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Risk appetite gathered momentum last week 
 
Risk currencies rally 
 
Positive economic surprises on the increase 
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Important Disclosure 
 
This document is based on information provided by Citigroup Investment Research, Citigroup Global Mar-
kets, Citigroup Global Wealth Management and Citigroup Alternative Investments. It is provided for your 
information only. It is not intended as an offer or solicitation for the purchase or sale of any security. Infor-
mation in this document has been prepared without taking account of the objectives, financial situation or 
needs of any particular investor. Accordingly, investors should, before acting on the information, consider 
its appropriateness, having regard to their objectives, financial situation and needs. Any decision to pur-
chase securities mentioned herein should be made based on a review of your particular circumstances with 
your financial adviser. Investments referred to in this document are not recommendations of Citibank or its 
affiliates. Although information has been obtained from and is based upon sources that Citibank believes to 
be reliable, we do not guarantee its accuracy and it may be incomplete and condensed. All opinions, pro-
jections and estimates constitute the judgment of the author as of the date of publication and are subject to 
change without notice. Prices and availability of financial instruments also are subject to change without 
notice. Past performance is no guarantee of future results. The document is not to be construed as a solici-
tation or recommendation of investment advice. Subject to the nature and contents of the document, the 
investments described herein are subject to fluctuations in price and/or value and investors may get back 
less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in 
value that could equal the amount invested. Certain investments contained in the document may have tax 
implications for private customers whereby levels and basis of taxation may be subject to change. Citibank 
does not provide tax advice and investors should seek advice from a tax adviser. 
 
Other Sources: 
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Products are (i) not insured by any government agency; (ii) not a deposit or other obligation of, or guaran-
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should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. 
Investors should consider this report as only a single factor in making their investment decision. For more 
information, please refer to https://www.citigroupgeo.com/geopublic/Disclosures/FSAConflicts.html 
 
Citibank N.A., London Branch is authorised and regulated by the Financial Services Authority (FSA) with 
reference number 124704. Citibank International Plc is authorised and regulated by the FSA with reference 
number 122342. Citibank N.A., Jersey Branch, is regulated by the Jersey Financial Services Commission 
under the Financial Services (Jersey) Law 1998 for the conduct of investment business. Citigroup is a reg-
istered business name of Citibank (Channel Islands) Limited. Citibank N.A., London Branch and Citibank 
International Plc are licensed by the Office of Fair Trading with license numbers 0001486 and 0482552 re-
spectively to extend credit under the Consumer Credit Act 2006. Citibank N.A., London Branch is registered 
as a branch in the UK at Citigroup Centre, Canada Square, Canary Wharf, London E14 5LB. Registered 
number BR001018. Citibank N.A., Jersey Branch has its registered office at PO Box 104, 38 Esplanade, St 
Helier, Jersey JE4 8QB. Citibank International Plc has its registered office at Citigroup Centre, Canada 
Square, Canary Wharf, London E14 5LB   Citibank N.A., is incorporated with limited liability in the USA. 
Head office: 399 Park Avenue, New York, NY 10043, U.S.A. © 2011 Citibank N.A. CITI, CITI and Arc De-
sign and CITIBANK are registered service marks of Citigroup Inc and its affiliates. Calls may be monitored 
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Risk appetite picked up last week, sending the dollar broadly lower 
against major currencies. Investors were optimistic that a solution to 
the Eurozone issues may be near following statements from Merkel & 
Sarkozy that they will deliver a comprehensive plan by the end of the 
month. 
 
The Euro rallied, as did most risk currencies.  Downgrades of some 
peripheral European sovereign ratings were shrugged off as the focus 
was on developments in formulating the bank recapitalization plan. 
Slovakia finally voted in favour of increasing the EFSF powers while 
Sterling also rallied as investors viewed the recent Quantitative Easing 
announcement as the right policy for the struggling economy. 
 
