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EURUSD 1.12 1.14
GBPUSD 1.29 1.37
EURGBP 0.87 0.83
EURCHF 1.14 1.17
EURSEK 10.75 10.65
EURNOK 9.30 9.10
USDCHF 1.02 1.03
USDJPY 108 104
USDCAD 1.33 1.30
AUDUSD 0.70 0.72
NZDUSD 0.65 0.65
USDCNY 6.95 6.85
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Things have changed significantly since our last FX Monthly: the US-China trade deal 
that everyone – ourselves included -- was expecting has so far proven elusive, and each 
side has imposed fresh tariffs on the other side’s imports. Meanwhile, important Chinese 
data (Purchasing Managers’ indices (PMIs), investment, industrial production, retail 
sales) underwhelmed and failed to inspire confidence in a manufacturing rebound. 
These developments have led us to take a fresh look into our FX views.
Renewed trade tensions are not good news for the euro, which has been battered by the 
deterioration in the European Monetary Union (EMU)’s external sector. However, the 
environment is becoming less carry-friendly, meaning that funding currencies (like the 
euro) are likely to receive some support. We still see EURUSD in a tight range in the 
near term.
At the same time, the Swiss franc has gained modestly on the back of the deterioration in risk 
appetite. However, CHF correlation with risk remains fairly low and is unlikely to be able to 
shield the currency from further weakness as the SNB maintains its very dovish stance.
GBP has been on a rollercoaster; we reaffirm our view that levels around 1.28/29 
represent the bottom, but a number of near-term factors pose downside risk to this view. 
We adjust lower our near term forecasts (next couple of quarters), but medium term we 
remain bullish, expecting a soft Brexit.
Turning to the JPY, the currency has been the main beneficiary of the recent market 
turmoil. Low US yields, risk appetite remaining on the defensive, and a still overvalued 
USDJPY suggest further yen gains, albeit at a slower pace.
In China, the escalation in the US-China trade dispute warrants a more guarded view on 
the yuan. We still expect the currency’s implicit lower bound to hold in the near term. 
Farther out, the potential cease-fire still supports the yuan’s modest appreciation towards 
6.80 vs USD. 
On the Nordics, we maintain a bullish view on the NOK, but lower our SEK forecasts 
significantly on the back of material domestic economic weakness. We expect substantial 
NOKSEK upside. 
Finally, we have lowered our commodity FX forecast trajectories on account of the 
escalation in the US-China trade dispute. That said, we still expect some modest upside 
in AUD and CAD in H2 19 versus the USD. NZD should lag.
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Current spot Q2 19 Q3 19 Q4 19 Q1 20 Estimates of long  
term fair value1

EURUSD 1.12 1.12 1.13 1.14 1.16 1.14

GBPUSD 1.27 1.29 1.33 1.37 1.38 1.38

EURGBP 0.88 0.87 0.85 0.83 0.84 0.82

EURCHF 1.13 1.14 1.15 1.17 1.17 1.10

USDCHF 1.01 1.02 1.02 1.03 1.01 0.98

USDJPY 109.63 108 106 104 104 101

EURJPY 122.68 121 120 119 121 114

EURSEK 10.77 10.75 10.70 10.65 10.60 9.48

USDSEK 9.65 9.60 9.47 9.34 9.14 8.33

EURNOK 9.81 9.30 9.20 9.10 9.00 9.04

USDNOK 8.78 8.30 8.14 7.98 7.76 7.95

USDCAD 1.34 1.33 1.32 1.30 1.29 1.30

AUDUSD 0.69 0.70 0.71 0.72 0.73 0.74

NZDUSD 0.65 0.65 0.65 0.65 0.65 0.66

USDCNY 6.92 6.95 6.90 6.85 6.80

1 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).

FX Forecasts
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EUR
Still in a very tight range

· Renewed trade tensions are not good news for the euro, 
which has been battered by the deterioration in the 
EMU’s external sector

· However, the environment is becoming less carry-
friendly, meaning that funding currencies (like the 
euro) are likely to receive some support

