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After almost three months of an uninterrupted surge, emerging market 
currencies have finally taken a breather. In three months the ZAR has 
gained an impressive 12.20%, with MXN and KRW not far behind. In fact, 
among the liquid EM currencies, only the ARS, PHP and TRY saw losses 
against the USD. Last week’s pullback in stocks spilled into rates and FX, 
raising questions on the sustainability of the current bullish view on risk 
appetite.  

We suspect that this run is not over yet based on two key factors: 

1) The Fed's policy path continues to be discounted with expectations for 
a June rate hike now below 60% probability. The FOMC's March 
communications were decidedly dovish. Also, Friday's CPI and durable 
goods orders ex transportation both disappointed, highlighting the fact 
that US investor optimism was based predominately on sentiment 
indicators rather than hard data (which as been unimpressive). In addition, 
Trump's failure to force through the Obamacare repeal bill indicates the 
challenge he faces in policy execution. This inability specifically threatens 
the administration's pro-growth agenda, which could accelerate the US 
economic outlook and position more hikes in play. We suspect that risk is 
skewed towards a less steep Fed policy path, but it’s critical to highlight 
that the steady improvement in EM currencies means less sensitivity to US 
rates adjustment. A dovish Fed will further support EM risk taking. 

2) EM growth is highly dependent on global trade, which President Trump 
has potentially endangered. Trump's protectionist trade policy was on 
display in the administration's first 30 day with the rejection of the 
TransPacific Partnership (TPP). 

  

 

Buy The Dip In EM RiskFX Markets

  
But other than some random, disorganised Twitter rants, his “America 
first” protectionism is more image then trade policy.  

In our view, Trump's ability to create meaningful trade barriers such as 
punitive import tariffs has been discounted. We can just about hear 
Trump's words when discussing trade or FX policy "nobody knew that 
*insert policy here* could be so complicated." As with healthcare, just 
about everyone in the financial markets knows how complicated and 
non-mechanical these issues are. With the fear of excessive 
protectionism fading, EM currencies should continue to find buyers. 
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The New Zealand dollar, like most commodity currencies, has performed 
relatively poorly during the month of March as it failed to attract investors’ 
attention in spite of the broad based USD weakness. On the other hand, 
its close neighbour the Australian dollar has had strong momentum over 
the same period. This divergence could be explained by the surprising 
switch in forward guidance of the Reserve Bank of New Zealand that 
delayed any tightening move back in early February. The last RBNZ 
meeting, which was held last week, was of the same stripe. Graeme 
Wheeler did not change his view on the overvaluation of the Kiwi, instead 
repeating the need for a weaker Kiwi “to achieve more balanced growth”. 
He also allayed fears concerning rising inflationary pressure, arguing that 
the spike was temporary, stemming from a temporary rise in commodity 
prices. 

Overall, the tone of the statement suggests that the RBNZ is ready to 
tolerate higher inflation in order to allow for a weaker Kiwi. This may be a 
good decision especially as core inflation has picked up at a slower pace 
than headline inflation. However, we are having a hard time believing that 
the market will collaborate. Indeed, the RBNZ has often struggled to drive 
the market the way it wanted. The sharp drop in US sovereign yields will 
force investors to switch in yield seeking mode. Moreover, Kiwi and Aussie 
rates have started to move in opposite direction last week with the Kiwi 2-
year sovereign yields reversing momentum to reach 2.16% on Friday, 
while its Aussie counterpart slid to 1.75%. We favour long NZD positions, 
especially against the Australian dollar. NZD/USD has room for 
appreciation, even though the risk-off sentiment will limit risk appetite. 
AUD/NZD has already fallen 1.4% since mid-March and is now heading 
towards the next key support area at around 1.0755 (Fibo 38.2% on 
January-March rally).

RBNZ Hopes The Market Will CollaborateEconomics
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In the latest annual report from the SNB, we have learned that the Swiss 
central bank bought around CHF67 billion in foreign currencies in order to 
defend the franc. Comparatively, this is lower than in 2015, when the floor 
was removed. Interventions amounted then at CHF86.1 billion. 

The SNB still sees the franc as “significantly overvalued” and so the 
negative interest rate policy is more relevant than ever. The Swiss 
economy relies on the exports. Hence it is normal to consider medium 
and long-term risk valuation. For now, the central bank is sticking to its 
wait-and-see approach. 

Europe's political uncertainties are weighing heavily on the EURCHF and 
we believe that bearish pressure shows no signs of easing. In terms of 
Swiss data, inflation has never been so high in the last five years at 0.6% y/
y and the unemployment rate remains moderate at 3.6%. Exports are a 
little more concerning with two consecutive declines in January and 
February (respectively -4% and -2.2%). In the short and medium-term, the 
Swiss Franc should remain below 1.0800 and the SNB is likely to intervene 
to avoid extreme strengthening.  

