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 The greenback continues to benefit from safe haven flows as global financial stress increases due to a more uncertain 

economic outlook. Many European economies are on the ropes and U.S. recession fears are rising as the Federal Reserve 
continues to guide towards restrictive monetary policy to reduce inflation. Something will have to give. 
 

 Despite signs of a cooling economy south of the border, Canada remains resilient. Notwithstanding a significant decline in 
residential home sales, real GDP is still expected to grow robustly in the second quarter, amid surging terms of trade and a very 
tight labour market. our fixed income strategists expect the BoC’s governing council to increase the overnight target by 75 basis 
points on July 13 

 
 The euro has slipped from 1.14 at the end of 2021 to nearly parity as of this writing. The normalization of monetary policy which 

normally accompanies economic vigor arrives at a pivotal time for Europe. The next half of 2022 is unlikely to foster conditions for 
euro appreciation as the European economy could be in a technical recession. As such, we expect the euro to remain low in the 
near term and will require improvements for energy prices and supply to catch a bid. 

 

 

 

 

 

 

 

 

 

 

 

NBF Currency Outlook
Current Forward Estimates PPP (1)

Currency July 8, 2022 Q3 2022 Q4 2022 Q1 2023 Q2 2023

Canadian Dollar (USD / CAD) 1.29 1.32 1.28 1.25 1.22 1.25

United States Dollar (CAD / USD) 0.77 0.76 0.78 0.80 0.82 ‐

Euro (EUR / USD) 1.02 0.98 1.02 1.03 1.05 1.45

Japanese Yen (USD / JPY) 136 138 134 132 128 99

Australian Dollar (AUD / USD) 0.69 0.69 0.71 0.72 0.72 0.67

Pound Sterling (GBP / USD) 1.20 1.19 1.21 1.22 1.22 1.48

Chinese Yuan (USD / CNY) 6.70 6.68 6.65 6.60 6.55 4.2

Mexican Peso (USD / MXN) 20.4 21.0 20.5 20.0 20.5 9.7

Broad United States Dollar (3) 122.0 124.4 121.3 119.5 118.5 ‐

1) PPP data from OECD, based in Local Currency per USD

2) Current Account Balance data from IMF, as a % of GDP (2020 & 2021 IMF estimates)
3) Federal Reserve Broad Index (26 currencies)

Canadian Dollar Cross Currencies
Current Forward Estimates

Currency July 8, 2022 Q3 2022 Q4 2022 Q1 2023 Q2 2023

Euro (EUR / CAD) 1.32 1.29 1.31 1.29 1.28

Japanese Yen (CAD / JPY) 105 105 105 106 105

Australian Dollar (AUD / CAD) 0.89 0.91 0.91 0.90 0.88

Pound Sterling (GBP / CAD) 1.56 1.57 1.55 1.53 1.49

Chinese Yuan (CAD / CNY) 5.18 5.06 5.20 5.28 5.37

Mexican Peso (CAD / MXN) 15.8 15.9 16.0 16.0 16.8
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USD: Surging again  
The trade-weighted U.S. dollar has regained all the ground lost 
in May and is currently at a new post-recession high against a 
basket of 26 currencies (chart). 

 

The greenback continues to benefit from safe haven flows as 
global financial stress increases due to a more uncertain 
economic outlook. Many European economies are on the 
ropes and U.S. recession fears are rising as the Federal Reserve 
continues to guide towards restrictive monetary policy to 
reduce inflation. Something will have to give. In our view, 
although real GDP growth is expected to be positive in the 
second half of 2022, it is unlikely to be above potential. If we 
are right, the pace of hiring should soon decelerate and set the 
stage for moderating inflation and a less hawkish Fed. Despite 
the creation of a stronger-than-expected 370K payroll jobs in 
June, we see impending signs of weakness. For one, the 
household survey (similar in methodology to Canada's LFS) 
painted a much less upbeat picture with a reported 315K drop 
in employment in June (the second decline in three months). 
Also, the ISM PMI reports showed employment contracting in both 
the manufacturing and services sector in June (chart). 