Since 25 April (last edition of the FX Monthly), the euro 
has held up reasonably well, with EURUSD up 0.3%, trade-
weighted (TW) EUR up 0.4%, but TW USD lagging, having 
traded flat. This is despite the recent escalation in the  
US-China trade dispute. In fact, since 3 May (just before 
Mr Trump’s first tweet about the possibility of the trade deal 
breaking down and the prospect of fresh US tariffs), TW EUR 
has appreciated by 0.6% (see chart 1). This may seem 
surprising. After all, the deterioration in external trade was 
fully responsible for the slowing of euro area economy in H2 
18 and for EURUSD’s sharp drop from 1.18 to 1.12 between 
September and November. One would have expected a similar 
response to a renewed flaring up of trade frictions.
What seems to have been at work recently is the unwinding 
of the carry trade. As we have discussed previously, the 
confluence of the markets expecting a trade deal between 
the US and China (before the events that unfolded since early 
May) and the Fed’s pivot towards a dovish stance produced 
an environment conducive to carry trades. Between the 
beginning of the year and late April, the TW EUR was among 
the main underperformers (alongside TW JPY, TW CHF, and 
TW SEK – i.e. negative-yielding currencies – see chart 2). 
Across the G10 space, the EUR managed to appreciate only 
against the SEK and the CHF, while depreciating on average 
by 1.8% against the other G10 FX. 
With the recent developments in the trade discussions, the 
environment has changed considerably, albeit perhaps 
temporarily, and carry trades worked in reverse. Hence, 
funding FX has actually benefited this period, which explains 
why the JPY, the EUR, and the CHF have reversed some of 
their previous losses to varying degrees. 
Based on our central scenario in which the US and China 
reach a deal even via a painfully slow process that would keep 
markets on edge, we think EURUSD will remain in a very tight 
range. Any trade-related weakness could partly, or wholly, 
be offset by investors’ continued unwinding of carry trades. 
This is particularly relevant for the euro as speculative shorts 
remain quite stretched (see chart 3). Towards year-end and 
turning into 2020, we expect that the (delayed) recovery in 
global trade will start becoming evident in EMU exports, 
removing the main source of downside pressure on economic 
developments. Hence, euro rates will likely reprice higher and 
provide tailwinds for the euro. We stick with our forecast of 
EURUSD at 1.16 by Q1 20. 

1. G10 FX returns since 3 May 2019
 In spot terms

Sources: Bloomberg, Lombard Odier.
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2. Negative-yielding currencies had underperformed this year 
until April-end

Sources: Bloomberg, Lombard Odier.
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That said, in case of a complete breakdown in US-China trade 
talks and/or the US deciding to step up trade frictions with the 
euro area and to impose tariffs on car imports from the region 
(not our central scenario), then we would expect an immediate 
EURUSD reaction to the downside. Such weakness would 
work its way through the direct impact of the trade channel 
and the indirect impact of worsening sentiment towards the 
Eurozone.
What about the European elections, scheduled for 23-26 May? 
We do not consider they have the potential to affect the euro 
negatively in any sustainable way. Populist parties are likely 
to do well in these elections (according to the opinion polls) 
and surely, this will grab plenty of headlines. However, there 
are two important points to make here. First, populist parties 
do not represent a unified political force. There are huge 
ideological gaps between the various parties with significantly 
different aspirations. In that respect, it is highly unlikely that 
they will be able to form a grand coalition with a common 
political vision. Second, even if they did, the European 
parliament has a great number of limitations in establishing 
the future direction of Europe. Any significant changes 
require the agreement of the European council and European 
commission.

EUR
Still in a very tight range

3. CFTC Speculative positioning (futures and options)
 In number of contracts

Sources: Bloomberg, Lombard Odier.
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· The Swiss franc has gained modestly on the back of the 
deterioration in risk appetite

· However, CHF correlation with risk remains fairly 
low and is unlikely to be able to shield the currency 
from further weakness as the SNB maintains its very 
dovish stance

