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FX Committee targets
Q2 19 Q4 19

EURUSD 1.12 1.14
GBPUSD 1.35 1.37
EURGBP 0.83 0.83
EURCHF 1.16 1.17
EURSEK 10.50 10.30
EURNOK 9.30 9.10
USDCHF 1.04 1.03
USDJPY 108 104
USDCAD 1.31 1.27
AUDUSD 0.73 0.75
NZDUSD 0.66 0.67
USDCNY 6.70 6.65
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This month, we have updated our long-term fair valuation model for G10 FX (more details 
on the next page). Broadly, we find the dollar still somewhat overvalued (4% in trade-
weighted terms), albeit less so than before (6%). On balance, this does not change our 
general bearish USD view.
We remain cautious on EURUSD but see upside risks to our forecasts (1.14 for the 
end of the year and 1.16 for Q1 20). Although the increased dovishness by the Federal 
Reserve Bank (Fed) implies lower US yields, the rate differential with the euro area is still 
substantial, and with the European Central Bank (ECB) now having signalled that rates 
could remain negative for longer, the yield differential drag is likely to remain in place for 
now. However, if the improvement in Chinese data starts spilling over to export demand 
for the Eurozone, then regional data will improve and EURUSD will come under upside 
pressure – hence our assessment that risks are to the upside.
On CHF, we continue to see a gradual appreciating pressure for EURCHF largely because 
the back-to-back downgrades in Swiss National Bank (SNB) inflation forecasts communicate 
a message of increased dovishness by the central bank. On sterling, the long extension of the 
article 50 deadline (to 31 October), together with cleaner speculative positioning suggests 
that the recent collapse in implied volatility is likely to stay with us for some time. 
Fundamentally, we remain GBP bullish, expecting a “no-deal Brexit” to be averted.
On the other side of the world, USDJPY continues to challenge our bearish view, likely 
due to some recent increase in Japanese buying of foreign stocks. However, the US cycle is 
very mature and momentum in risk appetite is likely to moderate, which should allow the 
stretched JPY undervaluation to become the dominant driver and push USDJPY lower. 
In China, the incoming information clearly points to some stabilisation in the economy, 
which should bode well for the CNY. We remain constructive.
In the Nordic region, we expect both NOK and SEK to appreciate this year, but to different 
degrees. Our preferred currency is the NOK, which is supported by strong domestic data, 
monetary policy tightening, and high oil prices. SEK is likely to lag.
Finally, in the core commodity FX bloc, recent developments suggest that the AUD rally 
of this past month (which lost steam these past few days) has further to run, especially 
against the low-yielders. CAD is caught between opposing forces, but oil prices and 
stabilisation in global trade should help in the next few months. NZD will be the laggard 
as monetary policy easing is likely to follow disappointing domestic data.
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Current spot Q2 19 Q3 19 Q4 19 Q1 201 Estimates of long  
term fair value2

EURUSD 1.12 1.12 1.13 1.14 1.16 1.14

GBPUSD 1.29 1.35 1.37 1.37 1.38 1.38

EURGBP 0.87 0.83 0.82 0.83 0.84 0.82

EURCHF 1.14 1.16 1.17 1.17 1.17 1.10

USDCHF 1.02 1.04 1.04 1.03 1.01 0.98

USDJPY 111.87 108 106 104 104 101

EURJPY 125.45 121 120 119 121 114

EURSEK 10.50 10.50 10.40 10.30 10.20 9.48

USDSEK 9.36 9.38 9.20 9.04 8.79 8.33

EURNOK 9.61 9.30 9.20 9.10 9.00 9.04

USDNOK 8.57 8.30 8.14 7.98 7.76 7.95

USDCAD 1.34 1.31 1.29 1.27 1.27 1.30

AUDUSD 0.70 0.73 0.74 0.75 0.75 0.74

NZDUSD 0.66 0.66 0.66 0.67 0.67 0.66

USDCNY 6.72 6.70 6.67 6.65 6.62

1 In this edition of our FX Monthly, we have introduced our Q1 20 FX forecasts, which are largely in the same direction, i.e. gradual USD depreciation 
against the major currencies.

