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News & Highlights 
 The USD is back under pressure against the EUR, 

GBP and JPY.  The fragility of yesterday’s relief rally 
was exposed overnight as equities tumbled on 
persistence of fears regarding financial firms led by 
mortgage lenders Fannie Mae and Freddie Mac.  

 The BoE is unlikely to move rates at today’s mpc, 
thus no direction is likely for the GBP. Similarly a lack 
of eurozone data influence could leave ranges intact 
for EUR/USD. Instead, the data focus is on the 
Scandies with pivotal CPI data out for both Sweden 
and Norway coming straight after recent policy hikes. 

 Fannie Mae fell 13% and Freddie Mac 24% overnight 
as US equity indices pushed into a recognised bear 
market (S&P 20% off from the highs). 

 Dow finished -2.08%, S&P -2.28%, NASDAQ -2.60%. 

 Commodity dollar-bloc FX have outperformed. 
USD/CAD fell back below 1.010 overnight after 
rumours of BCE linked inflows and higher commodity 
prices were backed up by further upbeat domestic 
data. AUD/USD rallied following the employment 
report, reaching a high of 0.9618. 

 Australian employment expanded by an above-
expectation 29.8k in June, the unemployment rate 
dipped by a tenth to 4.2%. Also, July consumer 
inflation expectations were unchanged from June at 
5.9%, still well above the RBA’s 2-3% target.  

 Japan’s June corporate goods price index was 
higher-than-expected at +0.8% m/m (5.6% y/y). The 
May trade balance was Y529.4 bln, the current 
account surplus was Y2000.6 bln. Portfolio flow 
during May was a net inflow of Y411.6 bln. Portfolio 
flow in the week to July 5 was into Japan totalling 
Y1937.4 bln. 

 New Zealand June business PMI was 45.7 from a 
revised 47.9 previously. 

 China’s June trade balance recorded a surplus of 
$21.35 bln. Exports expanded 17.6% y/y; imports 
were 31.0% up y/y. 

 South Korea left rates on-hold as expected at 5.00%. 

Focus Points 
 The CAD leads commodity FX higher, we still target 

sub parity for USD/CAD. 

 AUD rallies on above-expectation June employment 
data. 

 USD/KRW forced lower by aggressive intervention. 

Daily Market Movers 
Economic Indicators GMT Per Last SG Cons 
FR Manufacturing Production (MoM) 6:45 MAY 1.7% -1.3% -0.3% 
SW CPI - Headline Rate (MoM) 7:30 JUN 0.4% na 0.3% 
 CPI - Headline Rate (YoY) 7:30 JUN 4% na 4.1% 
 CPI - Underlying Infl. (MoM) 7:30 JUN 0.4% na 0.3% 
 CPI - Underlying Infl. (YoY) 7:30 JUN 2.9% na 3.2% 
 CPI Level 7:30 JUN 300.99 na na 
 AMV Unemployment Rate 8:00 JUN 2.6% na 3.0% 
NO CPI (MoM) 8:00 JUN 0.1% na 0.3% 
 CPI (YoY) 8:00 JUN 3.1% na 3.5% 
 CPI Underlying (MoM) 8:00 JUN 0.1% na 0.2% 
 CPI Underlying (YoY) 8:00 JUN 2.3% na 2.5% 
UK Bank of England Policy Decision 11:00 7/10/2008 5.00% 5.00% 5.00% 
US Initial Jobless Claims 12:30 7/5/2008 404 na 395 

Events      
11:00 BoE policy decision 
17:45 ECB's Trichet Speaks at Event in Munich 
19:30 Fed's Yellen Speaks in Portland at Community Luncheon 
 

 The CAD leads commodity FX higher 

The USD was weaker overnight against the bulk of G10 
FX, with the main outperformance coming from the 
commodity dollar-bloc of currencies lead by the CAD 
and AUD. While AUD gains followed rising labour data 
(see next page report) the CAD was an early session 
leader whereas the NZD has continued to underperform, 
latterly on weaker PMI news, cementing the recent run of 
under par economic news. USD/CAD tentatively fell 
under 1.010, with the stimulus being unclear. Oil prices 
were initially higher yesterday but quickly tailed off as 
geo-political tensions from Iran’s missile tests failed to 
gain momentum and oil prices nestled back under $137.   