Friday’s US September retail sales came in well above consensus at 
1.1% with sharp gains in motor vehicles and gasoline. Core retail 
sales also increased by 0.6%, which was also well above consensus. 
Following Friday’s retail sales release, the Citi US Economic Surprise 
Index (ESI) has risen to 2.2. This is the first positive reading since 29 
April.  

The rise has been driven by the accumulation of small, but consistent 

positive surprises in recent weeks. While in absolute terms, US 

economic releases are still far from suggesting a robust expansion, 

the improvement does suggest that the bearishness of forecasters 

had gone too far. Since 28 September, 14 data releases have gone 

into the calculation of the US ESI, 13 of them better than expected. 

The improvement in US data surprises though is unlikely to sway the 
Fed from changing its policy stance anytime soon. The positive ESI 
would make it much harder for the doves within the Fed argue in favor 
of QE3. Markets though have  factored little in terms of QE3 so the 
fact that it would now be much more difficult to propose additional 
easing should not move markets.  
 
On the other hand, the combination of upside data surprises in the US 

amid a Fed on hold for the foreseeable future would in itself be 

supportive of risk assets and therefore negative for USD. But given 

that euro zone events currently overshadow everything else, the 

current risk supportive US data is likely to be of secondary importance 

until the euro zone headlines start to show signs of some real 

progress on key issues.  
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The announcement by Angela Merkel and Nicolas Sarkozy that they 
would present a comprehensive package to address the euro area 
sovereign debt and banking crises by the end of the month has 
created a new dynamic at the political level. This has raised 
expectations for the Council meeting of the EU Heads of State and 
Government on 23rd October. The G20 country heads met over the 
weekend with no further details arising in relation to the plan to 
resolve the Eurozone issues. While Citi analysts expect progress in 
many areas to come from the October 23

rd
 meeting, including debt 

sustainability in Greece, bank capitalisation, support for the Italian and 
Spanish sovereign bond markets and euro area governance, they do 
not expect that summit will be able to end the crisis.  
 
Coming up this week, it’s a busy week of US data, with industrial 
production Monday, PPI Tuesday, CPI and building data Wednesday 
and the Philly Fed Thursday. Earnings season is also in full swing, 
with big players among those reporting.  
 
Citi analysts remain overall cautious given the euro zone events 

looming in the background and think the current risk rally against USD 

may be close to being overstretched. As a result, risk currencies may 

struggle to maintain momentum against the funding currencies (USD 

and JPY) ahead of the October 23 EU meeting that now looms as the 

key risk event for the euro zone. Our CitiFX Technical team agrees 

and notes the present path of the USD Index continues to closely 

follow the path seen in 2008, suggesting the correction down may 

have come to an end and the uptrend may resume. 
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USD: 
 
Oct. 17, Richmond Fed President Lacker to speak on economic outlook in Maryland. 
Oct. 17, Chicago Fed President Evans to speak on monetary policy and the economic outlook in Michigan. 
Oct. 18, Fed Chairman Bernanke to speak at Boston Fed conference on the long term effects of the great 

recession. 
Oct. 18, Atlanta Fed President Lockhart to speak on the economic outlook in Tennessee. 
Oct. 19, Boston Fed President Rosengren to speak at Boston Fed conference on long term effects of the great 

recession. 
Oct. 19, Atlanta Fed President Lockhart to moderate panel discussion on Latin American growth. 
Oct. 20, St. Louis Fed President Bullard to give opening remarks at Fall Research Policy conference in St. 