2 The estimates of long-term (LT) fair values are calculated as the average value estimated using FEER and BEER models. The FEER (fundamental equilibrium 
exchange rate) model calculates the exchange rate required to bring macroeconomic balance, i.e. full-employment, low inflation and a sustainable current 
account balance. The BEER (behavioral equilibrium exchange rate) model uses econometric methods to estimate equilibrium FX rates based on a set of 
macroeconomic variables (our model uses terms of trade, investment as a share of GDP, and real rates within a panel data set across G10 FX).

We note that the April estimates of fair value have been updated, and broadly, suggest a smaller USD overvaluation than before. For example, the fair 
value for EURUSD has dropped from 1.16 to 1.14 and the fair value for GBPUSD has fallen to 1.38 from 1.40. This is largely due to the FEER model: the 
model utilises IMF forecasts on all economies’ current account balances, and the latest IMF World Economic Outlook update revised down the US 
current account deficit forecasts by approximately 1 ppt. This is likely because so far there has been little evidence of any significant impact of the US 
fiscal stimulus on the US current account balance. Consequently, a smaller current account deficit projection implies that the corresponding (USD) 
currency is less expensive than estimated previously. Since the USD is the base currency for all FEER (and BEER) fair value estimates, such a change 
has affected (albeit, modestly) most of the FX equilibrium values.

FX Forecasts
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EUR
Cautious… but with upside risks

· The prospect of ECB rate normalisation occurring later 
than previously expected should continue to act as a 
drag on the euro

· However, global trade and sentiment data are improving 
and US yields have been dramatically reduced over the 
last five months. This suggests pressure on the USD and 
upside risks to our EURUSD forecasts

Last month we revised lower our EURUSD forecasts for 2019, 
to 1.14 for Q4 19. This was based on the very dovish European 
Central Bank (ECB) meeting (7 March), which revealed a 
strengthened forward guidance, pushing the timing of the 
first depo rate hike further out. This is especially relevant for a 
currency disadvantaged by negative rates and a rate 
differential with the USD of around -3% on an annual basis. 
Shortly after the ECB meeting, the Federal Reserve Bank (Fed) 
delivered an even more surprisingly dovish guidance (20 
March), which has led to some compression of the US-RoW 
(rest of world) yield differentials, depriving the dollar of an 
important source of support. On balance, we maintain our 
targets unchanged (and have now introduced our Q1 20 
EURUSD forecast at 1.16), but see risks to these forecasts 
tilted to the upside. 
Despite our generally bearish USD view, our recently adapted 
cautious stance on the EUR results from the ECB signalling 
that rates will remain low for longer. This has followed a 
number of negative data surprises in the region (largely driven 
by external factors). Looking at the YTD spot returns across 
G10 (vs the USD), it becomes obvious that higher-yielders are 
outperforming the lower- (or negative-) yielders (see chart 1). 
As a result, the prospect that the first depo rate hike in the 
euro area will come later than initially expected will continue 
to weigh on the euro – hence our cautious stance.

Sources: Bloomberg, Lombard Odier.

1. G10 FX returns year to date
 In spot terms

On the flip side, discounting a recent small bounce-back, US 
yields have contracted dramatically over the past five months 
(see chart 2) – despite global equity markets pushing higher at 
a remarkable pace this year. This, alongside recent evidence 
that global recession risks are now substantially lower 
(especially since stronger Chinese data suggests that growth 
concerns there are gradually being priced out), points to a 
revival of headwinds to the dollar. Nor should we forget the 
structural issue of a ballooning US twin deficit. This explains 
the upside risks to our cautious EURUSD forecasts.
What would make us turn more constructive on the euro? 
The focus is likely to be global trade and sentiment data. The 
slowdown in the euro area has been almost exclusively 
externally driven (China). If the recent improvement in global 
numbers takes hold, we would thus expect the ECB to temper 
its dovishness, thereby allowing EURUSD some further upside 
potential. So far, the evidence is pointing in this direction, but 
we feel the market would like to see more to strengthen its 
confidence, especially regarding Chinese consumption as it 
directly affects eurozone exports. Although Chinese exports 
beat expectations by a wide margin, annual growth of Chinese 
imports from Germany fell by 8.4% in March. Despite the fall, 
the three-month moving average improved somewhat, from 
-3.6% to -1.2%, suggesting a potential bottoming out (see 
chart 3). With the EMU-US rate differential still being quite 
wide, however, investors would likely want to see more 
concrete evidence of a pick-up, so expectations of EURUSD 
spot appreciation can more than offset the negative carry with 
a reasonable degree of confidence. If data moves in this 
direction, then we will review our EURUSD targets and 
likely adjust to the upside.
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As for downside risks to our existing EURUSD forecasts, 
the trade discussions between the US and the EU are a source 
of uncertainty. Although not our central scenario, if 
negotiations take a similar path to that between US and China 
in H2 18, then global trade would be disrupted once again, 
putting renewed pressure on the currencies of open economies 
such as the eurozone. We think an escalation is fairly unlikely 
given that the experience of 2018 left visible marks on the 
economies of both the US and China.

