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2020 likely to be another volatile year for sterling

The dollar remained at relatively elevated levels in 2019. The
currency was supported by ongoing good US economic growth,
with the current expansion now the longest on record. It continued
to hold the upper hand despite the Fed cutting rates, as other key
central banks also eased policy. In contrast, for the euro, the
backdrop this year has been a marked slowdown in the Eurozone
economy. This, combined with a significant ECB easing package,
has seen the currency remain weighed down at relatively low levels
against the dollar. EUR/USD finishes the year near to the $1.12 level.

Meanwhile, 2019 has been a volatile year for sterling as it reacted to
Brexit developments. After finding itself under pressure for much of
the year, it made gains in the last quarter. It was supported by the
expectation that a Conservative election win would enable a
relatively quick passage of the Withdrawal Agreement through
Parliament. This will pave the way for an orderly UK departure from
the EU at end January. EUR/GBP is seeing the year out trading in
the 85-86p band, having been as high as 93p in late summer.

In the near term, the dollar should continue to be supported by the
relative strength of the US economy and still wide interest rate
differentials. The currency is only likely to weaken significantly if the
US economy goes into recession. The weak Eurozone economic
backdrop and negative interest rate environment means that EUR/
USD could struggle for much upward momentum again next year.

For sterling, Brexit will remain the key factor for the currency in
2020. Specifically, the talks on the future EU-UK trading relationship
are expected to be difficult and the end-2020 completion date looks
ambitious. Therefore, with sterling likely to remain sensitive to Brexit
newsflow, 2020 could turn out to be another volatile year for the
UK currency.

John Fahey, Senior Economist, AIB
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EUR/USD 1.1202 o.74 -2.33
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Short Term Long Term 110
Base Rate | 1-Mth  3-Mth  12-Mth 2-vr 5-vr V\A‘ /"’
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Euro Sterling Dollar

EUR/GBP 0.8541 GBP/EUR 11704 USD/JPY 109.12
EUR/USD 11202 GBP/USD 1.3115 USD/CAD 1.3068
EUR/JPY 122.29 GBP/CAD 17138 USD/CHF 0.9725
EUR/SEK 10.4322 GBP/NZD 1.9538 USD/CNY 6.9853
EUR/DKK 7.4692 GBP/JPY 143.11 USD/BRL 4.0446
EUR/NOK 9.8591 GBP/SEK 12.2116 USD/RUB 61.8617
EUR/CHF 1.0898 GBP/DKK 8.7441 USD/INR 71.3634
EUR/AUD 1.6034 GBP/NOK 11.5421

EUR/HKD 8.7227 GBP/CHF 1.2756 AUD/USD 0.6986
EUR/CAD 1.4639 GBP/AUD 1.877 NzZD/USD 0.671
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210 110 5 Year Swap %
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170 2 Year Swap %
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Eurozone -0.30 -1 +3 -16
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130 060 10 Year Government Bond Spreads to Benchmark bps
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