Louis. 
Oct. 20, Atlanta Fed President Lockhart moderates discussion on the economic crisis at the World Affairs 

Council in Atlanta. 
Oct. 20, Cleveland Fed President Pianalto to speak to conference on the Midwest economy in Toledo. 
Oct. 20, Minneapolis Fed President Kocherlakota to speak to Minnesota Council on Economic Education. 
Oct. 21, Minneapolis Fed President Kocherlakota to speak to the Harvard Club of Minnesota. 
Oct. 21, Fed Vice Chairman Yellen to speak on the outlook for the U.S. economy and economic policy in 

Denver. 
Oct. 17, September Industrial Production and Capacity Utilization (Percent Chg. Unless Noted): Citi. 0.0 %, 

August 0.2 %, July 0.9 %, June 0.1 %; Capacity Utilization – Citi. 77.1 %, August 77.4 %, July 77.3 %, June 
76.7 % - Citi analysts anticipate no change in industrial production in September, as another weather-related drop 
in utilities output offsets small gains elsewhere. Factory output probably increased, but not by much given the loss 
of 13,000 manufacturing payrolls 

Oct. 18, September Producer Price Index (Percent Change): Total – Citi. 0.3 %, August 0.0 %, July 0.2 %, June -
0.4 %; Ex. Food & Energy – Citi. 0.2, August 0.1, July 0.4 , June0.3 - Producer prices probably reaccelerated 
after last month’s flat reading. But the fundamentals are swinging toward softer wholesale prices in coming 
months. Crude petroleum prices have fallen sharply, first on WTI and now even Brent seems to be headed lower. 
In addition, many non-energy commodity prices have fallen sharply recently. 

Oct. 19, September Consumer Price Index (Percent Change): Total – Citi. 0.3 %, August 0.4 %, July 0.5 %, June 
-0.2 %; Excl. Food & Energy – Citi. 0.2, August 0.2, July 0.2, June 0.3 - Citi analysts look for another energy-
led jump in overall CPI in September, but core CPI probably remained tame. Note 1: Apparel prices have soared 
in the four months to August at the fasted pace in the post-WWII era. The 5% cumulative rise (not annualized) 
followed nearly a decade of stagnant prices. Given the lack of demand and tremendous slack in the economy, Citi 
analysts  have a hard time trusting that this is a new trend. Seasonal factors look for more than a 4% rise in prices 
in September. Citi analysts think the price increase will fall short of seasonals, especially starting from such 
elevated levels, yielding a decline in apparel prices this month. Note 2: Barring a reversal of the recent drop in 
energy prices, September could be the peak in overall CPI inflation. 

Oct. 19, September Housing Starts and Permits (Thousands): Total – Citi. 580, August 571, July 601, June 615, 
May 553; Building Permits – Citi. 615, August 625, July 601, June 617, May 609 - Housing starts likely 
remained in the tight range in place since the end of the recession. Single-family housing construction has been 
especially weak during this period, while multifamily housing shows some signs of a rebound. Note: Multi-unit 
starts are probably being spurred by the falling rental vacancy rate and the corresponding rise in rent prices. 

Oct. 20, September Existing Home Sales (Millions of Homes): Citi. 4.95, August 5.03, July 4.67, June 4.84, May 
4.81 - Existing home sales likely retreated slightly in September after a small pickup in August. Single-family home 
sales have been trapped in a tight range in 2011, with no signs at this point of a breakout. Note: Although 
mortgage rates have fallen to a historic low below 4% on 30-year fixed loans, and the housing affordability index 
remains near record highs, these are not the driving factors for housing at this time. Mortgage credit availability 
remains tight and potential buyers are now expected to amass larger down payments, which takes time. 

Oct. 20, October Philadelphia Business Survey: Citi. -10.0 %, September -17.5 %, August -30.7 %, July 3.2 % - 
Although Citi analysts  look for some more improvement in the Philadelphia business gauge, the report probably 
will be downbeat again. Note: The Philly Fed index has been all over the map this year and not very reflective of 
economic activity. At the start of spring, the index jumped to the highest reading in a quarter century, only to 
plunge to one of its lowest readings by mid-summer. The economy and other measures of activity exhibit none of 
these extremes. So, while Citi analysts  expect the Philly measure to settle down to levels consistent with ongoing 
modest growth in coming months, Citi analysts take this business gauge with a grain of salt. 
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EUR: 
 
Oct 18, German ZEW Economic Expectations, Oct Forecast: -48 Prior: -43.3 - Despite the recent rebound in equity 

markets, the ongoing uncertainty regarding the sovereign debt crisis is likely to lead to an eighth consecutive fall in 
ZEW business expectations to the lowest reading since November 2008. With the ongoing reduction in 
unemployment, the current business situation is likely to stabilize around the September reading of 43.6. However, 
the combined index of the current situation and business expectations is likely to fall from 0.2 in September to -2.2 
in October, the first negative reading since March 2010. 