EUR 
Cautious… but with upside risks

2. US-EMU differential is trending lower
 In percentage points

Sources: Bloomberg, IMF, Lombard Odier.
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3. Chinese imports from Germany bottoming out?

Sources: Bloomberg, Lombard Odier.
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CHF
Some downside potential at the end of the tunnel?

· EURCHF still in a tight range
· However, stabilisation in global trade data should allow 

EUR to appreciate gradually against lower-yielding 
currencies

· SNB remains firmly in the dovish camp
EURCHF has made marginal gains over the last month 
(+0.7% since our previous FX Monthly on 19 March), although 
this conceals an initial dip from 1.13 to 1.1160 at the end 
of March and the subsequent recovery.
This U-shaped movement has mirrored to a certain extent 
movements in the 10Y Bund yield, which fell to -8 bps in late 
March, and then rose to 9bps before falling modestly again 
(see chart 4).
Nonetheless, the fact is that EURCHF has been unable to 
break the narrow range of 1.12-1.14 sustainably since the 
summer of 2018 (see chart 5), as it has likely been caught in 
the midst of opposing forces.
On one hand, negative rates still suggest the CHF is the G10 
funding currency of choice (which explains why speculative 
positioning has grown short this past year – see chart 6), but 
on the other hand, the weak data out of the eurozone in Q4 18 
and at the start of 2019 have kept EUR crosses supressed 
across the board.
Going forward, we expect a revival – albeit small – in appetite 
to bid EURCHF higher, and stick with our year-end target of 
1.17. We base this on two reasons:
1. Some normalisation in the euro-area data (following 

stabilisation in the Chinese economy) should allow EUR 
to rise against lower-yielding currencies. Currently, only 
Swiss rates are lower than those in the eurozone.

2. We expect that the dovish ECB pivot is putting pressure on 
the SNB to sound even more dovish. The SNB in its latest 
meeting on 21 March did indeed downgrade – yet again – 
its inflation projections for 2019 (to 0.3% YoY from 0.5%) 
and 2020 (to 0.6% from 1.0%), and said that it anticipates 
inflation reaching 1.2% YoY in 2021. Importantly, these 
forecasts were made under the assumption that the 3M 
Libor rate will remain at -0.75% throughout. Additionally, 
several SNB officials have highlighted in the past few days a 
cooling of the growth numbers, the lack of upside inflation 
pressures, and have notably emphasised that should 
developments cause an unwanted strengthening of the 
Swiss franc, then FX intervention would still be an 
available option.

4. Increased correlation between EURCHF and bund yields
 Bund yield in %

Sources: Bloomberg, Lombard Odier.
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5. EURCHF in a tight range since summer of 2018

Sources: Bloomberg, Lombard Odier.
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6. CFTC speculative positioning in CHF (vs USD)
 Number of futures and options contracts

Sources: Bloomberg, Lombard Odier.
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GBP
Sterling has bottomed

· The sterling rally has taken a breather, but the worst 
appears to be behind us

· The long extension of the article 50 deadline and cleaner 
speculative positioning imply some small downside 
risks to our Q2 19 forecast of 1.35 for GBPUSD…

· … but further out, the likely avoidance of a no-deal 
Brexit should enable sterling to appreciate significantly