The Swiss franc has appreciated modestly both against the 
EUR and the USD recently, with most gains realised since 
markets went into risk-off mode due to the escalation of the 
US-China trade dispute. This reflects the CHF’s status as a 
safe haven, i.e. its tendency to appreciate in periods of higher 
risk aversion. Additionally, the resurgence of concerns that 
Italy’s deficit will breach the EU limit sent Italian 10Y yields 
near a two-month high at some point, and has weighed on 
EURCHF.
However, as we have argued several times, over the past four 
years or so the Swiss franc has stopped exhibiting the strong 
negative correlation with risk assets of the past. As chart 4 
shows, the 60-day rolling correlation with world equities 
(MSCI World) has consistently been much less strong than 
that of the JPY. This is likely due to the very negative rates in 
Switzerland, which have managed to curb appetite for Swiss 
francs, even in periods of market turbulence.
What this means going forward is that the CHF may remain 
somewhat resilient in the near term, but it is unlikely to gain 
significantly. In that sense, our EURCHF forecast of 1.14 for 
the end of this quarter is subject to downside risk, but medium 
term – and under our central scenario on trade developments 
– we continue to think that the path of least resistance is for a 
weaker franc. However, a repeat of last year’s standoff 
between Italy and the European Commission on EU fiscal 
rules could lead to further widening in Italian-Bund yield 
spreads and keep the CHF bid for some time.
On the domestic front, the evolution of data suggests that the 
SNB will stay pat for a considerably long period. Headline 
inflation has remained persistently low and below the 1% level 
(on a YoY basis), and core CPI appears stuck at 0.5% YoY (see 
chart 5). Retail sales growth has been particularly weak in the 
past six months, while surveys of business (PMI) and 
consumer confidence show a sharp deceleration since the 
second half of last year (see chart 6). 
With exports representing more than 60% of Swiss GDP, it 
was inevitable that the global trade disruption would take its 
toll on the economy. Consequently, the latest developments 
add another layer of uncertainty and negativity to the outlook 
and should contribute to the central bank maintaining its very 
dovish stance. 

CHF 
Only so resilient

4. JPY remains the dominant safe haven currency
 Using daily returns and 60 day rolling windows

Sources: Bloomberg, Lombard Odier.
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5. The upward momentum in Swiss inflation has evaporated
 YoY, percent

Sources: Bloomberg, Lombard Odier.
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6. Swiss confidence indicators nosedive

Sources: Bloomberg, Lombard Odier.
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GBP
Sterling on a roller coaster

· We still believe that current sterling levels represent the 
bottom but near term we acknowledge downside risks

· Further out, we still expect significant GBP appreciation 
under our working assumption of a soft Brexit

Sterling has been on a roller coaster this past month. The rally 
in late April, which took GBPUSD from 1.29 to near the 1.32 
level, has given way to a “mini sell-off”. GBPUSD is now back 
at 1.28 and EURGBP has appreciated to 0.87. Although TW 
GBP is the second best-performing currency in G10 (+2.0%) 
on a YTD basis, the reality is that this modest strength mostly 
manifested itself at the beginning of the year; since February 
GBPUSD has been fluctuating between 1.28 and 1.32 and 
EURGBP between 0.85 and 0.87 (see chart 7).
In our previous edition of the FX Monthly (when GBP was 
trading at a slightly higher level), we suggested that sterling 
had bottomed out, but that the currency would find it very 
difficult to climb higher in the near term because of 1) 
speculative positioning being no longer short the pound 
(hence, the risk of a short-squeeze has evaporated – see chart 
8) and 2) the longer-than-expected extension to the Article 50 
deadline (set for the end of October).
We still hold on to this view, but we do acknowledge that 
a number of near-term factors pose downside risk to 
GBPUSD. Following the heavy losses that the Conservative 
party sustained in the local elections, the European elections 
(May 23-26) appear to present challenges of colossal 
proportions for the Tories and the UK government. Nigel 
Farage’s Brexit Party is currently leading in the opinion polls, 
with 30% vs 15% for the Conservatives. If these numbers are 
broadly confirmed in the final election result, then the risk 
would increase of PM Theresa May being forced to resign 
(indeed, news headlines suggest that PM May is already 
making plans to depart in June), clouding the political 
landscape even further. This would open the door to the 
possibility of a more hard-line Brexiteer taking over (Mr Boris 
Johnson has announced that he will run for the Conservative 
party leadership), national elections, or another referendum.
At the same time, the PM’s decision to bring – yet again – her 
deal back for another round of voting in the parliament does 
not look promising given the emphatic failure of previous 
attempts. And the fact that cross-party talks with the Labour 
party have not managed to produce any breakthroughs, 
suggests that in the near term there is a strong case for UK 
political risk premia to rise. 
On the other hand, the US-UK yield differential has narrowed 
in the last few months, largely because US yields have been in 
a downward trend. Based on this metric, GBPUSD should be 
trading around the 1.33 level, i.e. 4.5% higher than current 
spot (see chart 9).
Taking everything together, we have decided to reduce 
our Q2 19 target from 1.35 to 1.29, and our Q3 19 forecast 
from 1.37 to 1.33. We maintain the longer-term forecasts 
at 1.37 for year-end and at 1.38 for Q1 20 under the 
assumption of an eventual soft Brexit. But we highlight that 
all our forecasts – especially those over the next couple of 
quarters – are subject to a greater-than-normal degree of 
uncertainty.