Graph 1. Canadian housing massively outperforms US 
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Source: SG Forex Research 

Canadian housing starts in June, are rarely a market 
mover, and were in any case neutral. Starts fell back 
slightly to 218k sa units, this was bang in line with 
expectations and not an obvious positive CAD driver, 
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even though prior monthly starts were upwardly revised. 
The trend in Canadian housing data however remains 
clearly far more robust than the deep recession see in 
the US (see Graph 1). Our guess is that even yesterday’s 
modest strength in Canadian data could be driving 
positive CAD flows as it reminds the market of 
significant Canadian growth outperformance, with year 
to date Canadian housing starts being on a par with last 
year’s boom figures. The likelihood of rising investor 
demand for the CAD is also increased by the fact that 
the speculative community have been running net short 
CAD positions. Last week’s IMM survey for example 
showed the market was short CAD vs. the USD for a 
third week running (see Graph 2). Strong Canadian real 
economy data, supportive speculative positioning, and 
rising terms of trade boost from commodity prices, are 
all key reasons why we maintain our short USD/CAD 
position (see trade recommendations). 

Graph 2. Specs are surprisingly short CAD 
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 AUD gains on strengthening June employment data 

Employment growth snapped back smartly in May with 
the economy adding 29,800 jobs. The increase in 
employment pushed the unemployment rate back down 
to 4.2% from 4.3% in April.  The labour force survey is 
the latest data point to highlight the mis-pricing of the 
Australian monetary policy outlook. The Australian 
economy is not falling off a cliff and the slowdown in 
domestic demand the Reserve Bank is trying to engineer 
is painfully slow in the building.  This point was 
highlighted by the IMF in its Article IV Consultation 
released this morning.  The IMF warned that “with the 
risks to inflation on the upside, the RBA should be 
prepared to tighten quickly if leading indicators suggest 
that domestic demand will not slow as expected or the 
outlook for inflation deteriorates”. The labour force 
survey is yet another indicator suggesting that domestic 
demand is NOT slowing as anticipated.  

Data earlier this week indicated deteriorating consumer 
and business confidence and also a drop in home and 
investment lending. With today’s report running counter 
to those indications, AUD/USD has regained almost all of 
the ground lost since Monday to again trade around 96-
cents. Our outlook remains positive for the AUD.  

Trade Recommendations 
 Position Date Entry Target Stop P&L / % 

EUR/USD Long 4 Jul 1.5655 1.6125 1.5500 0.47 
Basket  27 Jun  3% -1%  

Long NOK & AUD (50% each), short NZD & CAD (50% each) -0.21 
Basket  27 Jun  3% -1%  

Long CHF, short EUR, SEK, GBP (33% each) -0.54 
Basket  20 Jun  3% -1%  

Long AUD & JPY (50% each), short USD 0.56 
USD/NOK Short 20 Jun 5.1500 5.0000 5.2000 0.59 
EUR/GBP Long 19 Jun 0.7850 0.8100 0.7770 1.25 
USD/CAD Short 5 Jun 1.0220 0.9900 1.0350 0.91 

Total      3.03 

See Forex Weekly for full details – published every Friday. 

Despite some undoubted moderation in economic 
activity, the lift to the economy through a still very strong 
trade performance and the boost to incomes from the 
terms-of-trade are taking up the slack, with that 
phenomenon having been repeatedly identified by the 
RBA. Though heightened risk aversion is a headwind to 
AUD gains, buying into consolidation or retraces ahead 
of major trend support remains the favoured approach.  

