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CURRENCIES
Geopolitical risks will continue to play a key role
The essential
Central banks’ ongoing policy normalisation, trade tensions and political issues will be the key drivers to
watch in the FX market. Brexit and political noise in the Eurozone might weigh on GBP and EUR for some
time. We expect the USD to remain strong in the short term, and weaken with a medium-term horizon as
in addition to other factors, the economy might reach the mature phase of its cycle, a situation that has
historically coincided with a weaker US dollar.

EUR/USD: short-term headwinds, more positive medium-term outlook
Diverging financial conditions with respect to the US, mild (albeit
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increasing) growth, concerns over the impact of a trade war on European
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exports and rising political risks have weighed on the EUR during the
year. More recently, headwinds from the Italian budget announcement
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put a cap on the EUR in light of the many uncertainties that remain and
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might be in place for some time to come as, for instance, negotiations with
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the EU Commission might take a while to reach a resolution. With the
renewed rise in German political uncertainties and with Italian political
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risks tilted to the upside, we could see some short-term pressures that
could prevent the EUR/USD from appreciating from current levels. European elections also pose additional risks
to the currency – as the Bavarian elections recently showed, increased political fragmentation may be expected in
addition to the risks of breakthrough of populists. Despite the fragile sentiment, elevated speculative short positioning
indicates the negatives are very much priced in and, thus, further EUR selling seems unlikely, especially in the context
of strong fundamentals. While growth for the Eurozone should remain above potential, external sector figures are also
supportive to the currency (very high current account surplus). Moreover, we expect the ECB to keep moving towards
normalisation and increase interest rates in H2 2019, thus lowering the policy divergence with the Fed. Hence, we
remain EUR bullish in the medium term.

USD/JPY: downward trend for the year ahead
While we believe the USD/JPY might keep trading around the current levels (our forecast is 112 by the year-end),
we expect the Japanese yen to be on an upward trend in 2019, driven by monetary policy and persistent trade
protectionism talks. While recent communication from the Bank of Japan (BoJ) points to the continuation of the
ongoing ultra-accommodative monetary policy for some time to come, we expect the BoJ to allow further flexibility
on its long-term yield policy next year, thus moving (albeit at a very gradual pace) towards the normalisation of its
monetary policy stance. Moreover, global trade friction risks might persist or could further escalate in the medium
term. This provides further support to the currency, due to its traditional safe haven status. Its extremely cheap
valuation (the lowest among the G10 space) and the resumption of a medium-term USD downtrend could also provide
support for the currency’s appreciation. In addition, past experience has shown that the JPY tends to appreciate
further on the back of rising US bond volatility, due to the effect of positions rebalancing and capital repatriation back
to Japan. We note that hedge ratios on Japanese investments in US assets have indeed decreased substantially due
to the high cost of hedging and any repatriation is not likely to be FX neutral.

GBP/USD: it is all about politics
Brexit negotiations are entering a critical period and, as such, the pound has reacted to political developments. As
many uncertainties remain over the future of the British economy, we expect the currency volatility to remain high in
the short/middle run. Even though in our baseline scenario (70% probability): i) the UK and the EU will reach a deal
late in 2018 or early in 2019; and ii) the UK is going to exit the EU in March 2019 or soon afterwards to start a transition
period, we expect that such a deal will only be reached through a “rock path”. This means that initial deadlines
are mostly likely to be bypassed, the deal is likely going to be reached at the last moment and the parliamentary
approval process is going to be very difficult. But we note that this is something that seems to be very much priced
in as investors remain short the currency and option market participants remain tilted to the downside, even looking
at a 1Y time horizon. Thus, we expect temporary market stress regarding Brexit would certainly give some relief to
the currency. In our view, the potential upside should remain quite contained as markets might start looking at the
country’s ability to finance its large current account deficit under the new framework, thus putting a cap on the GBP.
We also note that support from monetary policy is not clear as further rate hikes from the Bank of England will very
much depend on the final Brexit outcome and, especially, on how resilient the economy will (still) be next year.
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The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information
is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment
decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of
any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of
this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person
involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the
foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential
(including, without limitation, lost profits) or any other damages. (www.mscibarra.com).
In the European Union, this document is only for the attention of “Professional” investors as defined in Directive 2004/39/EC
dated 21 April 2004 on markets in financial instruments (“MIFID”), to investment services providers and any other professional
of the financial industry, and as the case may be in each local regulations and, as far as the offering in Switzerland is concerned,
a “Qualified Investor” within the meaning of the provisions of the Swiss Collective Investment Schemes Act of 23 June 2006
(CISA), the Swiss Collective Investment Schemes Ordinance of 22 November 2006 (CISO) and the FINMA’s Circular 08/8 on
Public Advertising under the Collective Investment Schemes legislation of 20 November 2008. In no event may this material
be distributed in the European Union to non “Professional” investors as defined in the MIFID or in each local regulation, or in
Switzerland to investors who do not comply with the definition of “qualified investors” as defined in the applicable legislation
and regulation. This document is not intended for citizens or residents of the United States of America or to any “U.S. Person”,
as this term is defined in SEC Regulation S under the U.S. Securities Act of 1933. This document neither constitutes an offer to
buy nor a solicitation to sell a product, and shall not be considered as an unlawful solicitation or an investment advice. Amundi
accepts no liability whatsoever, whether direct or indirect, that may arise from the use of information contained in this material. Amundi can in no way be held responsible for any decision or investment made on the basis of information contained in
this material. The information contained in this document is disclosed to you on a confidential basis and shall not be copied,
reproduced, modified, translated or distributed without the prior written approval of Amundi, to any third person or entity in
any country or jurisdiction which would subject Amundi or any of “the Funds”, to any registration requirements within these jurisdictions or where it might be considered as unlawful. Accordingly, this material is for distribution solely in jurisdictions where
permitted and to persons who may receive it without breaching applicable legal or regulatory requirements. The information
contained in this document is deemed accurate as at the date of publication set out on the first page of this document. Data,
opinions and estimates may be changed without notice.
You have the right to receive information about the personal information we hold on you. You can obtain a copy of the information we hold on you by sending an email to info@amundi.com. If you are concerned that any of the information we hold on
you is incorrect, please contact us at info@amundi.com.
Document issued by Amundi, “société par actions simplifiée”- SAS with a capital of €1,086,262,605 - Portfolio manager regulated by the AMF under number GP04000036 – Head office: 90 boulevard Pasteur – 75015 Paris – France – 437 574 452 RCS
Paris – www.amundi.com
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