7. GBP performance this year vs USD and EUR
 In spot terms

Sources: Bloomberg, Lombard Odier.
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8. GBPUSD shorts have closed
 CFTC data on non-commercial positioning (futures & options),  
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Sources: Bloomberg, Lombard Odier.
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9. GBPUSD slightly undervalued based on US-UK yield 
differential

Sources: Bloomberg, Lombard Odier.
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JPY
The comeback of the yen?

· JPY has been the main beneficiary of the recent market 
turmoil

· Low US yields, risk appetite remaining on the defensive 
and a still overvalued USDJPY suggest further yen gains, 
albeit at a slower pace

USDJPY peaked just over 112 (on a closing basis) in late April. 
Since then, it has collapsed by 2.5%, and is now trading close 
to the 109.50 level. Note that the decline started well before 
the escalation in the US-China trade dispute, but clearly, the 
recent developments there have amplified the downward 
move.
Last month, we highlighted that the factors supporting 
USDJPY (Japanese buying of foreign equities and a strong risk 
appetite) were waning, and that we expected a resumption of 
JPY strength. 
The latest data on foreign stock buying by Japanese investors 
suggests outflows in four out of the last six weeks, amounting 
to JPY 732 bn. On a four-week moving average basis, this 
variable suggests further USDJPY downside from here (see 
chart 10).
Needless to say that risk appetite has deteriorated sharply – 
even more than we had expected – in the last couple of weeks, 
with global equities falling by 3-4%, core yields dropping, and 
implied equity volatility (the VIX index) rising from 13% to 
above 20%, before consolidating around the 16%-17% level.
The other element that looked mis-priced to us was the 
divergence between lower US yields and (back in April) a 
strong USDJPY. However, this gap has now closed, as USDJPY 
played catch up with continually lower US yields and falling 
equity prices (see chart 11).
Going forward, our central scenario on trade (i.e. a deal being 
reached but likely later in the year) is likely to keep investors 
on edge. The longer it takes, the longer the current tariffs 
will remain in place – and the higher the likelihood that there 
will be a renewed impact on global trade and growth. All this 
suggests that risk appetite is likely to remain on the defensive 
– although we would not rule out short periods of rebound.
In our view, all the above alongside the maturity of the cycle 
and overvaluation in USDJPY should push the yen higher 
over the medium term. We keep our USDJPY and EURJPY 
forecasts at 104 and 119, respectively, for the end of the year.

10. Japanese buying of foreign stocks has slowed appreciably

Sources: Bloomberg, Lombard Odier.
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11. USDJPY finally catches up with lower US yields  
(and falling equities) 

Sources: Bloomberg, Lombard Odier.
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CNY
The floor will hold… for the moment

· While the latest escalation in the US-China trade 
dispute warrants a more guarded view on the yuan, we 
still expect the currency’s implicit lower bound to hold 
in the near term

· The combination of an eventual cease-fire and US dollar 
softness later in the year still supports the yuan’s modest 
appreciation towards 6.80 versus USD

The rapid (and rather unexpected) escalation of the trade 
dispute between the US and China since early May requires 
a more cautious forecast for the trajectory of CNY, as the 
key assumption underpinning our previous forecast was the 
resolution of the dispute by the G20 summit in June. While 
we still assign a significant probability (40%) to the benign 
scenario, the troubling sequence and tone of the dispute in 
the past week has raised the risk of a much more drawn-out 
and difficult negotiation between the two countries. 
Because of the latest tariff hike implemented by the Trump 
administration on 10 May, China now faces a nearly 20% 
average tariff rate on its merchandise exports to the US, 
and the prospect of another 10 percentage point hike if 
the ongoing negotiations fail to deliver in coming months 
(see chart 12). A prolonged dispute or total collapse of trade 
relations would make the yuan’s depreciation a viable option 
for China’s policy elite (given the country’s limited options 
for retaliatory tariffs and its need for economic stabilisation), 
and markets will calibrate for these risk scenarios. 
We argue, however, that the hurdle is still quite high for a 
disruptive shift in China’s currency policy. First, the door 
remains open for a cease-fire agreement between the two 
countries. While media reports are swinging widely back and 
forth on the current state of negotiations, the apparent efforts 
by the Trump team to keep the June summit alive indicate 
that it is still possible for both sides to put additional tariffs 
on hold and restore some calm in the bilateral dialogue.
As long as there is a reasonable chance of achieving this 
outcome, China has a strong incentive to refrain from 
devaluing the currency outright, thus still keeping it as an 
implicit threat for the US. Second, as we have pointed out on 
many occasions, currency devaluation is a blunt tool that 
penalises all of China’s trading partners – including those with 
significant foreign currency debt burden in the Belt and Road 
Initiative. Third, China’s fundamental reluctance to liberalise 
its capital accounts means that any devaluation will be met 
with the pressure of significant outflows, to which the People’s 
Bank of China (PBoC) will have to respond by intervening at 
some point, draining FX reserves. We do not believe that 
Beijing wants to go through the painful sequence of 
accelerating capital outflows and the corresponding large 
drain on FX reserves again, unless it is left with no other 
alternative (see chart 13). 

