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FX Week 

Central bank constraints laid bare 

 
Last week’s monetary policy decisions in the US and Japan illustrate the constraints that central 

banks are operating under. The Fed is still finding it difficult to raise interest rates, despite 

improvements in the US economy, while the BOJ appears reluctant to cut them further for fear of 

hurting banks’ profitability, instead choosing to tinker with its policy framework. The ECB was also 

recently reticent to make any further steps into negative rate territory, with its EUR80bn a month 

QE program also facing legal challenges. The Bank of England may still be promising lower rates 

to ward off Brexit risks, but the recent data makes the necessity of such cuts increasingly 

questionable.  

 

The relative inaction on all fronts reflects the limits of monetary policy, but also the sense that 

even if the benefits of low rates are becoming more marginal, the prospect of raising them is even 

more unpalatable. In this context it is easy to understand the Bank for International Settlements’ 

recent warning that monetary policy in the major economies has become ‘overburdened’ and that 

the financial markets have become too dependent on the actions of central banks. However, it 

may be also that the central banks themselves are too fearful of weaning themselves away from 

the provision of cheap credit. The risks to us are that if the Fed cannot find its way to continue 

normalizing policy soon, such paralysis will threaten a replay of the mistakes of Japanese 

policymakers over the last twenty years who were never able to escape from low rates, with the 

consequence that monetary policy there has become largely ineffectual. While this need not be 

the outcome, the longer the Fed prevaricates the greater those risks will become.   

Weekly currency movement vs USD (%) 

 

Source: Bloomberg, Emirates NBD Research  

 

USD reaction to unchanged Fed relatively muted 

 
The FX markets’ verdict on the Fed’s decision to leave interest rates unchanged last week has 

so far been quite muted. The USD softened initially on the news but subsequently recovered and 

actually ended the week relatively unchanged. Expectations are now firmly for a December rate 

hike with futures pricing a near 60% probability. Of course a lot can change in three months, which 

is one of the reasons we were surprised that the Fed did not raise rates last week when it had the 

chance. The split in the FOMC which was evident in the voting as well as in the dots will now in 

all likelihood become much more vocal. Rhetoric from Fed officials may be as important as the 

data in driving sentiment in coming weeks and months, with no less than twelve Fed officials 

speaking in the week ahead including Chair Yellen and Vice Chair Fischer.  
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Rhetoric to fuel volatility 

 
In fact until the next payroll figures in a fortnight’s time there will not be much front 

line economic data from the US, making the remarks from Fed officials all the more 

significant. The differences between Fed officials will play out publicly, creating the 

potential for volatility especially with Yellen noting in her press conference last 

week the Fed officials are ‘struggling mightily’ to understand each other's views. 

Unless the data turns more negative we suspect that the USD will remain broadly 

underpinned, especially with the majority on the FOMC (14 out of 17) thought to 

be in favour of a year-end rate hike. The start of the Presidential election debates 

this week will also be another dimension that markets cannot ignore. Clearly if one 

candidate is perceived to have ‘won’ the debate, this will be seen to enhance 

his/her election chances, with a Clinton victory likely to be perceived constructively 

for risk and the USD, and a Trump win less so. 

 

Attention may also turn to the fundamentals in other countries as the principal 

drivers of currency moves in the near term. The Eurozone has seen sluggish data 

of late with the September PMI index slipping a little to 52.6 from 52.9. The coming 

week will see more EU sentiment data as well as unemployment and inflation data 

for the region, with expectations being that activity will remain subdued, potentially 

creating more calls for ECB action. The Italian government will also set the date 

for the Constitutional referendum this week, probably for some time in November. 

PM Renzi has threatened to resign if he loses the vote, which means the clock will 

start ticking to this possibility creating an additional source of uncertainty.    