What is certain is that the SNB is monitoring any development from the 
ECB which massive QEs keep running. We also believe that the ECB is 
likely to soon enter a tightening cycle  - to reduce monetary policy 
divergence with the US - which in turn will definitely benefit the Swiss 
economy. 

Currency-wise, it seems obvious that the Swiss National Bank is likely to 
increase currency intervention to defend the franc this year. Since the start 
of this year, the pace of intervention seems to have accelerated. In 
January total deposits were standing at CHF530 billion. Three months 
later, the deposits lies at CHF 557.2 billion. On top of that when looking at 
the price action of the EURCHF, selling pressures are way too important 
around 1.0800 and makes these interventions almost useless.

SNB Releases Its Annual ReportEconomics
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The sudden collapse in commodity prices in 2014 sent mining stocks into 
free fall. In the long term, however, precious metals – and gold in 
particular – are the perennial go-to sources of protection against inflation 
and economic downturns, something investors should be looking out for. 
The gold market is dynamic, and there are compelling reasons why gold 
producers could rally. Consumer demand remains solid, with around 2,500 
tons of gold mined worldwide every year. Over the long haul, gold as a 
commodity has appreciated by more than 287% over the past 15 years; by 
comparison, the S&P 500 has gained less than 44% over the same period. 
In a period of central bank policy shifts, it is reasonable to envisage a 
rebound in metal prices – something mining stocks will benefit from. Gold 
miners are a good way to tap into the benefits of precious metals without 
paying storage costs. 

  

Gold & Metal Miners theme can now be trading in an easy to execute 
Strategic Certificate. 

  

Find more info on: 

https://www.swissquote.ch/url/investment-ideas/themes-trading

Gold & Metal MinersThemes Trading
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While every effort has been made to ensure that the data quoted and used for the research behind 
this document is reliable, there is no guarantee that it is correct, and Swissquote Bank and its 
subsidiaries can accept no liability whatsoever in respect of any errors or omissions, or regarding the 
accuracy, completeness or reliability of the information contained herein. This document does not 
constitute a recommendation to sell and/or buy any financial products and is not to be considered as a 
solicitation and/or an offer to enter into any transaction. This document is a piece of economic 
research and is not intended to constitute investment advice, nor to solicit dealing in securities or in 
any other kind of investments. 
 
Although every investment involves some degree of risk, the risk of loss trading off-exchange forex 
contracts can be substantial. Therefore if you are considering trading in this market, you should be 
aware of the risks associated with this product so you can make an informed decision prior to 
investing. The material presented here is not to be construed as trading advice or strategy. Swissquote 
Bank makes a strong effort to use reliable, expansive information, but we make no representation that 
it is accurate or complete. In addition, we have no obligation to notify you when opinions or data in 
this material change. Any prices stated in this report are for information purposes only and do not 
represent valuations for individual securities or other instruments.

This report is for distribution only under such circumstances as may be permitted by applicable law. 
Nothing in this report constitutes a representation that any investment strategy or recommendation 
contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise 
constitutes a personal recommendation. It is published solely for information purposes, it does not 
constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any 
securities or related financial instruments in any jurisdiction. No representation or warranty, either 
express or implied, is provided in relation to the accuracy, completeness or reliability of the 
information contained herein, except with respect to information concerning Swissquote Bank, its 
subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, 
markets or developments referred to in the report. Swissquote Bank does not undertake that investors 
will obtain profits, nor will it share with investors any investment profits nor accept any liability for any 
investment losses. Investments involve risks and investors should exercise prudence in making their 
investment decisions. The report should not be regarded by recipients as a substitute for the exercise 
of their own judgment. Any opinions expressed in this report are for information purpose only and are 
subject to change without notice and may differ or be contrary to opinions expressed by other 
business areas or groups of Swissquote Bank as a result of using different assumptions and criteria. 
Swissquote Bank shall not be bound or liable for any transaction, result, gain or loss, based on this 
report, in whole or in part. 
 
Research will initiate, update and cease coverage solely at the discretion of Swissquote Bank Strategy 
Desk. The analysis contained herein is based on numerous assumptions. Different assumptions could 
result in materially different results. The analyst(s) responsible for the preparation of this report may 
interact with trading desk personnel, sales personnel and other constituencies for the purpose of 
gathering, synthesizing and interpreting market information. Swissquote Bank is under no obligation to
update or keep current the information contained herein and not liable for any result, gain or loss, 
based on this information, in whole or in part. 
 
Swissquote Bank specifically prohibits the redistribution of this material in whole or in part without the 
written permission of Swissquote Bank and Swissquote Bank accepts no liability whatsoever for the 
actions of third parties in this respect. © Swissquote Bank 2014. All rights reserved.


