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Important Disclosures
This document contains the views and opinions of our Global

Economic Research and Strategy Team (Claire Dissaux, Mattia

Taboga and Meena Bassily)) as of 4 July 2018 and does not

necessarily represent the views and opinions of Millennium or

any of its Portfolio Managers.

This document has been prepared by Millennium Global

Investments Limited ("Millennium") solely for the purposes of

providing background information on certain investment strategies

offered by Millennium (“Strategies”). Millennium is authorised and

regulated by the Financial Conduct Authority and registered as an

investment adviser with the Securities and Exchange Commission.

Registration with the SEC does not imply a certain level of skill or

training.

The Financial Conduct Authority can be contacted by

telephone on +44 207 066 1000 or in writing to: Financial

Conduct Authority, 25 The North Colonnade, London E14 5HS,

United Kingdom.

This information contained in this document is intended for

Professional Clients (or Elective Professional Clients) only.

Millennium Global does not target retail clients and our

services are not suitable for, nor will they be made available to

retail clients.

In the United Kingdom, this document is only available to persons

who are: (i) investment professionals within the meaning of Article

19 of the Financial Services and Markets Act 2000 (Financial

Promotion) Order 2005 ("FP Order") or Article 14 of the Financial

Services and Markets Act 2000 (Promotion of Collective Investment

Schemes)(Exemptions) Order 2001 ("CIS Order"); (ii) high net worth

companies and certain other entities falling within Article 49 of the

FP Order or Article 22 of the CIS Order; or (iii) any other persons to

whom such communication may lawfully be made, including in

accordance with the relevant provisions of the FCA Conduct of

Business rules. This document is not intended for distribution in the

United States or for the account of US persons (as defined in

Regulation S under the US Securities Act of 1933, as amended (the

“Securities Act”)) except to persons who are “qualified purchasers”

(as defined in the US Investment Company Act of 1940, as

amended (the “Company Act”)) and “accredited investors” (as

defined in Rule 501(a) under the Securities Act). It must not be

acted, or relied, upon by any other persons.

The information contained in this document is strictly confidential

and is only for the use of the person to who it is sent and/or who

attends any associated presentation. Distribution of this document

or the information herein to any person, other than the person to

whom this document was originally delivered and such person's

advisors, is unauthorised. Any reproduction or publication of this

document, in whole or in part, or the disclosure of any of its

contents, without the prior consent of Millennium in each such

instance is prohibited.

Distribution of this document may be restricted in certain

jurisdictions. This document is not intended for distribution to, or use

by any person or entity in any jurisdiction or country where such

distribution or use would be contrary to local law or regulation, and it

is the responsibility of any person or persons in possession of this

document to inform themselves of, and to observe, all applicable

laws and regulations of any relevant jurisdiction.

There can be no assurance that professionals currently employed

by Millennium will continue to be employed by Millennium or that the

past performance or success of any such professional is indicative

of such professional’s future performance or success. This

document is not, and should not be regarded as investment advice

or as a recommendation regarding any particular investment or

Strategy, or market(s) in which to invest.

Nothing in this document should be construed as an offer,

solicitation, invitation, marketing of services or products,

advertisement, inducement, or representation of any kind, or as an

opinion on the merits or otherwise, of any particular investment,

investment strategy or market in which to invest. Any examples of

Strategies or trade ideas are intended for illustrative and/or

educational purposes only, and are not indicative of the historical or

future Strategy or performance or the chances of success of any

particular Strategy. You should consult your investment, tax, legal,

accounting or other advisors about the matters discussed herein.

Millennium, its affiliates and clients may, as at the date of

publication, have a long or short position in the investments

covered in this document. We intend to continue trading in the

relevant investments and may at any time be long, short or

neutral these securities (or any other securities of the same

issuer) or any related securities, regardless of the position or

views expressed in this document.

The views and opinions in this document are not guaranteed nor

intended to be complete, and material aspects of the descriptions

contained herein may change at any time. Millennium and its

employees have no obligation to provide recipients hereof with

updates or changes to the information contained in this document.

While every care has been taken in the compilation of this

document and every attempt has been made to present up-to-date

and accurate information, we cannot guarantee that inaccuracies

will not occur. Neither Millennium, its portfolio managers nor any of

its employees will be held responsible for any error or omission

and/or any claim, loss, damage or inconvenience caused as a result

of reliance on information contained in this document.

Past performance of any Strategy shown herein is not a guide, and

should not be construed as a guarantee of future performance as

the value of any Strategy or investments may fall as well as rise,

and an investor may lose all or a substantial amount of their

investment.

