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As we head into September, normal service was resumed after the
‘summer lull’, with the US Dollar (USD) gaining versus most peers
across the board.
A bilateral agreement in principle over NAFTA with Mexico, safe
haven flows from China Trade Tariff implementation, and a ‘risk
off’ month end were all contributing factors to this.
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GBP/USD
With a wry smile, I can afford to write that the British Pound (GBP) actually was performing well into
early/mid week trading. It appeared we had put a bottom in around the mid 1.26’s, and that sentiment
at least wasn’t as aggressively bearish as most of August had suggested. Optimism was boosted by a
surprise Reuters headline on Wednesday that; "EU'S BARNIER SAYS WE ARE PREPARED TO
OFFER A PARTNERSHIP WITH BRITAIN SUCH AS HAS NEVER BEEN WITH ANY OTHER THIRD
COUNTRY“1. GBPUSD rallied above 1.3000 and was up over 1% intraday, highlighting the elasticity
of GBP crosses to upside moves on Brexit highlights.2
On a more longer term basis, it became evident that any GBP rallies would be sold off, particularly
against the USD, which rallied into Thursday and Friday sessions. The main driver behind this was
that President Trump favors proceeding with the USD200bn of Tariffs against China, which could go
live as soon as this week.
We also saw an agreement ‘in principle’ with Mexico on a bilateral NAFTA 2.0 agreement – good for
the US, but with the major loser being Canada in the short term. USDCAD moved above the 1.3200
handle, and again the USD continued its run higher against other key pairs, with GBP/USD down circa
1.4% from it’s post Barnier comment highs3.
Source
1. Reuters Major News Function
2/3. Bloomberg GBPUSD Crncy Quote
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EUR/USD
Whilst the USD theme permeates into EUR/USD strongly, the Eurozone itself has put out several
interesting headlines of note over the last week or so. Fitch Ratings came out at revised Italy’s outlook
from stable to negative, reigniting market fears about Italy’s 2019 budget. It remains to be seen whether
Italy will indeed aggressively expand their fiscal spending (and ignore Brussels guidelines) which would
be seen as a rude gesture towards the Eurozone, or if the market risk to EUR will abate. The key date to
watch for this will be on Sept 27th.
Amidst this, Eurozone data has been firm though not spectacular, but in line with a broad USD rally, Citi
Analysts see scope for a break below 1.1000 over the next 6-12 months.

Commodity Bloc
• We saw AUD/USD hit 28 month lows, as both political and economic turmoil's continued to weigh on
the Aussie Dollar. Our house view sees further room for it to run lower.
• Based on a lowered outlook for milk prices, NZD lost ground last week with business confidence at a
ten year low.
• As mentioned briefly earlier, CAD suffered late last week with the provisional NAFTA deadline being
missed, meaning a lack of a trilateral agreement with the US and Mexico, net Canada negative.

Emerging Markets
• Over the past week the Turkish Lira (TRY) has seen consolidation, trading in a more rational
(although still elevated) volatility environment against peers, with no fresh news out from Erdogan.
• With market participants looking at where the next emerging market risk could come from, USD/ZAR
hit ten year lows, exacerbated by a -0.7% GDP print, meaning South Africa is technically in a
recession.
Long Live the Dollar – Dollar Index Gains

Source; Reuters .DXY 5/9/18
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Citi Analysts FX Forecasts

Source: Bloomberg and Citi Analysts 17th August ‘18
*The new update of the above Citi FX forecast is expected to be published around 14th September 2018. Past
performance is no guarantee of future results. Real results may vary. All forecasts are expressions of
opinion, are not a guarantee of future results, are subject to change without notice and may not meet our
expectations due to a variety of economic, market and other factors
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