 

 

 

 

 

 
1 https://www.wsj.com/articles/janet‐yellen‐and‐chinas‐top‐trade‐
negotiator‐discuss‐tariffs‐on‐call‐11657015225 

 

A slowdown in the pace of hiring as companies seek to 
preserve profit margins would certainly help mitigate wage 
inflation and reduce the need for outsized rate hikes. At this 
writing, we remain comfortable with our below-consensus call 
for the Fed to end its rate hiking cycle in the fourth quarter at a 
rate of just 3% and avoid pushing the U.S. economy to the brink. 
The next Fed meeting is slated for July 26-27. 

We mentioned last month that a way for Washington to 
quickly reduce consumer goods inflation would be to lift tariffs 
on products made in China. Encouragingly, the U.S. Treasury 
Secretary Janet Yellen met with the Chinese Vice Premier Liu 
He on July 5 to discuss tariffs. According to the Wall Street 
Journal, taxes on about $50 billion of Chinese exports are set 
to expire in July and August.1    

CAD: BoC set to deliver a large hike  
Despite signs of a cooling economy south of the border, 
Canada remains resilient. Notwithstanding a significant decline 
in residential home sales, real GDP is still expected to grow 
robustly in the second quarter, amid surging terms of trade and 
a very tight labour market. The unemployment rate fell to 4.9 
percent in July, the lowest rate since 1970 (chart). 
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With tight labour markets, inflation has been rising. In June, total 
CPI inflation was just under 8%, the highest rate since 1983. The 
average of the three core measures monitored by the Bank of 
Canada showed annual inflation of just under 5% (chart). 

 

What’s more, there is scant evidence of a widespread cooling in 
economic activity.  According to the Bank of Canada’s (BoC) 
Business Outlook Survey, business confidence remained near 
peak levels at the end of May (chart). 

 

As a result, our fixed income strategists expect the BoC’s 
governing council to increase the overnight target by 75 basis 
points on July 13 and to note that they will continue to ‘act 
forcefully’ to bring down inflation (see here).  

EUR: Parity and recession  
The first half of 2022 can only be described as eventful for the 
Eurozone. The common currency area has faced spiking energy 
prices, a war on its borders and surging inflation. The 
aforementioned factors have given no traction to the euro, the 
latter having slipped from 1.14 at the end of 2021 to nearly parity 
(1.01) as of this writing. The next half of 2022 is unlikely to foster 
conditions for euro appreciation as the European economy could 
be in a technical recession.  

Some of the recent euro weakness can be retraced to the ECB 
emergency meeting on the 15th of June. The spread between an 
Italian and German 10y bond had reached 240 basis points, 
prompting serious discussions. The central bank promised an 
anti-fragmentation tool to help alleviate supposedly unjustified 
interest-rate spreads. The ECB has now given a name to its 
“secret” tool. The Transmission Protection Mechanism, although 
specifics could change between now and subsequent meetings. 
While there is no certainty the mechanism will be announced at 
the July meeting this month, its purpose will be to keep yields 
contained for periphery Eurozone economies. The central bank 
felt pressured to have an instrument at its disposal for when it 
would start normalizing monetary policy. That said, this measure 
which would involve asset purchases is likely to be detrimental for 
the common-area currency. 

The normalization of monetary policy which normally 
accompanies economic vigor arrives at a pivotal time for the 
European economy. Sure, the unemployment rate reached a new 
all-time low in May registering at 6.6%.  
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But June inflation also clocked in at an all-time high, surging 8.6% 
over the last year. The latest Markit Flash PMI showed private 
sector activity on the verge of entering contractionary territory. 

 

Consumer confidence has collapsed past the COVID low and 
was approaching levels last seen during the 2012 European debt 

crisis. 

  

Germany recorded its first trade deficit since 1991 as import prices 
goosed up that side of the equation. Altogether, the picture for 
the European economy is far from rosy and it may already be in 
the throes of a technical recession. As such, we expect euro to 
remain low in the near term and will require improvements for 
energy prices and supply in order to catch a bid. 