12. Average US tariffs on imports from China
 Percentage points, average tariff rates on US merchandise imports 

from China

Sources: PIIE, Lombard Odier .
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13. China not keen to go through a repeat of 2015-16 episode…
 Key proxies for the PBOC’s FX market interventions, USD billion

Sources: CEIC, Bloomberg, Lombard Odier.
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Consequently, we work with the assumption that, as long 
as a complete collapse of trade diplomacy can be avoided, 
China will keep the value of the yuan versus its official 
basket (i.e. the CFETS renminbi index) above the implicit 
lower bound of 92 in the near term. As the CFETS index 
hovered above 95 before the new tariffs on 10 May, there is 
some scope for the yuan to depreciate modestly against the US 
dollar and in terms of the index.
Even so, we do not believe that a sustained breach of 92 points 
for the CFETS index or of 7.00 for the USDCNY spot rate is 
likely (see chart 14). If we are correct about the overall 
trajectory of the US dollar (weaker, later in the year) and the 
sufficient likelihood of an eventual cease-fire, then it is 
reasonable to see a modestly stronger yuan in the coming 
months after the current weakness. The characteristically 
volatile newsflow from the White House of Mr Trump makes 
this prediction even more difficult. We will continue to 
monitor the situation closely and will re-assess our forecasts 
if necessary.

CNY
The floor will hold… for the moment

14. Implicit floor for the yuan will likely hold in the near term
 CFETS RMB index (31 Dec. 2014 = 100), USDCNY spot  

(inverted, right)

Sources: Bloomberg, Lombard Odier.
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Nordic currencies
Diverging trends

· Following the hawkish Norges Bank earlier in May, 
NOK strength is gradually coming back into focus. 
We expect further gains for the remainder of this year 

· In Sweden, we lower our SEK forecasts significantly, 
expecting EURSEK at 10.65 at year-end (from 10.30 
previously) on account of material domestic economic 
weakness 

The Norges Bank surprised the market at its 9 May monetary 
policy meeting by turning more hawkish than expected, explicitly 
stating that the policy rate would most likely be raised again in June 
(in its previous meeting, the forward guidance suggested the next 
hike would come in the second half of this year). And if that were 
not enough, a day later the Norwegian underlying CPI came in a 
touch higher than expected at 2.6% YoY (vs expectations of 2.5%). 
Since then, the NOK has gained modestly against the USD and the 
EUR, and is up 0.5% in trade-weighted terms.
For some time now, we have expressed a clear preference for NOK 
upside against the EUR, the USD, and the SEK, as the economy 
remains in good shape (though it did slowdown in Q1 19 in line 
with most of the rest of the world) and inflation is currently coming 
out higher than the central bank had expected.
The rate market remains under-priced and complacent in our view, 
pricing in only one 25-bps hike over the next year. This monetary 
policy under-pricing, together with oil prices still above USD 70/
barrel (see chart 15) and NOK undervaluation, constitutes the core 
of our argument for NOK gains this year. We maintain our 
EURNOK and USDNOK forecasts at 9.10 and 7.98, respectively, 
by year-end. The risk to this bullish NOK view is a complete 
breakdown in US-China trade discussions: this would imply an 
across-the-board repricing lower in monetary policies, with a 
particularly negative impact on currencies that already have some 
tightening priced in.
Turning to Sweden, we have decided to lower our forecast 
trajectory substantially for the SEK. That is, we have reduced our 
EURSEK Q2 19 forecast to 10.75 (from 10.50 previously) and the 
year-end forecast to 10.65 (from 10.30) – see chart 16. This change 
is justified because of incoming information showing a significant 
deterioration in domestic economic fundamentals. More 
specifically, the unemployment rate has climbed back to 7.1% from 
its low in late 2018 of 5.5%, while annual wage growth (of non-
manual workers) has stalled around 2.4%, significantly lower than 
the H2 18 average of 2.75%. 
Sentiment surveys are also quite discouraging, with the Economic 
Tendency Survey (closely watched by the Riksbank) showing few, if 
any, convincing signs of a rebound, while PMIs and industrial order 
growth have kept falling (see chart 17). All this prompted the 
Riksbank in its latest meeting to put quite a dovish spin on its 
statement by postponing the timing of the next rate hike.
Consequently, the case for anticipating significant SEK gains 
against the EUR and the USD this year appears very thin at the 
moment, hence our updated forecast trajectory. We have kept a 
very small depreciating path on EURSEK and USDSEK largely on 
valuation grounds and on expectations that the Swedish economy 
will start to recover in H2 19 alongside that of the euro area. 
Additionally, we believe investors should anticipate SEK downside 
against the NOK. Our new forecasts imply a NOKSEK target of 
1.17 by the end of the year, i.e. an appreciation of more than 6% 
from current levels.

