
Weekly 
5 March 2017 

Tim Fox 

Chief Economist 

+971 4 230 7800 

timothyf@emiratesnbd.com 

 

Mohammed Al-Tajir 

Manager, FX Analytics and Product 

Development 

+971 4 609 3005 

MohammedTAJ@emiratesnbd.com 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
www.emiratesnbdresearch.com 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

  

FX Week 

Yellen telegraphs a March rate hike…. 

 
The dollar was boosted last week by President Trump’s speech to Congress as well as by 

indications by Fed officials that interest rates are likely to be raised in March. Expectations of a 

Fed tightening grew as the week progressed, helped along by firm economic data and by 

statements from a number of Fed officials. The implied probability of a Fed rate hike in March 

has jumped to nearly 100% after Fed Chair Yellen said that a further increase in short term 

interest rates was likely to be appropriate at the Fed’s policy meeting on March 14 and 15 if 

employment and inflation continue to evolve as expected. Prior to this the usually dovish Fed 

Governor Lael Brainard said that a rate hike would likely be appropriate ‘soon’, while similar 

hawkish comments were made by other Fed Governors including John Williams and William 

Dudley.  

 

US economic data was mixed over the week as a whole but the main highlights were positive, 

with the ISM manufacturing index rising to 57.7 in February, the highest level since August 2014, 

and the service sector ISM climbed to a 16-month high of 57.6. Consumer confidence also rose 

to a 15-year high in February and regional manufacturing indices also suggested a strong 

expansion in the manufacturing sector is underway.  The Fed’s preferred measure of inflation, 

the core PCE deflator was unchanged at 1.7% y/y, not far off the Fed’s 2% inflation target, but 

the Fed appears to have seen enough in the other data to justify another rise in rates, with Yellen 

also adding that barring any unexpected developments rates are likely to be raised quicker this 

year than in 2015 and 2016. This suggests at least two rate hikes, as we have been expecting, 

but also indicates the possibility of three in line with the Fed’s December dot plot.    

 

 Weekly currency movement vs USD (%) 

 

Source: Bloomberg, Emirates NBD Research  

With only employment data standing in the way 

 
The only material data that still stands in front of a March move is the February employment 

report at the end of the coming week. The consensus expectation is for a rise of 185K in non-

farm payrolls growth, but it would probably have to be a lot weaker to challenge the consensus 

view that the Fed will pull the trigger. As things stand the risks are probably that jobs growth 

could be a lot stronger than the consensus estimate. Such an outcome, combined with firm 

wages growth, could see the dollar rally further. 
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 Trump gives dollar a boost  

 
The other factor that helped the dollar last week was President Trump’s speech to 

Congress. This was not so much because of what he said but more the way he 

said it, with the tone considered to be the most Presidential address he has made 

since taking office. Trump confirmed his stimulus plan, which is based on tax 

reform and USD1000bn public spending program, but shed little light on how it 

would be achieved.  
 

Amongst the details that were given earlier in the week were proposals to boost 

defence spending by 10% (USD 54bn), with the increased spending to be financed 

through equivalent cuts to other federal agencies except Social Security and 

Medicare.  The State Department and environmental agencies are expected to 

bear the brunt of budget cuts, although other services such as education and 

medical research could also be affected. 

 

Debate still revolves around how long it will take for the Trump plans to be enacted, 

but it seems likely that it will be add fuel to an economy that is already at full-

caacity with attendant inflation risks.  

 

Divergence of monetary policy likely to remain 
 

Elsewhere there are few if any signs that other central banks are gearing up to act 

in the way the Fed is, which is likely to mean that the US-G10 2-year interest rate 

spread is likely to widen further in the dollar’s favour over the course of the year. 

 

The ECB is the other central bank with scrutiny on it in view of the rise in headline 

inflation in the Eurozone to 2.0% in February.  Previous communications from the 

ECB have indicated a willingness to look through such a rise, as core inflation still 

at 0.9% signifies that inflationary pressures are mostly due to energy prices, and 

are thereby likely to be transitory. However, this will not stop attention being on 

the upcoming ECB meeting this week to see if any of Draghi’s previous language 

is moderated. There will undoubtedly be pressure on him to explain why the asset 

purchase program remains so large at EUR780bn per year and why he is pledging 

to continue making such purchases through the rest of the year.  

  

In particular with German inflation standing at 2.2% the Bundesbank is expected 

to increase the pressure on Draghi to slow the program down.  We suspect that 

Draghi will remain resistant to such pressure which could result in the EUR turning 

lower again, once the press conference is out of the way. French political 

developments are unlikely to help much either with uncertainty over the centre-

right candidate Francois Fillon helping to keep the extreme right Front National 

very much in the race.   

 

Brexit woes continue to weigh down the pound 
 

Brexit related uncertainties are continuing to bedevil sterling which sunk below 

1.23 against the dollar and fell against the Euro after the UK House of Lords 

amended the government’s Brexit plan. This is unlikely to interfere with the 

government’s March 31st Deadline for triggering article 50, but market 

uncertainties about the economic fallout are likely to see GBP continue to struggle 

for a while. The UK’s Markit /CIPS services sector PMI slipped to 53.3 in February, 

adding to the impression that the economy has lost a little momentum in Q1. 

