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Are the Tides Turning?

The AUD was within the range of 1.02-1.06 for around ten months. After this prolonged period
of stability, it has fallen sharply in only a few weeks.

What has changed? A major factor behind recent weakness in AUD has been US dollar strength.
US economic data has been in the improvement lane and markets are now pondering the
prospect of an unwinding of quantitative easing. Some Fed officials are expecting this could
happen as soon as June. This has been a key change to sentiment within financial markets — the
realization that QE cannot go on forever. An end to asset purchases will stop “debasing” the US
dollar, which has kept the greenback under downward pressure for so long.

At the same time, recent data from China has raised question about the strength of its economic
recovery, and therefore the outlook for commodities. Combined with an ongoing easing stance
from the RBA (markets are pricing in at least one more 25 basis point rate cut by end of year),
these factors have reduced the relative attractiveness of the AUD.

We are of the view that the Chinese recovery will be sustained, as the government has the scope
to support the economy if necessary to maintain its target of 7.5 percent annual growth.
Additionally, there are headwinds that remain for the US economy given substantial Federal
budget cuts have been implemented. Thus the notion that the Fed could start unwinding asset
purchases within a few months is premature, and we believe the Fed will not seriously consider
pulling back stimulus until later than currently anticipated by markets.

This would suggest the AUD should not drift too far away from parity for too long. Our forecast
of 1.02 by end 2013 and 1.00 by end 2014 reflects our view of a later pullback in stimulus from
the Federal Reserve, the relative strength of the Australian economy and positive prospects for
China.

EXCHANGE RATE FORECASTS

Jun-13  Sep-13  Dec-13
AUD-USD 1.0000 1.0100 1.0200
AUD-EUR 0.7813 0.7953 0.8095
AUD-JPY  102.00 105.04 107.10
AUD-GBP 0.6579 0.6689 0.6800

AUD-NZD 1.2195 1.2317 1.2289

Janu Chan, Economist
Ph: 02-8253-0898



AUD Outlook — 27 May 2013

Contacts List

Economics Group

Chief Economist Hans Kunnen kunnenh@bankofmelbourne.com.au (02) 9320 5854
Senior Economist Josephine Heffernan heffernanj@bankofmelbourne.com.au (02) 93205751
Economist Janu Chan chanj@bankofmelbourne.com.au (02) 9320 5892

The information contained in this report (“the Information”) is provided for, and is only to be used by, persons in Austra
The information may not comply with the laws of another jurisdiction. The Information is general in nature and does no
take into account the particular investment objectives or financial situation of any potential reader. It does not constitut:
and should not be relied on as, financial or investment advice or recommendations (expressed or implied) and is not a
invitation to take up securities or other financial products or services. No decision should be made on the basis of the
Information without first seeking expert financial advice. For persons with whom Bank of Melbourne has a contract to
supply Information, the supply of the Information is made under that contract and Bank of Melbourne’s agreed terms o
supply apply. Bank of Melbourne does not represent or guarantee that the Information is accurate or free from errors ¢
omissions and Bank of Melbourne disclaims any duty of care in relation to the Information and liability for any reliance
investment decisions made using the Information. The Information is subject to change. Terms, conditions and any fee
apply to Bank of Melbourne products and details are available. Bank of Melbourne or its officers, agents or employees
(including persons involved in preparation of the Information) may have financial interests in the markets discussed in 1 2
Information. Bank of Melbourne owns copyright in the information unless otherwise indicated. The Information should r

RS S RSSg [ | SSRPOS{ RRPR R S ORI OGP S P I SRS PV R Y+ YU R S N D [ Ry


mailto:kunnenh@bankofmelbourne.com.au
mailto:heffernanj@bankofmelbourne.com.au
mailto:chanj@bankofmelbourne.com.au

