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While maintaining a bearish medium term view for the US dollar, we have downgraded 
our EURUSD forecasts for this year. We now see the pair trading broadly in a range of 
1.10-1.15 for the remainder of 2019, a change triggered by the recent dovish pivot by the 
European Central Bank. In short, we think that the substantial downgrades in ECB’s 
growth/inflation projections alongside the dovish alteration in its forward rate guidance 
have increased the risk of interest rates remaining negative for longer. Despite 
fundamental headwinds to the dollar, we believe these developments have increased the 
hurdle for the common currency to appreciate meaningfully – at least over the next three 
to six months.
The shift in ECB’s stance and disappointing Swiss data suggest that the Swiss National 
Bank is highly likely to maintain (or even intensify) its dovish posture, something that 
should allow EURCHF to appreciate at a very gradual pace in the rest of the year. Turning 
to the JPY, recent USDJPY upside is clearly challenging our Yen-bullish view. However, 
USDJPY is now trading noticeably higher than what US yields would suggest and the 
maturity of the business cycle means that risk asset tailwinds are likely to abate. 
We continue to expect a return to USDJPY depreciation.
In the UK, our central scenario remains for a soft Brexit but we discuss alternative paths 
that could lead into such an outcome with different near term GBP implications. Medium 
term, we still expect a stronger pound as the hard Brexit premium is priced-out.
Turning to the Nordic currencies, we think the market is somewhat complacent regarding 
the monetary policy tightening cycle, especially in Norway. Above target inflation and strong 
fundamentals mean that the Norges Bank will deliver sooner than the market expects. This, 
together with strong oil prices, should propel the NOK higher in the rest of the year.
At the same time, the commodity FX bloc (AUD, NZD and CAD) has remained under 
pressure following dovish tilts by the Reserve Bank of Australia and the Bank of Canada. 
However, market expectations are building too fast in our view - investors for example 
now assign a 70% probability of two 25 basis point (bps) cut in Australia - and are likely to 
be disappointed. AUD and CAD should hold up well, especially in an environment where 
commodity prices remain supported and global trade data normalise.
Finally, in China, we reiterate our view that the CNY is likely to appreciate modestly over 
the next two to three quarters if the trade cease-fire is confirmed and domestic data 
stabilise.



Back to cover page

Note: Past performance is not a reliable indicator of future performance.

Page 02/13
Please read important information at the end of the document.

Lombard Odier · FX Monthly · March 2019

FX Monthly – Further gradual dollar depreciation but EURUSD in a tight range for now

Current spot 2Q 19 3Q 19 4Q 19 Estimates of long  
term fair value1 

EURUSD 1.13 1.12 1.13 1.14 1.16

GBPUSD 1.33 1.35 1.37 1.37 1.40

EURGBP 0.85 0.83 0.82 0.83 0.83

EURCHF 1.14 1.16 1.17 1.17 1.10

USDCHF 1.00 1.04 1.04 1.03 0.96

USDJPY 111.60 108 106 104 102

EURJPY 126.37 121 120 119 118

EURSEK 10.47 10.30 10.10 10.00 9.41

USDSEK 9.25 9.20 8.94 8.77 8.11

EURNOK 9.67 9.30 9.20 9.10 9.00

USDNOK 8.54 8.30 8.14 7.98 7.76

USDCAD 1.33 1.31 1.29 1.27 1.25

AUDUSD 0.71 0.73 0.74 0.75 0.76

NZDUSD 0.68 0.66 0.66 0.67 0.67

USDCNY 6.71 6.75 6.70 6.65

1 The estimates of long-term (L-T) 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).

FX Forecasts
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EUR
The ECB was a game changer…at least for now

· The European Central Bank’s policy communication on 
7 March was a game changer for the EUR. We revise 
lower our EURUSD forecast for 2019 

· We now think EURUSD will be in a range of 1.10-1.15 
this year, with our Q4 19 forecast standing at 1.14.

In its scheduled meeting on 7 March, the ECB delivered 
“shock and awe” by abruptly turning controlled cautiousness 
into full-blown dovishness. We will first summarise the key 
points from the ECB’s policy meeting and then elaborate on 
EUR implications (including changes to our forecasts).
Four key points on policy changes:
1. Real GDP growth expectations for 2019 were revised 

substantially lower, from 1.7% to 1.1% (see chart 1). This 
means it will take longer to meet the inflation target. 
Inflation for 2019 is now seen at 1.2% (1.6% previously).