 USD/KRW forced lower by aggressive intervention 

Market relief moves inspired by Bernanke’s comments 
on Tuesday evening gave an opportunity for the BoK to 
act with the wind at their backs yesterday and intervene 
to cap USD/KRW with some aggressive action. The 
intervention was successful with spot pushed back 
below 1000 for the first time since late April. The BoK 
was reported in the market overnight and again this 
morning under 1000. We still question the long-term 
merits of intervention though have always believed that 
any central banks attempting to run “with the wind” i.e. 
to follow flow in the market, has a much greater chance 
of success than standing against any particular level or 
trying to curb strong flows. In current circumstances, 
unless oil prices stage a protracted decline and external 
balances return to a sustainable surplus, even before the 
persistent foreign portfolio outflow is curbed, the KRW 
will underperform. We don’t suggest taking the BoK on 
right here; their actions and comments indicate they are 
serious in their desire to curb volatility.  

The BoK left rates on-hold at 5.00% earlier today as 
expected. There had been some talk the central bank 
may look to hammer home the intervention by hiking. 
The central bank has obviously not been persuaded on 
the need for monetary policy tightening, opting to leave 
its key base rate unchanged at 5.0% for the 11th 
consecutive month.  Both upside risks to inflation and 
downside risks to growth appear to have strengthened 
over the past month; however as we move into the third 
and fourth quarter we expect that the downside risks to 
growth are likely to outweigh some eventual stability in 
oil and food price inflation.  For the time being, the June 
MPC was the most opportune for the BoK to have raised 
rates given the relative balance between inflation and 
growth risks.  Having passed, we now believe the BoK 
will be on hold in coming months until a more tangible 
shift in growth and inflation risks occurs.   
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Technical analysis 
  

EUR/USD: ST corrective setback before reaching 1.6020 

 EUR/USD – 1.5470 should 
contain any move below the 
1.5650 pullback level. 

EUR/USD recovered from 
1.5650 yesterday, but given 
the preceding breach of this 
support level, the ST risk is to 
the downside. 

We thus cannot rule out a 
move below 1.5610/50 and a 
dip to the 1.5470 support 
level before EUR/USD returns 
to the 1.6020 region. 

The expected break above 
1.6020 will confirm the 
resumption of the LT uptrend 
towards the upper ends of 
the LT and macro rising 
channels, coming at 
1.6565/1.6740 in July. 

 

 
3rd support 2nd support 1st support Last 1st resistance 2nd resistance 3rd resistance 

1.5470 1.5540 1.5610/50 1.5720 1.5750 1.5780 1.5910 
 

  
USD/CAD: break below an ST support line 

 USD/CAD – There is a risk 
of a move down to 
0.9990/1.0015 before 
USD/CAD reverses upwards.  

USD/CAD has broken below 
its ST support line drawn 
from 0.9825. So the ST risk is 
to the downside. 

We may thus see an 
extension of the decline 
initiated at 1.0325 to the late 
June low of 1.0050, or even 
to the 0.9990/1.0015 support 
zone (*) before USD/CAD 
reverses upwards. 

1.0240 will then be the key 
resistance level to break to 
confirm the return to the 
1.0325/80 region. 

(*) Fibonacci retracement and 
support level. 

 

 

3rd support 2nd support 1st support Last 1st resistance 2nd resistance 3rd resistance 

0.9990/1.0015 1.0050 1.0090/95 1.0125 1.0140/45 1.0200 1.0240 

1.6020 

DAILY CHART 

Upper end of macro rising channel 

Upper end of LT rising channel 

1.5305 

1.5650 

1.5470 

1.5910 

1.0380 

1.0320/25 
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Economic Analysis 
From SG Economics, brian.hilliard@sgcib.com, veronique.riches-flores@sgcib.com, stephen.gallagher@sgcib.com, 
glenn.maguire@sgcib.com  

 

Upcoming Data 
 FR May Manufacturing Production. The capital goods 

sector has been the most robust so far. However, it should 
now begin to reflect the clear downturn in expectations 
that will affect business investment prospects. 
Surprisingly, every sector participated to April’s strong 
increase, especially a surge in the volatile car output 
number (+3.8% m/m). Hence, we expect a significant 
downward correction in May at around -1.3% m/m. 

