 7. ECB normalisation to lead to EUR strength HSBC X»
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I 8. EUR is not as widely held as before HSBC <X»

% World FX reserves held in EUR %
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I 9. GBP: less cyclical, more political HSBC <y

—— Expected Dec'17 3M rate differentials (UK-US), LHS ~ ——GBP-USD (RHS)
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I 10. Politics: massive uncertainty on a deal HSBC Xy
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I 11. Cyclical: rate hikes would be misguided HSBC >

Market confuses cyclical and structural

Current account
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I 12. Cyclical: higher inflation solely FX-led HSBC p

8. In our forecast, sterling effects are the only drivers of above-target (core) inflation
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I 13. Structural: limited external rebalancing
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I 14. EM FX is not cheap
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