2. The ECB significantly changed its forward guidance, with 
rates now seen on hold at least through the end of 2019 
(the previous guidance was “at least through the summer of 
2019”).

3. The ECB announced a third round of Targeted Long Term 
Refinancing Operations (TLTRO III). These TLTROs will 
be conducted every quarter from September 2019 through 
March 2021, with a 2-year maturity.

4. Finally, reinvestments of maturing debt (approximately 
EUR 20 billion per month) will last longer than planned to 
keep the ECB’s balance sheet constant.

The TLTRO announcement was not really a surprise, although 
we expected the formal communication to come a little later 
(potentially at the April meeting). However, the ECB turned 
the tide on the currency with its substantial downgrade of 
growth/inflation forecasts and its altered forward guidance. 
We view this as game-changing for the EUR (at least for 
the next six months or so) as it opens the door to the current 
negative interest rate policy remaining in place for longer than 
initially expected. EURUSD sold-off on the news, diving from 
1.1320 to 1.1180 before stabilising in the 1.12-1.13 range.
We have long argued that EURUSD upside was more about 
dollar weakness than strong idiosyncratic euro area factors. 
Of course, slackening external headwinds (such as trade) 
would also help by allowing the euro area’s economic data 
to normalise. Although our broader dollar view of a 
slow depreciation throughout 2019 remains unchanged 
(see chart 2), we now believe that the ECB’s policy shift 
represents a huge hurdle for the common currency to 
achieve meaningful gains. Importantly, experience 
suggests that Mr Draghi’s well-articulated dovishness has 
had a noticeable and lasting negative impact on the currency. 
From a rates perspective, such a dovish guidance is likely to 
maintain pressure on yields and weigh on the euro, at least 
in the near term.
We now see EURUSD in a range of 1.10-1.15. More 
specifically, our Q2 19 forecast stands at 1.12 (compared with 
1.16 previously). We still expect the external headwinds of 
weaker trade to normalise over the next few quarters (and so 
we think the ECB’s new growth forecast is too pessimistic) but 

Sources: ECB, Lombard Odier.

1. ECB macroeconomic projections, real GDP, yoy
 Substantial downward revision for 2019 GDP growth
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any meaningful euro recovery is unlikely before the second 
half of this year. We pencil-in 1.13 for Q3 19 (1.18 previously) 
and 1.14 for Q4 19 (1.20 previously). 
By that time, we judge that the modest improvement in global 
trade and continuing sound domestic fundamentals will be 
enough to allow the ECB to start unwinding some of its recent 
dovishness – so there are some upside risks to our H2 19 
forecasts. Of course, we do not now expect a deposit rate hike 
this year. Should the improvement in global trade come 
sooner and stronger than we expect, then EURUSD will be 
able to regain its footing and obtain a gradual appreciating 
trajectory over the next couple of months. However, any 
failure in global trade data to stabilise would put these 
forecasts under downside pressure.
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CHF
Stuck in a range

· EURCHF remains stuck in the 1.1250-1.1450 range  
for - EURCHF continues to be trendless

· SNB likely to reaffirm its dovish posture, especially 
after the recent disappointing data and the ECB’s stance

· EURCHF likely to appreciate at a very slow pace over 
the course of 2019

The Swiss franc has traded virtually unchanged this past 
month while implied volatilities have fallen overall. Given 
the ECB’s newly adopted stance we would expect the SNB to 
maintain (or even intensify) its own dovishness. This view is 
also supported by the following two developments.
First, Swiss GDP growth for Q4 18 missed consensus 
expectations (1.7% year-on-year) rising only by 1.4% YoY, a 
notable deceleration from the previous quarter’s expansion of 
2.4% YoY. The main drags in the report were depleted 
inventories and a contraction in the export of services. We had 
expected such a development as one-off effects (due to the 
boost from the world sport events) would fade away. But it is 
worth highlighting that currently GDP annual growth is 
running below its long run average (see chart 3).
Second, although inflation in Q4 18 was in line with the 
central bank’s expectations, 2019 has started on a soft note 
with January and February both printing 0.6% YoY. This 
suggests that the SNB’s forecast of Q1 19 inflation to 
average 0.8% will struggle to be met. 
Overall, we expect the central bank to retain a firmly dovish 
stance (next meeting is on 21 March). Moreover, correlations 
of EURCHF with global equities have remained relatively 
muted this year which suggests that even a sharp equity 
correction would unlikely generate sustainable support for the 
Swiss franc. In a nutshell we expect a very slow appreciation of 
EURCHF towards 1.17 by year-end. 
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JPY
Recent weakness likely to reverse