Oct 20, Euro zone Consumer Confidence, Oct Flash Forecast: -21 Prior: -19.1 - Citi analysts  expect a fourth 
consecutive fall in consumer sentiment in October. In addition to ongoing tightening in financing conditions the 
continuing sovereign debt crisis is likely to cause a further deterioration in consumer confidence in October. Citi 
analysts expect a fall to the lowest reading since August 2009. 

Oct 21, German Ifo Business Climate, Oct Forecast: 105 Prior: 107.5 - Citi analysts  expect a fourth consecutive fall 
in the ifo business climate. Citi analysts  expect a fall in business expectation from 98 in September to 95 in 
October, the lowest reading since June 2009. Furthermore, after remaining pretty stable in September, the 
assessment of the current business situation will probably drop from 117.9 in September to 115.3 in October, the 
lowest reading since August 2010. The decline in business confidence is probably greater in export-oriented 
sectors. 

 

GBP: 

 
Oct 18, Consumer Prices, Sep Forecast: 0.3% MM, 4.8% YY Prior: 0.6% MM, 4.5% YY; CPI Ex Food, Drink, 

Tobacco, Energy, Sep Forecast: 0.7% MM, 3.2% YY Prior: 0.7% MM, 3.1% YY; Retail Prices, Sep Forecast: 
0.5% MM, 5.3% YY Prior: 0.6% MM, 5.2% YY; RPIX – Excludes Mortgages, Sep Forecast: 0.5% MM, 5.4% YY 
Prior: 0.6% MM, 5.3% YY - Increases in energy prices probably will send CPI inflation higher this month, heading 
up to a peak of about 5.0% YY in coming months. There is some uncertainty over the timing of the pass through of 
energy prices, and Citi analysts assume increases of about 5% MM in energy prices for both September and 
October. 

Oct 20, Retail Sales Volumes, Sep Forecast: 0.0% MM, 0.7% YY Prior: -0.2% MM, 0.0% YY - Retail sales volumes 
have been roughly flat since late 2009 and, with housing weak and real wages falling, retail sales will probably 
remain stagnant in coming months. Nominal spending is not very weak, but this is all being eaten up by higher 
inflation. 

Oct 21, Public Sector Net Borrowing, Sep Forecast: £14.5 Billion Deficit, £65.9 Billion Deficit Fiscal Year To 
Date (Figures Exclude Costs of Financial Intervention) Year Ago: £15.5 Billion Deficit, £70.8 Billion Deficit 
Fiscal Year To Date - The fiscal deficit is falling slowly, and rather more slowly than implied by the Office for 
Budget Responsibility’s (OBR) forecast. Their forecast for the deficit over the full year (£121.8bn) requires the 
deficit to fall by £15bn over the fiscal year (an average drop of £1.2bn per month). In practice, the deficit has fallen 
by £3.9bn over the first five months of the year, an average drop of £0.8bn per month, only about 60% of the 
required pace. The deficit is likely to overshoot the OBR’s forecast by £5-£6bn over the full year. 

 

 
AUD: 
 
 18 Oct, RBA Board Minutes, Oct - The RBA will publish the Minutes of the October board meeting. 
 

CAD: 
 
 Oct. 21, Consumer Prices: CPI, m/m – Citi. 0.2%, Previous 0.2%; CPI, y/y – Citi. 3.1%, Previous 3.1%; CPI-X, 

m/m – Citi. 0.4%, Previous 0.4%; CPI-X, y/y – Citi. 1.9%, Previous 2.1% 
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