 IT May Manufacturing Production. Industrial activity 
started to plunge in Q407 before recovering in the first 
months of this year. The recovery seems odd given the 
weaker results of other indicators. Indeed, the rebound in 
business confidence in May was completely “irrational”. 
We think the rebound was linked to the elections. Industrial 
activity is likely to register a strong downward correction in 
May at -1.5% m/m.  

 UK Bank of England rate decision Thursday noon. In Mr 
King's latest appearance before the Treasury Select 
Committee he revealed that a majority of MPC members 
discussed the possibility of a rate increase at last month's 
meeting. 

What can we expect from this week's meeting?  We think 
that the very poor run of data will keep the hawks in check. 

Our worst fears for the housing outlook were confirmed 
with the pace of mortgage approvals collapsing from 58k 
to only 42k in May. This was quite accurately 
foreshadowed by the BBA data the previous week but the 
same data had suggested a weak set of consumer credit 
numbers whereas in fact net consumer credit picked up to 
GBP1.4 bln from GBP1.1 bln. 

The housing equity withdrawal (HEW) data for the first 
quarter confirmed that the fall in house price inflation has 
reduced HEW from GBP7.4 bln to GBP5.0 bln. The puzzle 
is that this fall was not sufficient to reduce consumption 
growth in that quarter, which as we know actually jumped. 
Yet the continuing decline in the housing market will 
reduce HEW further in due course and must surely 
eventually do considerable damage to consumption. 

Added to the bad news on mortgage approvals, the 
manufacturing PMI plunged from a revised 49.5 to 45.8, 
signalling that the sector could be entering a recession. 
What is worse is that the services PMI dropped from 49.8 
to 47.1. 

It is now clear that the UK economy as a whole is teetering 
on the brink of recession.  

To add to the gloom, the Bank of England's Credit 
Conditions survey for the second quarter stated that 

“lenders reported that they had further reduced the 
availability of credit to households and corporates. Lenders 
expected some additional reductions in credit availability 
over the next three months.” 

Moreover, the new Bank of England Deputy Governor for 
Monetary Policy, Charlie Bean, said in his recent 
appointment hearing before the Treasury Select Committee 
that  

“the impact of the tightening in the terms of availability of 
credit could prove greater than is embodied in the central 
case in our most recent set of projections.” 

One of the most interesting developments in the credit 
survey was the comment about private non-financial 
corporations (PNFCs): 

“While demand for credit by medium-sized PNFCs had 
fallen in line with lenders’ expectations, there was a larger-
than-expected decline in demand for credit by large 
PNFCs. However, lenders reported an increase in draw-
downs by PNFCs on pre-arranged committed lines of 
credit. Over the next three months, lenders expected 
demand for new credit by PNFCs to fall further, and 
corporates to draw down more heavily on their existing 
committed credit lines.” 

This is not unexpected but the reporting of the greater use 
of existing credit lines is a somewhat different emphasis 
from that of the ECB, which is going to considerable 
lengths to play down the effect on lending growth of this 
factor.  

Against such a bad, and indeed rapidly deteriorating, 
background for the real economy, it would be most 
unlikely that the Bank would follow the ECB's lead and 
increase interest rates this week. We predict that rates will 
remain at 5%.   

 US Initial jobless claims: Posted a rise to 404K last 
week which importantly was above the 400K threshold. To 
some extent early or seasonal retooling in the auto sector 
could be a factor as it has in many previous years.  Yet, 
even before the June 28 results, (current week is for week 
ending July 5), there was an upward drift that can be tied 
to rising layoffs and soaring energy prices. We likely to see 
some weaker employment trends before stabilizing. The 
gasoline price surge in the past few months has been 
painful and is forcing spending cuts that in turn should 
prompt increased layoffs.   