· USDJPY has risen this year on the back of attractive 
US yields and strong equity performance

· But this has created a number of market dislocations 
that will likely revert throughout 2019

· We still expect USDJPY will trade towards 104 by 
year-end

JPY performance so far this year is challenging our bearish 
USDJPY view. Over the past month, the yen has weakened by 
1% against the dollar and is down 1.8% on a year-to-date 
basis. In our view, the upside in USDJPY can be attributed to 
two factors: first, the strong risk asset performance, which has 
seen world equities gaining 11% this year and EM stocks 
nearly 9%; and second the continued appeal of USD as a high 
carry currency across the G10 FX universe.
Having said that, a number of dislocations have now emerged 
in the market. USDJPY remains substantially higher than US 
10Y yields suggest (see chart 4). Moreover, Japanese investors 
have continued to sell foreign equities, a pattern that in the 
past has been associated with downturns in USDJPY 
(see chart 5).
We maintain our bearish USDJPY stance and retain our 
forecast trajectory unchanged, envisaging USDJPY at 104 by 
year-end. The hunt for carry is definitely proving a headwind 
to the JPY, but we think that: 
1. The market dislocations we highlighted are getting too 

extreme to be ignored; 
2. valuation is still highly supportive of USDJPY downside 

(USDJPY is overvalued by around 10% based on our 
estimates); and 

3. the very mature stage of the business cycle is likely to result 
in a slowing of stock gains, depriving USDJPY from an 
important positive dynamic over the course of the year.

4. USDJPY much higher compared to US 10Y yields

Sources: Bloomberg, Lombard Odier.
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GBP
Have we seen the bottom in sterling?

· Brexit angst continues to dominate sterling price action
· However, the latest round of multiple voting in the UK 

parliament is providing some more clarity on the future 
direction

· The tail risk has reduced further in our view, while 
a soft Brexit remains our central scenario

A recap of recent developments
Despite last minute modifications to the withdrawal 
agreement (WA) between the UK and the EU in the form of 
new assurances by the EU on the Irish backstop, the UK 
parliament rejected Prime Minister Theresa May’s proposal 
for a second time by a wide margin of 149 members. In a 
subsequent vote, the House of Commons comfortably rejected 
the possibility of a “no deal Brexit” (321 against, 278 in 
favour) and, finally, voted in favour of requesting an extension 
of the 29 March Article 50 deadline (412 in favour, 202 
against).
The road ahead
The way the 14 March motion was put to a vote and its 
outcome (backing an Article 50 deadline extension) suggests 
the following course of events:
1. There will likely be a third round of voting (reports suggest 

that PM May will only make a third attempt if there is a 
realistic prospect that it will pass) on the current WA by 20 
March.

2. If the vote does not take place or if the WA is rejected again, 
then there could be a request, then there could be a request 
for a much longer extension – or the EU27 could ask for 
one - under the assumption that it would require time for 
the UK to come up with a credible alternative proposal. In 
such a scenario, the UK would have to participate in the 
European parliamentary elections (in late May) and 
continue with its budgetary EU contributions.

The basis for a third round of WA voting in the parliament is 
the direct threat to hard Brexiters that if they do not support it, 
they would be faced with a high probability of a prolonged 
delay to Brexit, potentially leading to a softer Brexit.
It is very difficult to assess whether the third vote on the WA 
will be successful.
On one hand, there is now a very credible threat to Brexiters 
that failure to support it would lead to a prolonged delay in the 
process, participation in the EU parliamentary elections, 
continued EU budgetary contributions and a potentially softer 
Brexit.
On the other hand, the size of the previous two WA rejections 
suggests that PM May will have to get all euro-sceptic 
Conservative MPs on board plus the 10 members of the DUP 
in order to get the deal through the House of Commons. This 
appears to be an exceptionally difficult task given the 
fragmentation of the Conservative party. 