 

JPY reacts calmly to new policy framework 

 
The USDJPY exchange rate is often seen as the barometer of market confidence 

in BOJ policy and the JPY has been broadly steady in the aftermath of the latest 

announcements about controlling the JGB yield curve, suggesting a degree of 

caution about whether the policy will succeed. The question is how long will the 

Japanese authorities give these latest policies to work, and how long will markets 

be patient before drawing stronger conclusions? Overall we would be surprised if 

these latest measures will yield positive results any time soon. To sustain a 

steeper yield curve really requires evidence that the Japanese economy is 

recovering and that inflation is rising. Japan’s manufacturing PMI rose from 49.5 

in August to 50.3 in September for the fourth consecutive monthly rise. However, 

doubts about the sustainability of this improvement persist. Monetary policy was 

supposed to be only one of the three ‘arrows’ of ‘Abenomics’, with fiscal policy and 

structural reforms the other two, but increasingly it has felt as if it is the only ‘arrow’ 

being used, and is itself is running out of effectiveness. If it was not for the 

prospects for a US rate hike still being alive, we suspect that USDJPY would 

already be lower. 

 

GBP continues to lose ground 

 
GBP lost ground last week, with the Bank of England’s recent dovish message 

contrasting with the more hawkish one emanating from the Fed, as well as with 

the steady policy decision from Japan. Renewed weakness for the he pound came 

despite official data showing a 2% y/y rise in tourists visiting the UK in July, which 

is thought to reflect the broad drop in GBP in late June and early July following the 

Brexit vote. Until Article 50 is triggered by PM May signaling the start of the Brexit 

negotiation uncertainty will continue which could hurt business investment, with 

concerns mounting in particular about the financial sector’s future relationship with 

the EU. 
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AUDNZD rallies as expected 

 
The AUD sprung back sharply last week and was amongst the strongest 

currencies after the Fed failed to deliver a rate hike and the BOJ also left rates on 

hold. The NZD by contrast struggled as the RBNZ reminded markets that another 

interest rate cut will soon be on its way, probably in November.  Last week we 

highlighted the likelihood that AUDNZD was nearing a floor and was at risk of 

rising back to 1.04 in the first instance. In the event this level was easily broken 

with the cross now eyeing a move to 1.06. The CAD’s fortunes probably rely on 

the outcome of the OPEC meeting this week and its effect on oil prices. As we 

don’t expect any meaningful agreement to freeze oil production we would not be 

surprised if the oil price reacts negatively, dampening the CAD in the process.   
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FX Forecasts  

