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Currency Update 

US Dollar: In the near term, we expect the 

dollar to appreciate as global growth continues 

to slow and policy rates outside the U.S. 

become more accommodative; leading to tighter 

rate differentials.  

 

Aussie Dollar Lower: We believe the 

Australian dollar has limited upside potential 

over the short-term, but the trade is crowded.   

 

Canadian Dollar Revision: We have recently 

changed our view of the Canadian dollar and 

expect that in the short-term, there is 

considerable risk of a sustained move lower.  

 

New Zealand Dollar: In the medium term, we 

believe that the NZD has fair potential on the 

upside as the Reserve Bank of New Zealand 

(RBNZ) looks to remove policy 

accommodation over the next several quarters.  
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US Dollar Outlook 
 

  

Outlook:  In the near term, we expect the dollar to appreciate as global growth continues to 

slow and policy rates outside the U.S. become more accommodative; leading to tighter rate 

differentials.  Until we see stability in both global activity and Europe, we believe the Dollar 

has reasonable upside potential.  Over the medium-term, however, we expect to see a 

resumption of dollar weakness as Central Banks continue to rebalance currency reserves out 

of the Dollar.  

 

 

Monetary Policy:  The Federal Reserve, one of few central banks with a dual 

inflation/employment mandate, has been more aggressive than its peers in implementing 

accommodative monetary policy.  In the 9 August policy statement, the FOMC commented 

that economic conditions are likely to justify current low rates through mid-2013.  Once the 

recovery cycle resumes, we expect the Fed will be one of the last banks to begin to normalize 

rates.  This, in addition to reserve rebalancing, could lead to broad dollar weakness in the 

medium-term.  

 

 

Economic Data:  Economic data has trended steadily lower since the June releases.  Payroll 

growth has materially weakened, resulting in softer retail sales growth and a decline in 

consumer confidence to two-and-a-half year lows.  Business sentiment surveys have also 

weakened substantially over the last three months with particular weakness amongst 

manufacturers.  The one bright spot has been an unexpected improvement in the trade 

balance, which might give third quarter activity a little pop. 

 

 

Fiscal Policy:  The most recent White House fiscal stimulus package, which revolves around 

an extension of payroll tax cuts, amounts to a not-insignificant $450 billion.  Aside from the 

real chance that the bill does not become law due to GOP opposition, it remains unclear how 

it will contribute to anything beyond a short-term spark for the economy.  As we pointed out 

in our January 2011 Economics Quarterly, the steady succession of stimulus plans (Cash for 

Clunkers, First-Time Homebuyer credits, the 2008 Bush tax rebates, the 2009 Obama 

package, the 2010 Obama-McConnell tax deal) may have prevented a much worse economic 

scenario from occurring, but they have not contributed to anything meaningful in the longer-

term.   

 

 

What to Watch:  We believe that employment growth is the key indicator and will signal 

further weakness or resumption in the recovery.  We are increasingly of the opinion that the 

present European crisis will not end benignly, and willingness amongst leaders to craft a 

longer-term structural fix should be monitored. 
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Australian Dollar Outlook 
 

 

Outlook:  In the near-term, we believe that the Australian dollar upside is limited, but it is a 

close call.  Market expectations are presently very bearish for the Aussie dollar and any 

favorable data out of Europe or the U.S. could lead to a short squeeze higher.   

 

 

Monetary Policy: Although the RBA was more balanced than other central banks in its most 

recent policy statement, the Bank indicated that it was firmly on hold.  The RBA 

acknowledged the deteriorating European and U.S. conditions, but commented that the 

impact on Australia was uncertain. We think there is room for the Bank to loosen policy a bit 

if global growth deteriorates further in the upcoming quarters, but the market may be a little 

ahead of itself in expecting 65bp of rate cuts by December.  We think that is too aggressive.  

 

 

Fiscal Policy:  The budget deficit currently stands at 5.89% of GDP, but strict rules are 

expected to guide the economy back to surplus by 2013.  This would be the fastest fiscal 

consolidation in Australian forty years. 