 

GBP: Political shuffle 
The British pound has weakened in the past month as mounting 
economic pressures are furrowing the outlook. The British 
economy is facing similar challenges as the rest of Europe as 
inflation runs rampant. While the BOE has been active in 
normalizing policy, it has admitted in its latest Financial Stability 
Report that conditions for the UK and the rest of the world had 
“materially deteriorated”. While it appears set to continue 
restricting monetary policy to tame inflation and avoid further 
depreciation of the currency, challenges arise from other spheres. 
In somewhat of a historic move, the Prime Minister Boris Johnson 
resigned from his role following a spate of abandonment from 
party members. While his dismissal will usher in new management, 
it is to be seen how government policy may differ from the avid 
Brexiteer. All-in-all, we expect the pound to remain relatively 
contained in the near-term as growth likely moderated. 
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Appendix: Spot rates  
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General 

This Report was prepared by National Bank Financial, Inc. (NBF), (a Canadian investment dealer, member of IIROC), an indirect wholly owned subsidiary of 
National Bank of Canada. National Bank of Canada is a public company listed on the Toronto Stock Exchange.   

The particulars contained herein were obtained from sources which we believe to be reliable but are not guaranteed by us and may be incomplete and may 
be subject to change without notice.  The information is current as of the date of this document.   Neither the author nor NBF assumes any obligation to update 
the information or advise on further developments relating to the topics or securities discussed. The opinions expressed are based upon the author(s) analysis 
and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein, and 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.  In all cases, investors should conduct their own investigation and analysis of such information before taking or omitting to take any action in 
relation to securities or markets that are analyzed in this Report. The Report alone is not intended to form the basis for an investment decision, or to replace any 
due diligence or analytical work required by you in making an investment decision. 

This Report is for distribution only under such circumstances as may be permitted by applicable law. This Report is not directed at you if NBF or any affiliate 
distributing this Report is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself 
before reading it that NBF is permitted to provide this Report to you under relevant legislation and regulations.  

National Bank of Canada Financial Markets is a trade name used by National Bank Financial and National Bank of Canada Financial Inc.  

Canadian Residents 

NBF or its affiliates may engage in any trading strategies described herein for their own account or on a discretionary basis on behalf of certain clients and as market 
conditions change, may amend or change investment strategy including full and complete divestment. The trading interests of NBF and its affiliates may also be 
contrary to any opinions expressed in this Report. 

NBF or its affiliates often act as financial advisor, agent or underwriter for certain issuers mentioned herein and may receive remuneration for its services.  As well 
NBF and its affiliates and/or their officers, directors, representatives, associates, may have a position in the securities mentioned herein and may make purchases 
and/or sales of these securities from time to time in the open market or otherwise.  NBF and its affiliates may make a market in securities mentioned in this 
Report.  This Report may not be independent of the proprietary interests of NBF and its affiliates. 

This Report is not considered a research product under Canadian law and regulation, and consequently is not governed by Canadian rules applicable to the 
publication and distribution of research Reports, including relevant restrictions or disclosures required to be included in research Reports.   
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UK Residents 