FX Forecasts - Major Forwards 

 Spot 23.09  1m  3m  6m  12m  3m  6m  12m  

EUR 1.1226 1.0900 1.0700 1.0500 1.0200 1.1268 1.1316 1.1415 

JPY 101.02 104.00 108.00 110.00 112.00 100.65 100.21 99.33 

CHF 0.9704 1.0000 1.0300 1.0500 1.1000 0.9656 0.9602 0.9493 

GBP 1.2966 1.2800 1.2500 1.3000 1.3500 1.2987 1.3013 1.3070 

AUD 0.7623 0.7300 0.7000 0.6800 0.6500 0.7605 0.7590 0.7559 

CAD 1.3172 1.3200 1.3400 1.3200 1.3000 1.3165 1.3156 1.3134 

EURGBP 0.8659 0.8516 0.8560 0.8077 0.7556 0.8678 0.8697 0.8735 

EURJPY 113.37 113.36 115.56 115.50 114.24 113.37 113.37 113.37 

EURCHF 1.0891 1.0900 1.1021 1.1025 1.1220 1.0877 1.0862 1.0833 

NZDUSD 0.7242 0.7000 0.6700 0.6500 0.6200 0.7216 0.7194 0.7153 

FX Forecasts - Emerging Forwards 

 Spot 23.09 1M  3M  6M  12M  3M  6M  12M  

SAR 3.7513 3.7500 3.7500 3.7500 3.7500 3.7570 3.7675 3.8003 

AED 3.6730 3.6700 3.6700 3.6700 3.6700 3.6744 - - 

KWD 0.3015 0.2900 0.2900 0.2900 0.3000 0.3081 0.3170 - 

OMR 0.3850 0.3800 0.3800 0.3800 0.3800 0.3860 0.3875 0.3933 

BHD 0.3770 0.3760 0.3760 0.3760 0.3760 0.3775 0.3781 0.3804 

QAR 3.6416 3.6400 3.6400 3.6400 3.6400 3.6466 3.6533 3.6663 

EPN 8.8790 9.0000 9.2500 9.2500 9.5000 11.2000 11.7750 12.6500 

INR 66.655 68.000 66.000 65.000 65.000 67.5100 68.4000 70.2200 

CNY 6.5753 6.6000 6.7000 6.8000 6.9000 6.7370 6.7860 6.8600 

Source: Bloomberg, Emirates NBD Research 
*Denotes USD peg 
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 Major FX and Nominal Interest Rates 

Interest Rate Differentials - EUR 

 

 

Interest Rate Differentials –JPY 

 

 

Interest Rate Differentials - CAD 

 

Source: Bloomberg, Emirates NBD Research 

 

Interest Rate Differentials - GBP 

 

 

Interest Rate Differentials - CHF 

 

 

Interest Rate Differentials - AUD 
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 Major FX and Real Interest Rates 

Interest Rate Differentials - EUR 

 

 

 

 

 

 

 

 

 
 

Interest Rate Differentials –JPY 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Interest Rate Differentials - CAD 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, Emirates NBD Research 

 

Interest Rate Differentials - GBP 
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Interest Rate Differentials - AUD 
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Major Currency Positions 

CFTC – Speculative Positions - EUR 

 

 

CFTC – Speculative Positions - JPY 

 

CFTC – Speculative Positions - CAD 

 

 

 

CFTC – Speculative Positions - GBP 

 

 

CFTC – Speculative Positions - CHF 

 

CFTC – Speculative Positions - AUD 
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Disclaimer 

PLEASE READ THE FOLLOWING TERMS AND CONDITIONS OF ACCESS FOR THE PUBLICATION BEFORE THE USE THEREOF. By continuing to access and use the 
publication, you signify you accept these terms and conditions. Emirates NBD reserves the right to amend, remove, or add to the publication and Disclaimer at any time. Such 
modifications shall be effective immediately. Accordingly, please continue to review this Disclaimer whenever accessing, or using the publication. Your access of, and use of the 
publication, after modifications to the Disclaimer will constitute your acceptance of the terms and conditions of use of the publication, as modified. If, at any time, you do not wish to 
accept the content of this Disclaimer, you may not access, or use the publication. Any terms and conditions proposed by you which are in addition to or which conflict with this 
Disclaimer are expressly rejected by Emirates NBD and shall be of no force or effect. Information contained herein is believed by Emirates NBD to be accurate and true but Emirates 
NBD expresses no representation or warranty of such accuracy and accepts no responsibility whatsoever for any loss or damage caused by any act or omission taken as a result 
of the information contained in the publication. The publication is provided for informational uses only and is not intended for trading purposes. Charts, graphs and related 
data/information provided herein are intended to serve for illustrative purposes. The data/information contained in the publication is not designed to initiate or conclude any 
transaction. In addition, the data/information contained in the publication is prepared as of a particular date and time and will not reflect subsequent changes in the market or changes 
in any other factors relevant to their determination. The publication may include data/information taken from stock exchanges and other sources from around the world and Emirates 
NBD does not guarantee the sequence, accuracy, completeness, or timeliness of information contained in the publication provided thereto by or obtained from unaffiliated third 
parties. Moreover, the provision of certain data/information in the publication may be subject to the terms and conditions of other agreements to which Emirates NBD is a party.  
 