It is worth noting that 188 Tory MPs voted against the 
extension deadline on 14 March.
If the WA is rejected (or the vote does not take place at all), we 
believe that the EU27 would likely give its consentto 
extending the deadline, although this is not a given. In order to 
do so, the EU will want to see a credible alternative proposal 
(and certainly not the recent “unicorn-chasing” approach) 
setting out how the UK plans to proceed with the negotiations 
under a prolonged extension. Importantly, European officials 
have made clear that there will be no further discussions on 
the current WA and, more specifically, on the Irish border 
backstop. In order to secure such an extension the 
responsibility is therefore with the UK to provide a credible 
alternative plan around either a parliamentary consensus for a 
revised deal, a second referendum or national elections. 
Sterling outlook
It has been (and still is) our view that only a WA agreement (in 
any form) would allow sterling to break convincingly above 
strong resistance levels – around 1.34-1.35. If the WA is 
approved, the GBPUSD should trade in the range of 1.35 to 
1.40, and EURGBP in the range of 0.80-0.84. GBPCHF also 
looks very cheap from a long historical perspective. The 
pricing out of the hard Brexit premium would push sterling 
higher but the UK growth trajectory would still remain 
suboptimal and ultimately limit the rally.
If the WA is rejected, there might be a knee jerk reaction lower 
in GBP in the short run as focus will shift to the EU27 and 
what it will require from the UK in order to grant a longer 
extension.
If we go down this path, then the more likely scenario is that 
UK MPs manage to form a consensus, for example around a 
permanent customs union with the EU27 or a Norway plus 
agreement, which would in all likelihood be opposed by 
Brexiters but supported by Labour MPs. Such an outcome 
would be quite positive for sterling because it would amount to 
a softer form of Brexit compared with the one envisaged in the 
current WA. In this case, we would expect an overshoot of the 
1.40 level, although the timing is quite uncertain: having been 
granted a long extension, the UK parliament would be in no 
great rush to form the consensus.
Of course, there is also the possibility that there is a complete 
failure to reach a consensus in which case the UK would be 
heading for a hard Brexit. Considering recent developments, 
we think this is a very low likelihood event.
Our central scenario remains for a soft Brexit. If the WA is 
approved by 20 March, expect some meaningful sterling 
upside. If not, implied volatility may rise in the short term but 
eventually, some upside in sterling should emerge. The tail 
risk still exists but we think it is fair to say it is now even lower, 
so it looks likely that GBP has already passed its bottom.
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6. Official growth target tracking the new normal for China
 Annual GDP growth, %, actual vs. NPC target

Sources: Bloomberg, Lombard Odier.
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CNY
Capable of moving ahead, but still waiting for tailwinds

· The new economic targets from the National People’s 
Congress (NPC) show that China’s stimulus remains a 
tricky balancing act

· The yuan is likely to appreciate modestly over the next 
2-3 quarters if the trade cease-fire is confirmed and data 
begin to stabilise

· We still see USDCNY at 6.65 by year-end.
In our view, China’s new macroeconomic targets announced 
at the start of the National People’s Congress meeting last 
week once again revealed that the country’s leadership views 
its new growth support measures as a balancing act. In line 
with market expectations, the leadership guided for 
substantial increases in the bond issuance quotas for local 
governments, new targeted cuts in reserve requirements ratios 
and CNY 2 trillion of cuts in tax and social security fees. At 
the same time, they left out any explicit target for 
“shantytown” redevelopment, provided a pledge to keep 
overall debt ratios “basically stable” (while explicitly capping 
the outstanding level of sovereign bond for 2019 year-end) 
and lowered the headline real GDP growth target yet again 
from “about 6.5%” to “6.0-6.5%” (see Chart 6).
The message is nuanced: the objective is stabilisation 
around the economy’s long-term trend, not a major gamble on 
a shifting trend or re-acceleration. The conservatism 
underpinning the new targets thus anchors our reading of 
various stark headlines emerging from China and their 
implications for the yuan. The currency has been insensitive to 
the recent batch of indisputably awful data in production, 
retail sales, and trade. In fact, the yuan has risen versus the 
benchmark currency basket as well as the US dollar since the 
start of the year despite these alarming data releases (see 
Chart 7).
We argued earlier that such odd insensitivity is rather 
consistent with an implicit currency targeting regime like 
China’s. We also note that the official pledge by Premier Li 
Keqiang to lower real interest rates should not be mistaken for 
a major policy shift. Li himself has repeatedly sounded caution 
on financial risks of credit easing (even engaging in a rare 
public spat with the People’s Bank of China), and latest reports 
suggest that the PBOC has been looking at interest rate 
reforms, not straightforward rate cuts, as a way to make loan 
pricing more friendly to the private sector. Moreover, the 
widely anticipated (and now officially promised) RRR cuts 
could merely signal that China no longer racks up large 
current account surpluses or that capital outflows need to be 
offset mechanically.
China of course reserves the right to change this nuanced 
stance dramatically if the negotiation with the US on trade 
issues unexpectedly breaks down or domestic conditions 
deteriorate to a critical level. As far as the second risk is 
concerned, the additional fiscal and credit measures will 
certainly provide an important initial defence. The clustering 
of key bilateral exchanges in the next three months – possible 
Trump-Xi summit and the semi-annual US Treasury report on 
currency manipulation – also creates incentives for China to 
retain its policy stance as a bargaining chip, especially because 