 Bernanke and Paulson testimony before House 
Financial Services Committee:  On market regulation. 
Some of the testimony could be devoted to explaining the 
Fed’s vision for their liquidity platforms.  Additionally, the 
Fed’s role over financial regulation and market stability is 
likely to expand. This later issue is the purpose of 
Thursday’s testimony.   
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Calendar 

 Economic indicators GMT Period Last SG 
Fcst 

Cons 

 Monday 7-Jul-2008      
AU ANZ Job Advertisements (MoM) 1:30 JUN -1.7% 1.0% na 
SW Budget Balance, B 7:30 JUN 13.5 na na 
NO Ind Prod Manufacturing SA MoM 8:00 MAY 6% na na 
 Ind Prod Manufacturing NSA YoY 8:00 MAY 7.5% na 3.5% 
 Industrial Production SA MoM 8:00 MAY -2.4% na na 
 Industrial Production NSA YoY 8:00 MAY -4.4% na na 
UK Industrial Production (MoM) 8:30 MAY 0.2% -0.5% -0.1% 
 Industrial Production (YoY) 8:30 MAY 0.2% -1.2% -0.8% 
 Manufacturing Production (MoM) 8:30 MAY 0.1% -0.5% -0.1% 
 Manufacturing Production (YoY) 8:30 MAY 0.1% -0.6% -0.1% 
GE Industrial Production MoM (sa) 10:00 MAY -0.8% 0.4% 0.2% 
 Industrial Prod. YoY (nsa wda) 10:00 MAY 4.8% 3.8% 3.2% 
CA Business Outlook Survey 14:00 2Q      
US Fed's Yellen Speaks in San Diego on 

U.S. Economic Outlook 15:00 7/7/2008       
 
 

 
 

 Tuesday 8-Jul-2008      
JN Eco Watchers Survey: Current 5:00 JUN 32.1 31 na 
 Eco Watchers Survey: Outlook 5:00 JUN 35.1 34 na 
UK DCLG UK House Prices (YoY) 8:30 MAY 4.9% na 4.0% 
US Bernanke Speaks at FDIC Forum on 

Mortgage Lending 12:30 7/8/2008      

 Pending Home Sales MoM 14:00 MAY 6.3% na -2.5% 
 Wholesale Inventories 14:00 MAY 1.3% na 0.7% 
 Richmond Fed's Lacker Speaks on 

Economic Outlook in Washington 16:30 7/8/2008      

 Consumer Credit, $B 19:00 MAY 8.9 na 7.5 
 ABC Consumer Confidence 21:00 7/6/2008 -43 na na 
JN Machine Orders (MoM) 23:50 MAY 5.5% 2.5% 1.1% 
 Machine Orders YOY% 23:50 MAY 0.5% -5.0% -3.7% 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 Economic indicators GMT Period Last SG 
Fcst 

Cons 

 Wednesday 9-Jul-2008      
AU Investment Lending 1:30 MAY 1.4% 2.5% na 
GE Current Account (EURO) B 6:00 MAY 14.5 na 12.5 
 Exports SA (MoM) 6:00 MAY 1.1% R na 0.0% 
 Imports SA (MoM) 6:00 MAY -2.3% R na 0.3% 
 Trade Balance, B 6:00 MAY 18.7 na 18.0 
FR Trade Balance (Euros), B 6:45 MAY -3.7 na -4.0 
EUR ECB's Gonzalez-Paramo Speaks at 

Event in San Sebastian 7:15 7/9/2008      

SW Industrial Orders s.a. (MoM) 7:30 MAY -6.8% na na 
 Industrial Orders n.s.a. (YoY) 7:30 MAY 10.1% na na 
 Industrial Prod. s.a. (MoM) 7:30 MAY -0.3% na na 
 Industrial Prod. n.s.a. (YoY) 7:30 MAY 0.2% na na 
UK EU Trade Balance GBP, Mn 8:30 MAY -3409 -3400 -3300 
 Trade Balance Non EU GBP/Mn 8:30 MAY -4185 -4000 -4100 
 Visible Trade Balance GBP/Mn 8:30 MAY -7594 -7400 -7400 
EUR Euro-Zone GDP s.a. (QoQ) 9:00 1Q F 0.3% 0.8% 0.8% 
 Euro-Zone GDP s.a. (YoY) 9:00 1Q F 2.1% 2.2% 2.2% 
 Euro-Zone Govt Expend (QoQ) 9:00 1Q F -0.1% 0.8% 0.4% 
 Euro-Zone Gross Fix Cap (QoQ) 9:00 1Q F 0.9% 1.6% 1.6% 
 Euro-Zone Household Cons (QoQ) 9:00 1Q F -0.1% 0.2% 0.2% 
UK BRC June Shop Price Index 9:30 7/9/2008      
US MBA Mortgage Applications 11:00 7/4/2008 3.6% na na 
JN Adjusted Current Account Total, ¥B 23:50 MAY 1510.7 2000 1943 
 Current Account Total, ¥B 23:50 MAY 1380.9 1500 1934.8 
 Trade Balance - BOP Basis, ¥B 23:50 MAY 634.7 500 500 
 Domestic CGPI (MoM) 23:50 JUN 1.1% 0.8% 0.6% 
 Domestic CGPI (YoY) 23:50 JUN 4.7% 5.5% 5.3% 
 