Certain portions of the information contained in this document may

constitute forward-looking statements, views or research opinions.

Due to various uncertainties and actual events, the actual

performance of the economy may differ materially from those

reflected or contemplated in such forward-looking statements, views

or opinions. As a result, investors should not rely on forward looking

statements, views or opinions in making any investment decisions.

Any models contained in this document have been provided for

discussion purposes only. There can be no assurance that any

investment opportunities described in such models will become

available to any Strategy or to Millennium. Likewise, it should not be

assumed that any investments described by these models would be

profitable if implemented. It should not be assumed that any trade

or illustration contained in this document would be implemented by

Millennium or that it would be profitable if implemented.
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Key Currency Views
• We believe that cyclical drivers of currencies

will prevail over the coming months, in particular

economic momentum and monetary policy

dynamics, which should support the USD,

especially vs. EUR. A rising risk to that view

however is an escalation in trade tensions that

could result in a market environment

characterised by global recession fears and risk

aversion, set to benefit safe-haven currencies

such as JPY and CHF. Over the longer term, as

the US expansion matures, structural factors are

likely to come back as headwinds to the USD

including US twin deficits and a lack of progress

in boosting potential growth through structural

reforms.

• Over the coming months, EUR faces downside

risks in our view from internal political

challenges, growth constraints (e.g. trade

uncertainties, capacity issues) and the lack of

urgency for policy normalisation. With its dovish

guidance the ECB has likely made the EUR less

sensitive to positive economic surprises as it

would probably take an outsized surprise in

underlying inflation to challenge interest rate

expectations, something that is unlikely to be

delivered as soon as Q3. The longer term

outlook for the EUR should be cushioned by its

strong BoP position and cheap valuation vs.

USD but EUR is likely to remain on the cheap

side of fair valuation as the EMU’s ability to

deepen fiscal/political integration before the next

global downturn is now being questioned.

• Amid a status quo for BoJ policy, USD/JPY is

likely to be driven higher by US bond yields. Yet

JPY’s massive undervaluation and the large

current account surplus keep alive the risk of a

sharp rebound in JPY in case of higher global

risk aversion amid a global trade war.

• Interest rate policy, with our base case for a BoE

hike in August, can only provide limited and

temporary support to GBP given UK’s growth

underperformance and Brexit uncertainties. We

retain a medium-term bearish view on GBP with

a “hard Brexit” being still our base case,

consistent with upside risks for EUR/GBP in Q3.

• Other currencies at the periphery of the Euro

area in contrast look attractive including NOK

and CZK in view of solid domestic growth

dynamics and the monetary policy outlook

especially compared to the ECB. Despite

attractive valuations we remain on the side lines

for SEK and PLN, given the lack of catalyst yet

for a shift in monetary policy. Both for PLN and

CZK global factors (e.g. EM positioning unwind,

US protectionist measures against EU) however

pose risks to a constructive view.

• CAD is cheap vs. USD on our measures and

likely to benefit from under-priced BoC tightening

in H2 2018, provided NAFTA negotiations

remain in the background. AUD in contrast is

one of the only expensive DM currencies vs.

USD, which leaves it vulnerable to trade policy

risks in the absence of strong domestic support

from the business cycle or the RBA.

• Emerging market currencies are broadly

vulnerable to tighter global liquidity, a

strengthening USD and trade uncertainties but

some degree of differentiation should remain.

TRY, ZAR and BRL are particularly exposed to

the first two external factors. RUB, INR should

be less sensitive. In addition EM Asian

currencies have further scope to price in

China’s slower growth, US trade policy risks, and

the spillovers from CNY depreciation, with KRW

looking more vulnerable than SGD in view of

weak domestic dynamics.
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USD Outlook
• In a synchronised global growth environment

the USD had been disconnected from

interest rate differentials in 2017 and early

2018. Conversely the sensitivity to rate

differentials has recently increased with

global growth becoming less synchronised,

as illustrated by the number of countries

registering PMI manufacturing in expansion

territory.

• Tighter financial conditions in a few EM,

capacity constraints in the Euro area and a

smaller impulse from world trade in Asia take

their toll on growth while the US economy

should be supported by a large fiscal

stimulus over the coming quarters.

• We expect the US cyclical outperformance

vs. other advanced economies to widen in

Q3 2018.

• Private consumption will be boosted by tax

cuts over the coming quarters, although a

third of the boost is likely to be absorbed by

higher gasoline prices and the negative

impact of tighter financial conditions (eg.

higher interest rates, bond yields) which is

expected to kick in as the Fed’s policy stance

moves to restrictive around mid-2019.