This Report is a marketing document. This Report has not been prepared in accordance with EU legal requirements designed to promote the independence of 
investment research and it is not subject to any prohibition on dealing ahead of the dissemination of investment research. In respect of the distribution of this 
Report to UK residents, NBF has approved the contents (including, where necessary, for the purposes of Section 21(1) of the Financial Services and Markets Act 
2000). This Report is for information purposes only and does not constitute a personal recommendation, or investment, legal or tax advice.  NBF and/or its 
parent and/or any companies within or affiliates of the National Bank of Canada group and/or any of their directors, officers and employees may have or may 
have had interests or long or short positions in, and may at any time make purchases and/or sales as principal or agent, or may act or may have acted as 
market maker in the relevant investments or related investments discussed in this Report, or may act or have acted as investment and/or commercial banker 
with respect hereto. The value of investments, and the income derived from them, can go down as well as up and you may not get back the amount 
invested.  Past performance is not a guide to future performance.  If an investment is denominated in a foreign currency, rates of exchange may have an adverse 
effect on the value of the investment.  Investments which are illiquid may be difficult to sell or realise; it may also be difficult to obtain reliable information about 
their value or the extent of the risks to which they are exposed.  Certain transactions, including those involving futures, swaps, and other derivatives, give rise to 
substantial risk and are not suitable for all investors. The investments contained in this Report are not available to retail customers and this Report is not for 
distribution to retail clients (within the meaning of the rules of the Financial Conduct Authority).  Persons who are retail clients should not act or rely upon the 
information in this Report. This Report does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for 
the securities described herein nor shall it or any part of it form the basis of or be relied on in connection with any contract or commitment whatsoever.  

This information is only for distribution to Eligible Counterparties and Professional Clients in the United Kingdom within the meaning of the rules of the Financial 
Conduct Authority. NBF is authorised and regulated by the Financial Conduct Authority and has its registered office at 70 St. Mary Axe, London, EC3A 8BE.  

NBF is not authorised by the Prudential Regulation Authority and the Financial Conduct Authority to accept deposits in the United Kingdom. 

U.S. Residents 

With respect to the distribution of this report in the United States of America, National Bank of Canada Financial Inc. (“NBCFI”) which is regulated by the Financial 
Industry Regulatory Authority (FINRA) and a member of the Securities Investor Protection Corporation (SIPC), an affiliate of NBF, accepts responsibility for its 
contents, subject to any terms set out above. To make further inquiry related to this report, or to effect any transaction, United States residents should contact 
their NBCFI registered representative.  

This report is not a research report and is intended for Major U.S. Institutional Investors only.   

This report is not subject to U.S. independence and disclosure standards applicable to research reports. 

HK Residents 

With respect to the distribution of this report in Hong Kong by NBC Financial Markets Asia Limited (“NBCFMA”)which is licensed by the Securities and Futures 
Commission (“SFC”) to conduct Type 1 (dealing in securities) and Type 3 (leveraged foreign exchange trading) regulated activities, the contents of this report 
are solely for informational purposes. It has not been approved by, reviewed by, verified by or filed with any regulator in Hong Kong. Nothing herein is a 
recommendation, advice, offer or solicitation to buy or sell a product or service, nor an official confirmation of any transaction. None of the products issuers, 
NBCFMA or its affiliates or other persons or entities named herein are obliged to notify you of changes to any information and none of the foregoing assume 
any loss suffered by you in reliance of such information.  

The content of this report may contain information about investment products which are not authorized by SFC for offering to the public in Hong Kong and such 
information will only be available to, those persons who are Professional Investors (as defined in the Securities and Futures Ordinance of Hong Kong (“SFO”)).  If 
you are in any doubt as to your status you should consult a financial adviser or contact us. This material is not meant to be marketing materials and is not 
intended for public distribution. Please note that neither this material nor the product referred to is authorized for sale by SFC. Please refer to product prospectus 
for full details.  

There may be conflicts of interest relating to NBCFMA or its affiliates’ businesses. These activities and interests include potential multiple advisory, transactional 
and financial and other interests in securities and instruments that may be purchased or sold by NBCFMA or its affiliates, or in other investment vehicles which 
are managed by NBCFMA or its affiliates that may purchase or sell such securities and instruments.  

No other entity within the National Bank of Canada group, including National Bank of Canada and National Bank Financial Inc, is licensed or registered with the 
SFC. Accordingly, such entities and their employees are not permitted and do not intend to: (i) carry on a business in any regulated activity in Hong Kong; (ii) 
hold themselves out as carrying on a business in any regulated activity in Hong Kong; or (iii) actively market their services to the Hong Kong public. 

Copyright 

This Report may not be reproduced in whole or in part, or further distributed or published or referred to in any manner whatsoever, nor may the information, 
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