Sources: Bloomberg, Lombard Odier.

16. Old and new EURSEK forecast trajectory

Sources: Lombard Odier.
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17. Swedish manufacturing in the doldrums

Sources: Bloomberg, Lombard Odier.
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Commodity FX  
Fragile risk appetite a headwind for high-beta FX

· The escalation in US-China trade disputes and 
deterioration in risk appetite has forced us to make 
some adjustments to our commodity FX forecasts

· Our forecast trajectories are now broadly lowered 
for AUD, CAD, and NZD

AUD has been declining since mid-April, and has traded at its 
lowest since early 2016, i.e. below 0.69, before rebounding 
somewhat on the Australian election news (with the country’s 
centre-right government clinging to power). The weakness 
first began gaining traction with the below-forecast CPI 
reading in April; it was amplified by the flare-up of the 
US-China trade dispute. In our last edition of the FX Monthly, 
we painted quite an upbeat picture for the AUD, based on the 
assumption of a deal being reached between the US and 
China, Chinese data improving, and our view that the market 
was pricing in too many cuts by the RBA. What has now 
changed is 1) the renewed frictions in the US-China trading 
relationship and 2) recent Chinese data failing to confirm the 
improvement seen in March.
Although we still expect a deal to be reached and the Chinese 
economy to normalise (potentially via some additional 
stimulus), recent developments are a clear negative for the 
AUD, at least in the near term. On the other hand, we still view 
the 55-bps of cuts (as of now) over the next year that have been 
priced in by the market as exaggerated. Moreover, the sizeable 
decline in US yields (US10Y yields are now 85 bps below their 
peak in mid-November 2018) provides marginal support to 
currencies with still-positive interest rates. To balance these 
views, we have lowered our Q2 19 forecast for AUDUSD from 
0.73 to 0.70 and our Q4 19 forecast to 0.72 from 0.75.
Turning to Canada, things remain complicated. On one hand, 
oil prices and valuations continue to provide support. Canada’s 
terms of trade have moderated recently but are still at good 
levels, implying a higher TW CAD (see chart 19). On top, our 
valuation framework suggests that USDCAD is overvalued by 
around 4%. On the other hand, the Bank of Canada has 
gradually turned more dovish (as it expects a modest output 
gap to open up), and the ratification of the USMCA (NAFTA 2) 
by the US congress continues to meet upon many hurdles – 
though the US decision to remove steel and aluminium tariffs 
to Mexico and Canada have increased the chances that the 
deal gets voted by the Congress. The escalation of trade 
disputes is obviously an additional negative for an economy 
with exports representing 31% of its GDP. As with other 
trade-exposed currencies, forecasts are now a balancing 
exercise between one’s central scenario, the risks, and the 
magnitude of opposing forces at work. On balance, we think it 
reasonable to lower the forecast trajectory, but still anticipate 
some CAD appreciation by year-end. Chart 20 summarises 
our new and old forecasts.
Finally in New Zealand, we forecast a pretty flat NZD 
trajectory around 0.65 over the next few quarters. The RBNZ 
cut the official cash rate by 25 bps to 1.5% in its May meeting 
on the back of numerous disappointments on inflation and the 
labour market. The market is currently pricing in another 
25-bps cut over the next year. We think this is about right, 
given that the cash rate is currently at its lowest level ever. If 
anything, we think that the risks to our NZD projections are to 
the downside, in the event of protracted trade tensions, which 
would weigh on global trade and growth. 

18. AUD sliding since mid-April
 In spot

Sources: Bloomberg, Lombard Odier.
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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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