Industrial production data to be released this week may have fallen back a little as 

well after a strong December reading, but trade balance data should show that the 

external sector is improving in the wake of the pound’s post-Brexit drop. 
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USDJPY to be guided by pace of Fed hikes 
 

As we have highlighted on a number of occasions USDJPY’s fortunes are closely 

tied to the prospect for US interest rates, so it is no surprise that the pricing in on 

a March Fed rate hike has given it a lift, taking it to 114 currently from 111.75 a 

week ago. The question now, however, is how much further it can rally now that a 

Fed tightening is virtually fully priced in. What may make a difference is if the 

markets begin to discount more than two interest rate rises this year, something 

that has not yet happened. Our sense is that this is probably where the markets 

are heading, although this development may have to wait until after the jobs data 

are released at the end of the week. That being the case we still see upside risks 

in USDJPY but it may still take a little more time for them to properly materialize. 

To the extent that domestic Japanese news makes a difference this week, Q4 

GDP is expected to be updated with the risk being that it sees a small upward 

revision to 1.5% q/q pace from 1.0% previously 

 

RBA to guide AUD lower 
 

An RBA meeting on Tuesday is probably the highlight of the week for the AUD, 

but it already stood out last week as one of the currencies most hurt by the stronger 

dollar, as well as by a correction in commodity prices, dropping by 1.04%.  The 

key question from the RBA meeting is not whether the RBA changes policy, as it 

probably will not, but how dovish it is in its accompanying statement. As we have 

not quite given up on a further cut in interest rates, we suspect that the RBA will 

leave itself room for maneuver to ease policy going forward should they wish, 

which will in turn continue to lean on the AUD. 

 

NZD declines in line with outlook 
 

The NZD also lost significant ground last week, in line with our outlook a fortnight 

ago, seeing the biggest drop over the week as a whole, -2.48%. Other commodity 

currencies were also in the firing line including the CAD which was further 

undermined by the relative ‘dovishness’ of the Bank of Canada at its 1 March 

meeting as it emphasized its cautious approach to growth, in contrast to the more 

hawkish rhetoric from the Fed. The threat of a renegotiation of NAFTA by US 

President Trump is also a concern, although it is unlikely if such a revision would 

be aimed at Canada, more likely having Mexico in the frame. However, even here 

a more conciliatory line is beginning to be observable from the US with US 

Commerce Secretary Wilbur Ross last week talking about ways of helping Mexico 

with its volatile currency, even positing the possibility of the US offering credit lines 

to Mexico. USDMXN fell sharply at the end of last week, falling below its 200-day 

moving average, even as Mexico denied that credit lines were even being sought.  

 

  

 

http://www.emiratesnbdresearch.com/research/article/?a=usd-gains-lapse-as-politics-detract-351
http://www.emiratesnbdresearch.com/research/article/?a=usd-gains-lapse-as-politics-detract-351
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FX Forecasts  

FX Forecasts - Major Forwards 

 3-Mar Q1 2017 Q2 2017 Q3 2017 Q4 2017 3m 6m 12m 

EUR 1.0622 1.0500 1.0200 1.0000 1.0000 1.0667 1.0719 1.0837 

JPY 114.04 116.00 120.00 122.00 124.00 113.59 113.05 111.83 

CHF 1.0079 1.0300 1.0500 1.1000 1.1000 1.0025 0.9963 0.9829 

GBP 1.2291 1.2200 1.1800 1.2500 1.3500 1.2318 1.2351 1.2430 

AUD 0.7596 0.7300 0.7200 0.7000 0.7000 0.7582 0.7571 0.7553 

NZD 0.7031 0.6900 0.6700 0.6500 0.6700 0.7013 0.6998 0.6971 

CAD 1.3380 1.3500 1.3400 1.3200 1.3000 1.3366 1.3347 1.3302 

EURGBP 0.8632 0.8607 0.8644 0.8000 0.7407 0.8650 0.8669 0.8708 

EURJPY 121.13 121.80 118.32 120.00 122.00 121.13 121.13 121.13 

EURCHF 1.0702 1.0815 1.0710 1.1000 1.1000 1.0690 1.0676 1.0648 

FX Forecasts - Emerging Forwards 

 3-Mar Q1 2017 Q2 2017 Q3 2017 Q4 2017 3m 6m 12m 

SAR 3.7503 3.7500 3.7500 3.7500 3.7500 3.7516 3.7553 3.7703 

AED 3.6727 3.6700 3.6700 3.6700 3.6700 3.6750 3.6770 -- 

KWD 0.3058 0.2900 0.2900 0.2900 0.3000 0.3060 0.3073 -- 

OMR 0.3850 0.3800 0.3800 0.3800 0.3800 0.3862 0.3880 0.3927 

BHD 0.3770 0.3760 0.3760 0.3760 0.3760 0.3774 0.3776 0.3785 

QAR 3.6415 3.6400 3.6400 3.6400 3.6400 3.6448 3.6488 3.6598 

EPN 16.1480 18.0000 18.5000 18.7500 19.0000 16.8150 17.9700 18.4000 

INR 66.805 68.000 66.000 65.000 65.000 67.3500 68.1300 69.6600 

CNY 6.9040 7.0000 7.1000 7.2000 7.4000 6.9630 7.0210 7.1290 

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 
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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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