 

 
 

 Thursday 10-Jul-2008      
AU Employment Change, K 1:30 JUN -19.7 20 10 
 Participation Rate 1:30 JUN 65.2% 65.2% 65.3% 
 Unemployment Rate 1:30 JUN 4.3% 4.2% 4.3% 
FR Manufacturing Production (MoM) 6:45 MAY 1.7% -1.3% -0.3% 
 Manufacturing Production (YoY) 6:45 MAY 2.8% 0.7% 1.7% 
SW CPI - Headline Rate (MoM) 7:30 JUN 0.4% na 0.3% 
 CPI - Headline Rate (YoY) 7:30 JUN 4% na 4.1% 
 CPI - Underlying Infl. (MoM) 7:30 JUN 0.4% na 0.3% 
 CPI - Underlying Infl. (YoY) 7:30 JUN 2.9% na 3.2% 
 CPI Level 7:30 JUN 300.99 na na 
 AMV Unemployment Rate 8:00 JUN 2.6% na 3.0% 
IT Industrial Production sa (MoM) 8:00 MAY 0.7% -1.5% -0.5% 
 Industrial Production wda(YoY) 8:00 MAY 2% na -1.3% 
NO CPI (MoM) 8:00 JUN 0.1% na 0.3% 
 CPI (YoY) 8:00 JUN 3.1% na 3.5% 
 CPI Underlying (MoM) 8:00 JUN 0.1% na 0.2% 
 CPI Underlying (YoY) 8:00 JUN 2.3% na 2.5% 
UK Bank of England Interest Rate 

Decision 11:00 
7/10/200

8 5.00% 5.00% 5.00% 

US Initial Jobless Claims 12:30 7/5/2008 404 na 395 
 ICSC Chain Store Sales YoY 17:30 JUN 3% na na 
EUR ECB's Trichet Speaks at Event in 

Munich 
17:45 

7/10/200
8 

     

US Fed's Yellen Speaks in Portland at 
Community Luncheon 19:30 

7/10/200
8      

 
 

 
 

 Friday 11-Jul-2008      
JN Industrial Production (MoM) 4:30 MAY F 2.9% 2.9% na 
 Industrial Production (YoY) 4:30 MAY F 1.2% 1.2% na 
 Consumer Confidence 5:00 JUN 34.1 33 33 
 Consumer Confidence Households 5:00 JUN 33.9 32 na 
GE Wholesale Price Index (MoM) 6:00 JUN 1.4% na 1.0% 
 Wholesale price Index (YoY) 6:00 JUN 8.1% na 9.0% 
CA Net Change in Employment, K 11:00 JUN 8.4 na 10.0 
 Unemployment Rate 11:00 JUN 6.1% na 6.1% 
 Int'l Merchandise Trade, C$ 12:30 MAY 5.1 na 5.2 
US Import Price Index (MoM) 12:30 JUN 2.3% na 2.0% 
 Import Price Index (YoY) 12:30 JUN 17.8% na 18.6% 
 Trade Balance, $B 12:30 MAY -60.9 -63.0 -62.5 
 U. of Michigan Confidence 14:00 JUL P 56.4 na 55.5 
 Monthly Budget Statement, $B 18:00 JUN 27.5 na 30 

Source: SG Economic Research 
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