Over the last month, GBPUSD has depreciated by 2.5%, with 
trade-weighted (TW) GBP down by 1.5% in the second-worst 
performance across G10 currencies during the period 
(see chart 7).
Following the decision to extend the article 50 deadline to 
31 October 2019, sterling has taken a breather from its rally, 
which started in mid-December. GBPUSD has stabilised close 
to the 1.30 level – i.e. at the lower end of the March-April 
range – and EURGBP above 0.86, having fallen to below 0.85 
in mid-March. Intuitively, the long extension has resulted in a 
collapse of implied volatility across most tenors, while 
speculative positioning is now very close to neutral (against 
the USD – see charts 8 and 9).
The longer-than-expected delay to October, together with 
cleaner speculative positioning, suggests that GBP will now 
find it harder to climb higher in the near term on UK-specific 
positive headlines. This implies some small downside risks 
to our 1.35 forecast for GBPUSD by the end of this quarter.
Further out, however, we maintain our bullish view that is 
based on our belief that a no-deal Brexit will be averted. 
The most likely outcome is the parliamentary ratification of a 
Withdrawal Agreement that establishes a permanent customs 
union between the UK and the EU.
There are different paths that can lead to such an outcome 
(PM May and Corbyn agreeing on a plan [though progress 
there appears limited for now], or new national elections). But 
we think that the avoidance of the disaster scenario (a no-deal 
Brexit and the UK defaulting to the WTO rules) would enable 
the pricing out of tail risk from sterling and allow the currency 
to move closer to its fair value, which we currently estimate at 
close to 1.38 vs the USD.
We thus stick to our year-end forecast of 1.37 on GBPUSD. 
Given the latest Brexit developments – which have clearly 
revealed that both sides are strongly committed to avoiding a 
complete breakdown of negotiations – we think the probability 
of a no-deal Brexit has been reduced to around 5%. Still, if 
such a scenario materialises, we would expect GBPUSD to 
collapse towards 1.15 and below and EURGBP to rise 
towards parity.

8. GBPUSD implied volatility has collapsed
 In %

Sources: Bloomberg, Lombard Odier.
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9. GBP CFTC speculative positioning is close to neutral
 Number of contracts

Sources: Bloomberg, Lombard Odier.
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JPY
Factors supporting USDJPY are waning

· Strong equity performance and increased Japanese 
buying of foreign stocks have been supporting USDJPY

· But the pace of risk appetite is likely to moderate given 
the maturity of the cycle…

· … and low US yields should drag USDJPY lower
USDJPY has gained marginally over the last month, around 
0.4%. This persistence above the 110 level clearly challenges 
our bearish USDJPY view.
We think there are two potential explanations for the 
exchange rate holding up so well this year: strong equity 
markets (risk-on) and increased Japanese buying of foreign 
stocks during February and March (see chart 10).
However, we outline below four reasons why we think this 
resilience will not endure, exposing USDJPY to depreciating 
pressure throughout 2019:
1. Although US yields have risen in the past few weeks, 

they are still low and consistent with a lower USDJPY 
(see chart 11).

2. The US cycle is mature and risk appetite is unlikely 
to sustain the strength seen in Q1 19.

3. Recent data (since the beginning of April) shows that 
following the surge in Japanese buying of foreign stocks, 
appetite is now moderating.

4. Based on our estimates, from a long-term fair valuation 
perspective, USDJPY is now around 11% overvalued, 
a misalignment strong enough to generate a correction 
closer to equilibrium on a multi-quarter basis.

On balance, we acknowledge upside risks to our forecasts, but 
still think USDJPY is too expensive and should cheapen over 
the course of the year. Hence, we keep our forecasts 
unchanged.
Aside from the structural reasons that argue for JPY 
upside over the medium term, we would like to highlight 
the risk of a JPY move higher in the short term.
This risk stems from  the government’s decision to declare 
an unprecedented ten-day Golden Week holiday (six trading 
days) from 27 April to 6 May, to mark the ascension of the 
new Emperor.
Two points here are worth considering: first, and in advance 
of the holiday period, fund managers may decide to move 
closer to more neutral positions to limit the impact of not 
being able to trade properly during the extended Golden 
Week. With Japanese investors having increased their foreign 
equity buying sharply in the last few months (a positioning 
which, typically, does not have high FX hedge ratios), any 
unwinding could cause a significant appreciation in the yen.
Second, it is reasonable to expect that the ten-day period will 
be characterised by lower JPY liquidity than usual. This, 
coupled with the recent widening of speculative JPY short 
positions (see chart 9 on previous page), has the potential to 
generate quite vicious short-squeezes. Consequently, we think 
that risk is skewed towards USDJPY trading with a downside 
bias in the short term.