• Inflation dynamics are firming and the

economy is at risk of overheating in our view.

A tight labour market, with the unemployment

rate well below equilibrium, puts inflation

risks on the upside. The Fed is likely to

tolerate a small overshoot of its inflation

target but also deliver a steady, quarterly

pace of rate hikes in our view.

• USD valuation remains expensive vs. other

advanced economies based on PPP.

Combined with deteriorating sovereign debt

dynamics and widening twin deficits, this will

likely act as a strong headwind for the USD

over the longer term.

Some cyclical US outperformance to boost the USD

Source: Macrobond. Data as of  3 July 2018.

Source: Macrobond. Data as  of  4 June 2018.

Inflation dynamics firming as unit labour costs rise

Sources: Macrobond, Markit. Data as of  3 July 2018.

Less synchronised global growth supports the USD
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EUR Outlook

• The ECB’s unanimously agreed upon

forward guidance that interest rates will

remain on hold ‘at least through the summer

of 2019’ leads us to not expect a rate hike

until September 2019. Front-end yields will

therefore be capped even if data improves. A

steepening of the yield curve is possible, in

particular with QE ending in December,

however this would require a meaningful rise

in Euro area inflation expectations and/or

cyclical growth data.

• There is sparse evidence of such an

improvement in cyclical growth. PMIs,

industrial production, and exports weakened

in Q2 relative to Q1. Consensus expectations

for real GDP growth have been marked down

to 2.2% YoY for this year.

• The bright spot is the labour market where

unemployment (at 8.4%) continues to make

new cycle lows, which, with evidence of

labour shortages has underpinned a rise in

compensation per employee, a series of

positive wage agreements across the Euro

area, and still high consumer confidence.

Capacity components of business surveys

also point toward building price pressures.

• The current account surplus is stable at 3.5%

of GDP, with net service growth offsetting

weaker net trade. Trade performance is a

risk in Q3 given weakening global trade and

US protectionism, in particular with threats to

the EU automotive sector.

• EUR remains cheap on historical REER,

FEER and PPP metrics in light of a large

current account surplus, and low inflation,

respectively. The aforementioned structural

risks and further cyclical growth

underperformance vis-à-vis the US mean a

cheap valuation may persist in Q3.

Falling activity, but rising inflation leads to an overall stable ECB rate 

monitor signal

Source: Macrobond. Data as of  April 2018.

Increased risk of growth slowdown extending into 2H18

Sources: MGI, Macrobond. Data as of May 2018

Source: Macrobond. Data as of April 2018.

Structural flows are still supportive of the EUR REER
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JPY Outlook
• Abenomics is on a holding pattern, with little

new progress in structural reforms. In addition,

personal scandals affecting PM Abe’s

popularity ahead of the September LDP

leadership election have created a tail risk of a

regime change, although the recent rebound in

Abe’s popularity keeps that risk very low.

• Consumer spending has been lagging

business investment since Abenomics was

launched. At the start of Q2 2018 economic

data point to a modest rebound of consumption

and investment from a very weak Q1 (the first

quarterly GDP contraction in 9 quarters).

• We see an unchanged BoJ policy stance by 

end-2019 in contrast to Fed tightening cycle. At 

the very least the BoJ is likely to accommodate 

the rise in the consumption tax scheduled in 

Oct 2019 and delay any tightening to 2020 in 

our view.

Japan: Private consumption has failed to benefit from Abenomics

in contrast to investment

Source: Macrobond. Data as of 3 July 2018

.

GBP Outlook
• H1 GDP will have probably only averaged

0.2-0.3% QoQ, which seems largely in line

with recent supply trends. We expect the

fundamentals for the consumer to improve in

the remainder of the year underpinned by a

modest recovery in real wages. This should

lead to a resumption of a modest absorption

of spare capacity and lead to a further BoE

rate rise (August in our base case).

• While economic activity is looking up a bit in

H2, the UK remains a major underperformer

among advanced economies, which seems

set to continue in the quarters ahead. Against

this backdrop, the BoE’s tightening cycle

ought to remain limited and gradual and

unlikely to prove in itself a sustained driver of

GBP strength.

• We continue to believe the risk premium

embedded in GBP to be largely adequate,

upside risks to EUR/GBP seem to be

prevailing.

