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USDCAD has remained within a narrow 1.27 to 1.34 range for over 6 months. With oil prices pulling USDCAD one way and interest
rate differential pulling the other way, the range looks set to continue for 3-6 more months. Fundamentals are likely to be
offsetting unless/until the BoC pauses or WCS rebounds back above $40. Our year-end call is 1.31 and our outlook for the 3M
horizon is 1.30. We expect a move to 1.26 on a 1Y horizon because we expect broad USD weakness to return by H2 2019.
FX Strategy Team View

1M

3M

6M

9M

12M

USDCAD spot

1.31

1.30

1.30

1.27

1.26

EURCAD spot

1.47

1.42

1.46

1.46

1.54

GBPCAD spot

1.65

1.60

1.64

1.68

1.78

Fed base rate

2.25 - 2.50%

2.25 - 2.50%

2.50 - 2.75%

2.50 - 2.75%

2.75 - 3.00%

1.75%

2.00%

2.25%

2.50%

2.50%

BoC base rate

Bullish USDCAD factors

Bearish USDCAD factors

•

Canadian growth and inflation slowed in Q3. Early data
suggests even more slowing in Q4. Lower growth
combined with the sharp drop in oil prices should cause
the BoC to back away from its hawkish rhetoric of
October. Poloz doesn’t mind surprising markets and right
now the more likely surprise is a dovish one.

•

Trump has said he will soon notify Canada and Mexico of the
US’s intent to withdraw from NAFTA. This is meant as a
negotiating tactic to pressure House Democrats to ratify the
USMCA pact, but it could backfire and bring renewed drama.

•

We are now just 11 months away from the next Canadian
election. If it looks close as the election approaches, foreign
investors will feel the need to hedge by buying USDCAD.

•

Spot USDCAD moved 5 big figures during October and
November as the WCS discount blew out to $50 and spot
WTI fell into the teens. Now spot WCS is approaching $30
because the spread has narrowed to $25, but USDCAD
hasn’t shown much reaction—yet.

•

Interest rate differentials are trending in CAD’s favor as
markets scale back Fed hike expectations. At the 2Y tenor,
the IRD is down to 46bps from 66bps earlier in 2018. BMO’s
economists expect 2 rate hikes from the Fed in 2019 and 3
from the BoC. If they’re right, IRDs should narrow further.

•

Canada’s twin sin score is expected to narrow to -3.6% for
2018 from 3.8% in 2017. That’s quite narrow compared to the
US’s expected 6.4% for 2018 (vs -5.8% in 2017).
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CAD FX weights: 2016 BIS volume weight 6.3% (6th); BBDXY weight 11.4% (3rd); 2018 Fed’s broad USD index weight 11.9% (4th)
Population and per capital GDP: 37mn, USD 45,095/year nominal or 48,390 IMF PPP-adjusted for calendar 2017 (USDCAD 1.30)
Next general election: A Federal election must be held on or before October 21, 2019
Prime Minister: Justin Trudeau (since Nov-15)
Finance minister: Bill Morneau (since Nov-15)
Central bank governor (Bank of Canada or BoC): Stephen Poloz (since Jun-13)
Central bank objective: inflation targeting (since 1991) with a target of 2.0% and a +/- 1% band
Inflation: Total CPI 2.4% YoY for Nov-2018; +2.0% YoY avg of 3 core CPI measures; median forecast is 2.3% for 2018
GDP growth rate: 2.0% annualized real QoQ and 4.7% nominal YoY for Q3 2018
Current account balance: -2.8% of GDP for Q3 2018; -2.9% for calendar 2017; median forecast is -2.8% for 2018
Budget balance: -0.9% for 2017; median forecast is -0.8% for 2018
Sovereign credit: S&P rating AAA (stable); Moody’s rating Aaa (stable); 5Y CDS 32bps (+5bps YTD)
USDCAD and the CRB commodity price index
CRB (inverted,lhs)

USDCAD price history, forward curve and our outlook
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