7. CFETS renminbi index rose substantially since January
 CFETS RMB index (31 Dec 2014 = 100, left), USDCNY spot 

(inverted, right)

Sources: Bloomberg, Lombard Odier.
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the US has been demanding an official pledge to currency 
stability.
The sharp rally in A-shares and northbound flows in February 
hints at the widespread anticipation of an eventual 
compromise between the US and China as well as the 
excitement over the MSCI’s decision to raise the inclusion 
factor for the onshore equity market at the end of February. 
As we expect the cease-fire to materialise in the next few 
weeks and China’s domestic data to stabilise in next few 
months, we expect investor demand for onshore assets and the 
yuan to remain supported. For this reason, we maintain our 
existing forecasts for the currency in spite of the recent EUR 
downgrades.
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Nordic currencies  
Market still too bearish

· Market remains too complacent on monetary policy 
expectations in our view, especially in Norway

· We anticipate these expectations to reprice towards 
somewhat tighter policy that should support both the 
NOK and the SEK.

The NOK came under severe pressure after the ECB’s dovish 
pivot (although it has recovered in recent days), under the 
market assumption that the Norges Bank will follow suit. But 
the main difference here is that whereas the ECB now 
anticipates reaching the inflation target much later than 
expected (in more than three years!), Norwegian CPI is 
currently above target: headline inflation is running at 3% and 
underlying inflation is at 2.6% (importantly, the latter has 
shown signs of strong acceleration recently – see chart 8).
In our view, the market is very complacent in pricing 
virtually zero probability for a hike in the March meeting 
(21 March). We maintain a bullish view on the NOK and 
expect the currency to be one of the outperformers in G10 
this year. Aside from very benign monetary policy 
expectations, the NOK continues to be undervalued (8% by 
our estimates) while oil prices provide an additional tailwind. 
We look for EURNOK to approach the 9.10 level by the end of 
this year i.e. a depreciation of more than 6.5%.
Turning to Sweden, the last month has seen EURSEK rising by 
0.5%. The strong rally in the pair has moderated since the 
release of the Swedish GDP report for 4Q 18 (late February) 
which beat expectations by a wide margin (1.2% quarter-on-
quarter vs. expectations of 0.6% QoQ ) on account of strong 
export growth. On the whole, the market has taken a rather 
bearish SEK view this year (TW SEK down by nearly 5% YtD) 
largely due to the pricing out of monetary policy tightening, 
which has been driven by the decline in underlying inflation 
(CPIF) from 2.5% in September last year to 1.9% as of 
February. As a result, the market is now pricing in a probability 
of 55% of another 25 bp hike in 2019, somewhat complacent 
relative to the Riksbank communication, which anticipates 
lifting rates again in the second half of the year.
Our view remains constructive on the SEK, though we 
acknowledge the risk that some members of the Riksbank 
may start sounding a little more dovish given recent 
inflation declines. First, and despite the ECB stance (which 
provides some justification to other euro area-related central 
banks to re-align in terms of dovishness in order to avoid a 
tightening of financial conditions) and the moderation in 
inflation, the reality is that so far 2019 inflation readings have 
been close to the projections of the Riksbank for this year. 
Second, growth is still running at solid rates (see chart 9), 
inflation is close to target while monetary policy is still in 
emergency mode i.e. dislocated from fundamentals. Put 
differently, under normal conditions, the recent 
developments would far from seal the case for a rate hike 
this year. However, the starting point (current interest 
rate) is extremely low (negative). Third, SEK remains deeply 
undervalued: our combined framework of BEER (Behavioural 
Equilibrium Exchange Rate model) and FEER (Fundamental 
Equilibrium Exchange Rate model) estimates a fair value of 
9.42 for EURSEK i.e. 12% lower than current spot.
Even by a simpler metric (swap rate differentials – see chart 10) 
reveals that EURSEK is still too highly priced. We maintain 
our forecast of 10.00 for the end of this year i.e. a move of 
more than 5% from current levels.