10. Increased Japanese buying of foreign stocks (in February 
and March) is now showing signs of moderating

Sources: Bloomberg, Lombard Odier.
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11. US yields consistent with lower USDJPY

Sources: Bloomberg, Lombard Odier.
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CNY
Towards a new pledge?

· Improving visibility on the US-China trade deal and 
China’s macroeconomic data support our positive view on 
the yuan 

· We see USDCNY at 6.65 at the end of this year
Positive economic data surprises have been the key factor for the 
yuan since last month. Business surveys (PMIs) have rebounded 
solidly from their low levels, and credit growth seems to be 
bottoming out, with banks providing more loans to both households 
and businesses. Industry data also indicates that housing sales 
recovered quickly from contraction during the January-February 
period, alleviating concerns about the risk of slowdown being led by 
the real estate sector. Moreover, GDP growth for Q1 19 surprised on 
the upside, printing 6.4% YoY (6.3% YoY expected), while industrial 
production for March rose by a solid 8.5% YoY and retail sales grew 
by 8.7% YoY (see chart 12). The additional cuts in reserve 
requirements that the government promised during the National 
People’s Congress, planned fiscal spending and tax cuts, and locally 
driven gradual easing of home purchase restrictions provide a 
credible context for this recovery to become more entrenched during 
the remainder of the year. Visibility on the trade negotiations with the 
US has been improving, even though there is no official confirmation 
yet. In an expression of good faith, China’s National People’s Congress 
has already passed a new foreign investment law during its annual 
meeting in March to publicly commit to a level playing field for foreign 
investors by forbidding intellectual property theft and attempts for 
forced tech transfers, and ensuring impartial treatment for license 
applications and procurement contracts (effective 1 January 2020). 
The new agreement by the US Treasury Secretary Mnuchin and 
Chinese Vice Premier Liu He to set up enforcement offices strongly 
suggests that a detailed compromise is basically in place and 
undergoing the final technical tweaks. The US request to shift China’s 
initial tariff list (regarding US exports worth USD 50 bn subject to a 
25% tariff) signals that the US might be willing to reverse the 10% 
tariff it imposed on USD 200 billion of imports from China. 
The details of the trade deal will still matter, especially since media 
reports continue to hint at the apparent US demand for an official 
pledge against currency manipulation. If such a pledge ends up in the 
US-China deal, its enforcement details will include both compliance 
with the US Treasury’s definition of currency manipulation 
(pursuant to Bennett-Hatch-Carper amendment to the Customs and 
Enforcement Act) and additional data transparency in foreign 
exchange reserves and PBoC (People’s Bank of China) interventions. 
In that case, the easiest way for China to avoid the collapse of the new 
compromise would be to sustain sufficient domestic demand and 
capital needs through fiscal and credit measures, which is the policy 
path we have been forecasting for quite some time.
All of these strengthen our base case for the medium-term 
appreciation of the yuan against the US dollar. Most market 
participants are now well aware of China’s current guidance for the 
yuan, which is implicitly defined as a stability of its value versus a 
basket of currencies, i.e. the CFETS RMB index. The index, and thus 
the USDCNY spot rate, has recovered to the mid-point of the implicit 
range since the Trump-Xi summit in Buenos Aires in December 
2018 (see chart 13). After briefly defending the value of the yuan in 
the second half of last year, the PBoC has been relatively quiet on the 
foreign exchange market – probably due to its increasing confidence 
in the currency’s stability and also sensitivity to the ongoing trade 
talks (see chart 14). We will monitor the details of the trade talks and 
update if there is a need for re-assessment.

12. Green shoots are beginning to appear in the data
 In %

Sources: Bloomberg, Lombard Odier.
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13. CNY has settled in the middle of the PBoC’s implicit range
 CFETS RMB index (31 Dec 2014 = 100, left), USDCNY spot 

(inverted, right)

Sources: CEIC, Bloomberg, Lombard Odier.