USD/JPY reconnection with real yield differentials (based on core 

CPI) 

Source: Macrobond. Data as of 4 June 2018

UK GDP growth now slowest in G10

Sources: MGI, Macrobond. Data as of January 2018
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• With spare capacity now absorbed the

domestic inflation picture has normalised, with

a rapid convergence of the BoC core inflation

metrics now hovering around target. While the

Q2 GDP has started with a soft footing (April

GDP 0.1% MoM), we expect forward looking

indicators to maintain a trajectory consistent

with modest above trend growth (as

highlighted by the BoC Outlook survey).

• Oil currencies are at a significant discount to

Brent and WTI prices and CAD is no

exception. While assuming a return in

correlation may not materialise in the near

term, one has to acknowledge the positive

effect on external balances which is not being

sterilised by a stronger currency, providing a

growth impulse.

CAD Outlook BoC Business Outlook Survey: normalising inflation expectations

Sources: MGI, Macrobond. Data as of January 2018.

CAD cheap vs. USD on our short-term fair value model

Sources: MGI, Macrobond. Data as of 19  April 2018

Sources: MGI, Macrobond. Data as of January 2018

.

Australia: Shelter playing a big role in keeping inflation around 2%

AUD Outlook
• Labour market signals remain key for the

RBA, notably a move in the unemployment

rate towards 5% (NAIRU estimate) and an

acceleration in wage growth is a necessary

condition for a rate rise.

• Measures of wage growth provide a

conflicting picture: the punchiest wage prints

may be affected by a quantity effect arising

from the recent strong employment growth.

We continue to view the inflation picture as

very benign. We believe the RBA will be

biased to start a modest tightening cycle (50

bp or so by end-2019) as it strikes a balance

between the improved macro backdrop, low

inflation, financial stability risks and the

willingness to normalise policy.

• AUD remains somewhat expensive. Market-

based valuation for AUD/USD has moved

towards 0.70 on the back of lower iron ore

prices and a higher sensitivity to interest rate

spreads while PPP valuation remains around

0.72, suggesting more downside for

AUDUSD.
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SEK Outlook
• Missing inflationary pressures have put a cloud

of uncertainty on the prospect of policy

tightening in Sweden. Whilst moving from high

levels, the closely watched core CPI services

has been trending lower since the middle of

last year. As a result core CPIF, the central

bank’s current favourite measure continues to

track slightly softer to Riksbank expectations.

The recent focus on an inflation measure

whose historical average is 1.2% tends to

heighten the bar for tightening in our view.

• Wage growth measures have converged but

are failing to show incoming prospects of a

move much beyond 2.5 YoY. Unit labour costs

have averaged 1.5% YoY over the past two

quarters, suggesting still relatively muted

pipeline pressures.

Sweden: Domestic inflation has been trending lower albeit from 

high levels..

Source: Macrobond. Data as of 3 July 2018..

Norway: Economic activity may strengthen further in H2

Source: Macrobond. Data as of May 2018

EUR/NOK fair value closer to 9

NOK Outlook

Source: Macrobond. Data as of June 2018.

• Growth indicators continue to suggest solid

growth backdrop despite the recent moderation

in the European cyclical data, with the latest

trusted network update suggesting yet again

upside risks to the central bank’s forecast of

2.7% YoY in the quarters ahead.

• The expansion is underpinned by the solid

recovery in oil-sensitive sectors, a recovery in

wage growth and external demand.

• Norges Bank strengthened its forward

guidance by making it more explicit and

suggesting that the next rate rise will most

likely come in September, in line with our

expectations.

• We do not exclude that the central bank may

be tempted to remove the 50 bp emergency

rate cuts in two subsequent hikes while

conditions are favourable (a la BoC), before

slowing the pace of tightening in 2019. Given

NOK valuation to market drivers and one of the

most hawkish central banks in G10, prospects

for NOK remain rosy.
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CNY Outlook
• Trade tensions have exposed the

contradictions of FX policy in our view:

authorities seemed to value maintaining FX

reserves above USD 3 trillion and keeping CNY

broadly stable but the potential implications for

higher interest rates and capital controls may

conflict with the needs of the real economy,

especially as trade uncertainties create

downside risks to growth.

• We expect further domestic deceleration to

highlight the unintended impact from financial

de-leveraging. Overall, we look for more CNY

depreciation. CNY still looks expensive: export

growth has been sluggish; the trade surplus

has fallen; CNY is strong vs. history in real

effective terms; USD/CNY has gone ahead of

rate differential with the US.

CHF trade-weighted exchange rate less expensive not cheap

Source: Macrobond. Data as of 11 June 2018

CNY: Financial de-leveraging weighing on investment

Source: Macrobond. Data as of 19 April 2018

CHF Outlook
• While sport events boosted Swiss GDP growth

in Q1 2018, the overall trend has been a solid

recovery in private domestic demand, as the

economy has adjusted to a strong currency

over the last few years.