None of the content in the publication constitutes a solicitation, offer or recommendation by Emirates NBD to buy or sell any security, or represents the provision by Emirates NBD 
of investment advice or services regarding the profitability or suitability of any security or investment. Moreover, the content of the publication should not be considered legal, tax, 
accounting advice. The publication is not intended for use by, or distribution to, any person or entity in any jurisdiction or country where such use or distribution would be contrary 
to law or regulation. Accordingly, anything to the contrary herein set forth notwithstanding, Emirates NBD, its suppliers, agents, directors, officers, employees, representatives, 
successors, assigns, affiliates or subsidiaries shall not, directly or indirectly, be liable, in any way, to you or any other person for any: (a) inaccuracies or errors in or omissions from 
the publication including, but not limited to, quotes and financial data; (b) loss or damage arising from the use of the publication, including, but not limited to any investment decision 
occasioned thereby. (c) UNDER NO CIRCUMSTANCES, INCLUDING BUT NOT LIMITED TO NEGLIGENCE, SHALL EMIRATES NBD, ITS SUPPLIERS, AGENTS, DIRECTORS, 
OFFICERS, EMPLOYEES, REPRESENTATIVES, SUCCESSORS, ASSIGNS, AFFILIATES OR SUBSIDIARIES BE LIABLE TO YOU FOR DIRECT, INDIRECT, INCIDENTAL, 
CONSEQUENTIAL, SPECIAL, PUNITIVE, OR EXEMPLARY DAMAGES EVEN IF EMIRATES NBD HAS BEEN ADVISED SPECIFICALLY OF THE POSSIBILITY OF SUCH 
DAMAGES, ARISING FROM THE USE OF THE PUBLICATION, INCLUDING BUT NOT LIMITED TO, LOSS OF REVENUE, OPPORTUNITY, OR ANTICIPATED PROFITS OR 
LOST BUSINESS. The information contained in the publication does not purport to contain all matters relevant to any particular investment or financial instrument and all statements 
as to future matters are not guaranteed to be accurate. Anyone proposing to rely on or use the information contained in the publication should independently verify and check the 
accuracy, completeness, reliability and suitability of the information and should obtain independent and specific advice from appropriate professionals or experts regarding 
information contained in the publication. Further, references to any financial instrument or investment product is not intended to imply that an actual trading market exists for such 
instrument or product. In publishing this document Emirates NBD is not acting in the capacity of a fiduciary or financial advisor.  
 
Emirates NBD and its group entities (together and separately, "Emirates NBD") does and may at any time solicit or provide commercial banking, investment banking, credit, advisory 
or other services to the companies covered in its reports. As a result, recipients of this report should be aware that any or all of the foregoing services may at times give rise to a 
conflict of interest that could affect the objectivity of this report.  
 
The securities covered by this report may not be suitable for all types of investors. The report does not take into account the investment objectives, financial situations and specific 
needs of recipients.  
 
Data included in the publication may rely on models that do not reflect or take into account all potentially significant factors such as market risk, liquidity risk and credit risk. Emirates 
NBD may use different models, make valuation adjustments, or use different methodologies when determining prices at which Emirates NBD is willing to trade financial instruments 
and/or when valuing its own inventory positions for its books and records. In receiving the publication, you acknowledge and agree that there are risks associated with investment 
activities. Moreover, you acknowledge in receiving the publication that the responsibility to obtain and carefully read and understand the content of documents relating to any 
investment activity described in the publication and to seek separate, independent financial advice if required to assess whether a particular investment activity described herein is 
suitable, lies exclusively with you. You acknowledge and agree that past investment performance is not indicative of the future performance results of any investment and that the 
information contained herein is not to be used as an indication for the future performance of any investment activity. You acknowledge that the publication has been developed, 
compiled, prepared, revised, selected, and arranged by Emirates NBD and others (including certain other information sources) through the application of methods and standards of 
judgment developed and applied through the expenditure of substantial time, effort, and money and constitutes valuable intellectual property of Emirates NBD and such others. All 
present and future rights in and to trade secrets, patents, copyrights, trademarks, service marks, know-how, and other proprietary rights of any type under the laws of any 
governmental authority, domestic or foreign, shall, as between you and Emirates NBD, at all times be and remain the sole and exclusive property of Emirates NBD and/or other 
lawful parties. Except as specifically permitted in writing, you acknowledge and agree that you may not copy or make any use of the content of the publication or any portion thereof. 
Except as specifically permitted in writing, you shall not use the intellectual property rights connected with the publication, or the names of any individual participant in, or contributor 
to, the content of the publication, or any variations or derivatives thereof, for any purpose.  
 