14. People’s Bank has been quiet in the FX market recently
 Key proxies for the PBoC’s FX market interventions, USD bn.

Sources: Bloomberg, Lombard Odier.
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Nordic currencies  
NOK set for substantial gains

· Rate differentials have been moving in favour of the 
NOK recently. This, together with a strong economy and 
high oil prices, should support the NOK throughout 
2019, especially against the low-yielders

· Swedish data has come in on the weak side recently, 
suggesting headwinds for the SEK. We still see the 
currency appreciating modestly against the EUR and 
USD, but likely lagging vs the NOK

In its 21 March meeting, the Norges Bank hiked the interest 
rate by 25 bps to 1.0%. Although this was largely telegraphed 
in previous communications and expected by the market, the 
consensus was that the central bank would deliver a “dovish” 
hike. The statement on the contrary erred on the hawkish side, 
with the bank acknowledging that the Norwegian economy “… 
appears to be stronger than anticipated earlier…” and 
concluding, “… the policy rate will most likely be increased 
further in the course of the next half-year”.
We have cautioned for quite some time that the data in the 
Norwegian economy was on the strong side, and that the 
market was complacent in its monetary policy expectations. As 
a result, since the central bank meeting, EURNOK has fallen 
by 0.9% and TW NOK has gained 1.0%. Rate expectations 
have moved in the direction we have been expecting, now 
pricing in an 80% probability of another hike in the second 
half of the year. 
As a result, 2Y swap rates have risen by 16 bps to 1.8% 
(the biggest increase across G10 over the period) – a level 
not seen since October 2014. Furthermore, March inflation 
(released in April) beat expectations once again, with CPI 
underlying rising by 2.7% YoY, up from 2.6% in February (see 
chart 15). This reinforces the case for tighter monetary policy 
and, alongside strong underlying fundamentals and NOK 
undervaluation (about 6% against both the USD and the EUR 
by our estimates). Of note, supportive oil prices suggest that 
NOK is set for further upside. We see downside potential for 
EURNOK of around 5% until year-end, and of nearly 7% 
for USDNOK. Since we also believe that the global 
environment is conducive of carry trades, we anticipate 
NOK gains against the CHF and the SEK.
Turning to Sweden, we now see some downside risks to our 
SEK forecasts against the EUR and the USD. Our constructive 
SEK view has been based on monetary policy expectations as 
well as on valuation grounds (our estimates suggest SEK is 
undervalued by around 10% against the EUR and the USD).
However, recent data has been on the weak side, especially 
inflation, which so far seems to be undershooting the 
Riksbank’s inflation projections (see chart 16). 
Although the market is not currently pricing significant 
tightening (only 17 bps over the next twelve months), 
if inflation data maintains its recent trend, there is a risk 
that even these modest expectations will be priced out, 
representing a drag for the exchange rate.
For now, we maintain a bearish view on EURSEK and USDSEK 
on valuation grounds and because there is still a substantial 
dislocation with rate differentials (see chart 17). However, the 
weakness in the recent data together with the latest dovish 
shift by the Riksbank (which now projects a lower repo rate 
path) have made us to adjust our forecasts for EURSEK to 
10.50 (10.30 previously) for Q2 19 and 10.30 (10.00 
previously) for Q4 19.

15. Norwegian underlying inflation keeps accelerating
 In %

Sources: Bloomberg, Lombard Odier.

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

5.0

Dec-13 Jan-15 Feb-16 Feb-17 Mar-18 Mar-19

Headline inflation Underlying inflation Target

16. Swedish underlying CPI (CPIF) is decelerating
 CPIF (CPI underlying) assumes fixed mortgage interest rates, in %

Sources: Bloomberg, IMF, Lombard Odier.
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17. EURSEK still dislocated from swap spreads

Sources: Bloomberg, Lombard Odier.
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Commodity FX
Diverging trends?