 

 

Economic Data:  Economic data has been trending softer over the past several months.  

Retail sales and consumer confidence have both lost momentum at the same time households 

are becoming more cautious.  Employment growth appears to be stalling at the same time that 

business confidence has moved lower.  The external sector, however, is still solid.  Aussie 

export prices are at historically high levels, but have stabilized within the last few months. 

 

 

What to Watch:  A slowdown in Chinese demand for raw materials would negatively 

impact the Aussie economy.  Even if demand holds steady, increased production capacity for 

many raw materials, in both Australia and Brazil (and China for that matter) will act to 

dampen prices over the medium term. 
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Canadian Dollar Outlook 
 

 

Outlook:  We have recently changed our view of the Canadian dollar and expect that in the 

short-term, there is considerable risk of a move lower.  Global growth continues to slow and 

the outlook for the U.S. over the next several quarters is looking more unstable.  

 

 

Monetary Policy: At its most recent policy meeting, the Bank of Canada abruptly shifted its 

policy bias to reflect a more dovish stance.  The Bank cited tighter domestic financial 

conditions, weakness in net exports, and heightened financial uncertainty as reasons for this 

shift.  The market is now pricing cumulative cuts of 15bp over the next 12 months. 

 

 

Economic Data:  Domestic data in Canada has been mixed-to-soft over the last few months.  

Employment growth is slowing rather sharply as a result of a fall off in part-time 

employment, and retail sales have steadily been losing momentum.  Second-quarter GDP was 

substantially lower, which the BoC attributes to temporary factors, and inflation, which is 

above the BoC target, is moving steadily lower.  Although terms of trade are expected to 

remain high, the net exports will likely continue to exert a net drag on overall Canadian 

activity. 

 

 

Fiscal Policy: General government debt in Canada is expected to start declining in 2011 and 

the federal government has detailed plans to balance the budget deficit (presently 5.5% of 

GDP) by 2015. 

 

 

What to Watch:  All eyes are on the U.S. recovery.  If the U.S. continues to lose momentum 

over the upcoming quarters, the BoC will likely respond by loosening policy.  In such a 

scenario, inflation would likely trend lower, faster than expected.   



5 5 5 5 

New Zealand Dollar Outlook 
 

 

Outlook:  In the medium term, we believe that the NZD has fair potential on the upside as 

the Reserve Bank of New Zealand (RBNZ) looks to remove policy accommodation over the 

next several quarters.  Until we see stability in both global activity and Europe, however, the 

risk exists for periodic moves lower.  NZD risk reversals indicate that more market 

participants are expecting a move lower than higher.  Even a small break in the steady stream 

of bad economic data could ignite a substantial short-covering rally. 

 

 

Monetary Policy:   In March, the RBNZ lowered rates to 2.50% from 3.00% in response to 

the Christchurch earthquake, and has recently indicated that rates may again move higher.  In 

the 28 July policy statement, the RBNZ assumed a more hawkish rate profile and 

commented: “Provided current global financial risks recede…the Bank sees little need for the 

March 2011 „insurance‟ cut to remain in place much longer.”  A rate hike should benefit the 

NZD in the medium term.  The market is currently pricing 40bp of hikes over the next twelve 

months. 

 

 

Economic Data:  Domestic growth has been fairly steady following the Christchurch 

earthquake in February.  Inflation has been moderately higher even after allowing for the 

temporary effects of the October 2010 goods and services tax increase.  Retail sales and 

consumer confidence have been steady on the household side while manufacturing and 

service indexes have held up well despite the global slowdown in 1H2011. 

 

 

Fiscal Policy:  Fiscal policy stimulus is retreating and the Treasury forecasts a return to 

surplus in 2014/15, one year earlier than forecast.  The budget deficit is presently -4.6% of 

GDP which is slightly better than average for the developed economies.   

 

 

What to Watch:  The RBNZ is unsure as to the likely impact, if any, of recent global 

developments on the New Zealand economy.  If the impact is limited, the RBNZ may tighten 

rates. 
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