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The AUD in January 2018
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USD with US rates moving up at a faster pace than most
major economies and Australian rates, the flow away from
the US was the overriding force. So against this risk positive
backdrop the AUD steadily moved higher during the month
trading and then sustaining a move above the 8oc mark for
the first time since September last year. 1.0
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Solid US data releases such as the ISM manufacturing print 097
early in the month and then a stronger than expected CPI 081
half way through the month did little to prevent the USD

from weakening. The break of key technical levels for USD
indices in the latter part of the month was an additional 061
downward force while the US government shut down 2]
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Mnuchin himself, the market was left with a bad taste in its
mouth re US administration ambitions for the dollar.
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The AUD/USD spot rate spent much of January moving up, 025 o cort
from about 1.5 cents below our Short Term Fair Value 050 ] Rates
estimate (STFV) to 1.5 cents above (Chart 1). VIX
US dollar weakness has gone hand in hand with further o7
commodity price gains (led by oil and gold) which have acted 100
to boost STFV. Offset have come from a move up in US short 31
term rates (1 year OIS rates in our model) alongside a small 2018 Jan
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decline in Australian equivalent rates — the latter occurring
mostly in the wake of the slightly weaker than expected Q4
CPI data released on the last day of January. We also saw a
negative model impact from the deterioration in risk
sentiment towards the end of the month, reflected in the VIX
moving up from 11 to above 15 before easing back slightly
right at month-end.

The combined effect of these drivers pulled STFV down by
about % cent while spot itself rose by just % a cent. Even so
AUD remained inside its fair value range (Chart 3).
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Important Notice

This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice
contained in this document has been prepared without taking into account your objectives, financial situation or needs.
Before acting on any advice in this document, NAB recommends that you consider whether the advice is appropriate for
your circumstances. NAB recommends that you obtain and consider the relevant Product Disclosure Statement or other
disclosure document, before making any decision about a product including whether to acquire or to continue to hold it.

Please click here to view our disclaimer and terms of use.
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