· Despite making considerable gains until mid-April, the 
AUD has seen a reversal these past few days. The CAD 
has traded with a clear negative bias, while NZD has 
collapsed

· We expect AUD upside to re-emerge, especially against 
the low-yielders 

· CAD should be able to find its footing on the back of 
strong oil prices and a stabilisation in global trade 
(though NAFTA ratification uncertainties remain). The 
NZD, however, is likely to lag as domestic data keeps 
disappointing

Until the end of the third week of April, the Australian dollar 
had outperformed all of its G10 peers, rising strongly against 
the USD and on TW terms. However, these past couple of days 
have seen a notable reversal, which has been reinforced by the 
lower than expected Australian CPI release for Q1 19. As a 
result, AUDUSD is now virtually flat for the year. Despite this 
recent development, we anticipate AUD upside to re-emerge. 
First, progress on the US-China negotiations has sharply 
increased the probability of a deal being reached sooner rather 
than later, which should be good for high-beta currencies. 
Second, notable improvement in Chinese data has boosted the 
chances of global trade normalising (AUD is a leveraged “play” 
on China’s cycle and global trade, so when these factors 
improve, the AUD tends to rally). And third, domestic data 
suggest that the market should start reassessing its RBA rate 
cut expectations. 
The key point here is that the labour market continues to fire 
on all cylinders. In March, the economy added 25.7k jobs 

18. Monthly average of job changes in Australia per year
 In thousands

Sources: Bloomberg, Lombard Odier.

(more than expected), and average monthly job additions are 
now running at 23k in 2019 (up from 22k in 2018), notably 
being driven exclusively by full-time employment (37k vs 14k 
in 2018) – see chart 18. The confluence of better Chinese 
growth prospects and strong domestic employment suggests to 
us that both external and internal factors have become more 
favourable. Although, the latest inflation miss has increased 
the odds of a rate cut, the market is too bearish in our view, 
pricing in 55bps of easing over the next twelve months. Aside 
from AUDUSD, we believe AUDCHF and AUDNZD (see 
below) have further upside potential.
Turning to Canada, USDCAD has risen by 0.9% this past 
month, while the TW CAD has depreciated by 0.8%. The 
currency has recently been caught in a number of opposing 
forces. On one hand, the dovish pivot by the BoC (Bank of 
Canada) in March, alongside weakness in the latest 
(employment) data are acting as significant headwinds. On the 
other hand, oil prices remain supportive, while core inflation 
measures have started showing signs of a pick-up (see chart 
19). We acknowledge that current levels (USDCAD now close 
to 1.34) pose upside risks to our more CAD-constructive 
forecasts, but we maintain a positive view. Oil prices and 
stabilisation in global trade should lend support, while 
expectations of interest rate cuts (although admittedly quite 
modest) appear unrealistic to us. A repricing should help the 
CAD over the medium term. Risks of course do exist: the 
housing market continues to represent a drag on the economy, 
and the new NAFTA (USMCA) is facing ratification hurdles in 
the US congress.
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19. Most measures of Canadian core inflation are ticking higher
 YoY, in percent

Sources: Bloomberg, Lombard Odier.

0.7

0.9

1.1

1.3

1.5

1.7

1.9

2.1

2.3

Jan-10 Mar-11 May-12 Jul-13 Aug-14 Oct-15 Dec-16 Feb-18 Mar-19

CPI core - common
CPI core - median
CPI core - trimmed

20. AUDNZD too low relative to growth differentials
 YoY, in percent

Sources: Bloomberg, Lombard Odier.
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Finally, in New Zealand, data has remained weak, putting 
NZD under increased strain. This past month, NZDUSD and 
TW NZD are both down by around 3%. The culprits have been 
a dovish RBNZ (Reserve Bank of New Zealand) and further 
deterioration in the CPI readings. Q1 19 CPI stood at 1.5% 
YoY, down from 1.9% YoY in the previous quarter, and 
significantly undershooting the mid-point of the RBNZ’s 
target (2%). Consequently, the market (rightly, in our view) is 
now pricing interest rate cuts as early as over the next three 
months. We think the bar for a change in sentiment is quite 
high and expect further pressure on NZD. As we have argued 
in the past, we also anticipate further upside in AUDNZD as 
the currency pair remains too low relative to the growth 
differential between the two economies (see chart 20). 
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Glossary

1W
1-week

BEER
Behavioural Equilibrium Exchange Rate – one method for 
evaluating the fair value of a currency.

BIS
Bank for International Settlements

C/A
Current account

CFETS
China Foreign Exchange Trade System.

CFTC
Commodity Futures Trading Commission

EM
Emerging market(s)

FEER
Fundamental-equilibrium exchange rate – rate consistent with 
a steady economy at full employment and a sustainable 
current-account balance.

RT
Real time

TW
Trade-weighted (dollar, etc.)
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