8. Norwegian underlying inflation has accelerated

Sources: Bloomberg, Lombard Odier.
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9. Swedish GDP growth in line with historical average

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

Sources: Bloomberg, CFTC, Lombard Odier.
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Commodity FX
Still under pressure

· Commodity FX has remained under pressure this 
past month…

· … but monetary policy expectations in Australia and 
Canada have become far too bearish in our view, and 
subject to a repricing higher.

The Australian dollar continued to trade heavily over the past 
month. The key feature in the Australian data was the release 
of the Q4 18 GDP growth, which missed expectations printing 
0.2% QoQ (vs. expectations of 0.3% QoQ ). Nonetheless, the 
0.70 level has proven to be a strong support level and we think 
it would need either a decisive dovish turn by the RBA and/or 
a deterioration in global trade data for AUDUSD to break 
below it sustainably.
Despite the bearish market mood – which is now pricing in a 
70% probability of two 25 bps cuts by the central bank over 
the next year – employment data continue to point towards 
labour market resilience. RBA governor Philip Lowe appears 
to have made labour market readings the signpost of future 
monetary policy. His communication so far suggests that he 
sees employment gains cushioning any negative wealth effect 
on households stemming from declining house prices.
The net effect is difficult to estimate but in our view, the 
market’s expectations for the future path of interest rates is too 
dovish currently. Stabilisation in global trade data and a 
modest repricing of monetary policy expectations higher 
should provide some modest tailwinds in the quarters 
ahead, especially against lower yielding currencies such 
as the EUR and the CHF.
Turning to Canada, we have revised lower our CAD forecasts 
for this year: we now see USDCAD at 1.31 by Q2 19 (1.25 
previously) and at 1.27 by year-end (1.23 previously). The 
trigger for these changes was the surprisingly dovish Bank of 
Canada who made a considerable pivot in its expectation of 
future interest rates. Until the latest meeting (6 March) the 
Bank had communicated that it expected to raise rates within 
the neutral range – which it had defined to be between 2.5% 

11. Strong Canadian employment gains so far in 2019
 Average monthly change, in thousands

Sources: Bloomberg, Lombard Odier.
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12. AUDNZD at 3Y lows, dislocated from relative fundamentals

Sources: Bloomberg, Lombard Odier.
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and 3.5%. However, in its latest statement the BoC judged that 
“…the outlook continues to warrant a policy interest rate that is 
below its neutral range”.
The downside surprise in GDP growth for Q4 18 was the 
catalyst for such a change in stance, with the BoC now 
anticipating that this weakness will carry over to the first half 
of the year. We have a great deal of sympathy for this 
argument (the horrible GDP print cannot be disputed) but at 
the same time we would point out the following: 1. 
Employment gains in 2019 have been exceptionally strong 
and driven by full-time employment (see chart 11). Although 
this pace seems unsustainable and likely to moderate, it looks 
enough to cushion some of the negative carry-over effect; and 
2. market expectations of a -7 bps move in the policy rate over 
the next year appear too bearish in our view, considering that 
core measures of inflation have stabilised close to 2% YoY. All 
that said, we acknowledge that the central bank’s change of 
stance was significant and increases considerably the hurdle 
for meaningful CAD gains, especially over the next three 
months or so. But fundamentally, we remain CAD-bullish: 
valuation is favourable and oil prices should provide some 
support, especially since OPEC appears to be unwilling to curb 
production cuts any time soon. 
Finally, in New Zealand, the NZD remains stuck in a range 
between 0.69 and 0.67. We think the currency will trade with 
a downside bias and underperform the other core commodity 
FX this year. The data have been underwhelming so far: 
inflation appears stuck below the 2% level, terms of trade have 
peaked, the unemployment rate is likely to have found a 
bottom and the annual change in employment gains is 
declining. We think the market pricing in a probability of 70% 
of a rate cut this year is fair. Our forecast for the end of this 
year stands still at 0.67. Considering relative monetary policy 
expectations, we think there is potential for AUDNZD to rise 
from current levels. The pair is trading near to a 3-year low, out 
of sync with underlying relative fundamentals (see chart 12).
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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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