• With the Swiss economy expected to achieve

price stability by end 2019, the case for

starting policy normalisation has grown.

• The challenge for the SNB remains the slow

exit by the ECB and potential EMU risks

resurfacing into 2019.

• In a positive global risk environment, Swiss

corporate hedging activity has likely helped

drive some CHF (trade-weighted)

depreciation.

• But in our view the potential for further

depreciation should remain limited. Portfolio

outflows by residents are not big enough to

recycle the hefty current account surplus.

• Based on PPP CHF is roughly fairly valued vs.

USD on our measures.

Source: Macrobond. Data as of 3 July 2018

CHF: Inflation rising above the SND forecasts, which are 

already looking for price stability by 2019-2020
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• INR: For INR, a resilient BoP position offers a

buffer. Net foreign direct investment flows to

India have jumped by around 60% on average

over the last 2 years, reflecting the

improvement in the investment climate in the

wake of structural reforms. In turn, the

vulnerability of INR to a reversal of portfolio

flows is mitigated. This is all the more the case

as FX reserves are high (covering 4 times

short-term external debt). Beyond the negative

impact of oil prices, growth attraction remains

intact for INR.

• KRW: We see the BoK remaining on hold in

Q3 2018. With employment dynamics faltering

both in the manufacturing and service sector,

consumer confidence has declined. Financial

stability reasons, including elevated household

debt ratios and housing risks, probably will

take a backseat against the backdrop of soft

domestic dynamics and rising external risk

(e.g. trade uncertainties).

• Despite a cheap FX valuation and a solid

basic surplus buffer, large portfolio outflows

and a widening US-Korea interest rate support

should take their toll on KRW vs. USD over the

coming months in our view.

• SGD: There is greater evidence that the

recovery is broadening to domestically-

oriented service sectors. The labour market

continues to improve, with wage growth

picking up to about 4% YoY and our labour

market slack indicator suggesting absorbed

spare capacity across all metrics outside

relatively subdued hours worked.

• The SGD NEER stands 0.4% above the mid-

point at the time of writing, we expect another

slight increase in the slope as the MAS meets

in October. We believe SGD has room to

outperform regional peers such as KRW and

TWD.

EM Outlook
INR: Despite oil prices BoP basic position is much stronger 

than in 2013

KRW: Consumer confidence has dropped over recent months, 

manufacturing sentiment subdued

Sources: Macrobond. Data as of June 2018

SGD: Better placed than Asian peers to withstand USD 

strength

Sources: Macrobond.  Data as of  January 2018

Source: Macrobond. Data as of 12 June 2018
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• CZK: Labour market conditions have continued

to tighten and translate into higher wages and

core inflation. The CNB has hiked twice this

year, and we see scope for another two hikes

before year-end. We also see underlying

valuation for CZK as attractive, even after the

10% REER appreciation from the start of 2017.

The main risk to the view are regional risks

increasing.

• ZAR: The improvement in domestic sentiment

over 1H18 failed to translate into a pickup in

hard data amid a less buoyant global trade

environment and weakening terms of trade.

Real also reflected in a renewed widening of the

current account deficit for Q1 to 4.8% of GDP.

Growth revisions and economic surprises have

dropped. ZAR valuation has cheapened in

REER terms but growth weakness and capital

outflows will likely keep ZAR weak.

• RUB: Cyclical data has started to slow and

business confidence has taken a dip on the April

sanctions against Rusal and associated FX

weakness. FX-pass through has so far been

limited. We expect the CBR to keep rates on

hold for the remainder of the year, with the

current real policy rate at 5%. Overall, amidst

slowing growth, solid external and fiscal

balances support RUB.

• TRY: Macroeconomic imbalances have built

with the current account deficit widening adding

to already sizeable external funding needs, the

fiscal deficit widening, and inflation expectations

becoming unhinged (10.6% YoY). This has been

reflected in the year-to-date depreciation in TRY

versus the USD (21%) and in trade weighted

(14%) terms, which in itself will aid in

rebalancing Turkey’s external account, along

with the 500bp of hikes this year that takes carry

well above EM peers. TRY looks cheap on our

metrics but restoring the fiscal anchor is key to

the outlook.

CEEMEA Outlook
CZK strength underpinned by improved competiveness

ZAR: Financial account is completely reliant on portfolio inflows

Sources: Macrobond. Data as of January 2018

TRY carry separates from the rest of EM FX 

Sources: Macrobond.  Data as of  June 2018

Source: Macrobond. Data as of May 2018
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