YOU AGREE TO USE THE PUBLICATION SOLELY FOR YOUR OWN NONCOMMERCIAL USE AND BENEFIT, AND NOT FOR RESALE OR OTHER TRANSFER OR 
DISPOSITION TO, OR USE BY OR FOR THE BENEFIT OF, ANY OTHER PERSON OR ENTITY. YOU AGREE NOT TO USE, TRANSFER, DISTRIBUTE, OR DISPOSE OF ANY 
DATA/INFORMATION CONTAINED IN THE PUBLICATION IN ANY MANNER THAT COULD COMPETE WITH THE BUSINESS INTERESTS OF EMIRATES NBD. YOU MAY 
NOT COPY, REPRODUCE, PUBLISH, DISPLAY, MODIFY, OR CREATE DERIVATIVE WORKS FROM ANY DATA/INFORMATION CONTAINED IN THE PUBLICATION. YOU 
MAY NOT OFFER ANY PART OF THE PUBLICATION FOR SALE OR DISTRIBUTE IT OVER ANY MEDIUM WITHOUT THE PRIOR WRITTEN CONSENT OF EMIRATES NBD. 
THE DATA/INFORMATION CONTAINED IN THE PUBLICATION MAY NOT BE USED TO CONSTRUCT A DATABASE OF ANY KIND. YOU MAY NOT USE THE 
DATA/INFORMATION IN THE PUBLICATION IN ANY WAY TO IMPROVE THE QUALITY OF ANY DATA SOLD OR CONTRIBUTED TO BY YOU TO ANY THIRD PARTY. 
FURTHERMORE, YOU MAY NOT USE ANY OF THE TRADEMARKS, TRADE NAMES, SERVICE MARKS, COPYRIGHTS, OR LOGOS OF EMIRATES NBD OR ITS 
SUBSIDIARIES IN ANY MANNER WHICH CREATES THE IMPRESSION THAT SUCH ITEMS BELONG TO OR ARE ASSOCIATED WITH YOU OR, EXCEPT AS OTHERWISE 
PROVIDED WITH EMIRATES NBD’S PRIOR WRITTEN CONSENT, AND YOU ACKNOWLEDGE THAT YOU HAVE NO OWNERSHIP RIGHTS IN AND TO ANY OF SUCH ITEMS. 
MOREOVER YOU AGREE THAT YOUR USE OF THE PUBLICATION IS AT YOUR SOLE RISK AND ACKNOWLEDGE THAT THE PUBLICATION AND ANYTHING CONTAINED 
HEREIN, IS PROVIDED "AS IS" AND "AS AVAILABLE," AND THAT EMIRATES NBD MAKES NO WARRANTY OF ANY KIND, EXPRESS OR IMPLIED, AS TO THE 
PUBLICATION, INCLUDING, BUT NOT LIMITED TO, MERCHANTABILITY, NON-INFRINGEMENT, TITLE, OR FITNESS FOR A PARTICULAR PURPOSE OR USE. You agree, 
at your own expense, to indemnify, defend and hold harmless Emirates NBD, its Suppliers, agents, directors, officers, employees, representatives, successors, and assigns from 
and against any and all claims, damages, liabilities, costs, and expenses, including reasonable attorneys’ and experts’ fees, arising out of or in connection with the publication, 
including, but not limited to: (i) your use of the data contained in the publication or someone using such data on your behalf; (ii) any deletions, additions, insertions or alterations to, 
or any unauthorized use of, the data contained in the publication or (iii) any misrepresentation or breach of an acknowledgement or agreement made as a result of your receiving 
the publication.  
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Baniyas Road, Deira 
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Dubai 
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