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• USD fails to hold CPI-driven gains as 

US yields slide.  

• CAD losses capped again near 1.43, 

spreads may drive minor gains

• EUR regains 1.12 handle as major 

retracement support holds.  

• GBP firmer in line with broader USD 

losses, UK Aug data supportive.  

• JPY gains in line with G10 peers.  

• AUD underperforms after weaker-than 

–forecast jobs data.   

• MXN consolidates, shows little change 

amid soft risk mood.    

USD Softer Despite Inflation Worries 

Overview

FX Market Update—The USD is trading generally lower on the session, with the DXY now 

more than 1% below the peak seen yesterday after the US CPI report yesterday.  

Treasurys continue to rally significantly; yields are down 10bps or so at the longer end of 

the curve.  Dollar losses and Treasury gains despite the disappointing inflation data look 

significant; trends may reflect short-term positioning considerations (too many dollar 

bulls and Treasury bears) or asset rotation away from “expensive” tech stocks (which 

remain weak this morning) to “cheap” fixed income.  There has been some mild repricing 

of expectations for the October 28th FOMC, with hike risk pared back to 7bps.  Whatever 

the reason, the USD is lower and may continue to drift.  Core G10 currencies are leading 

gains on the session, with the JPY, EUR and CHF rising 0.4-0.5%.  The AUD is a clear 

underperformer, however, after weaker than forecast jobs data.  Spot is nearing major 

support at 0.6900.  There is a raft of US data out this morning.  After the hot CPI report, 

most attention will fall on the PPI data for trends that could mitigate concern (based on 

CPI) that the core PCE reading for September may also look elevated.  Headline PPI is 

forecast to rise 0.6% in September, with core gains expected to come in at 0.3% (from 

0.2% in August).  Retail Sales are expected to rise 0.3% in September while there is mixed 

news expected from the NY Fed’s October Empire Survey (firmer) and the Philly Fed 

Business Outlook index (weaker).  The Fed’s Goolsbee is speaking at 10ET, Hammack at 

16.30 and Chairman Warsh at 23.30.  The USD might get a small lift from a toasty PPI 

print but much of the good news (on yields) is already largely priced in which limits scope 

for gains and leaves the dollar exposed to weaker-than-expected outcomes.  The DXY has 

drifted a little lower overnight but remains a little above where our basic, front-end 

spread-driven fair value model for the DXY suggests it should be.  

USDCAD (1.4211) The CAD is lagging (and the NOK is underperforming) most of its G10 

peers this morning.  Weak risk appetite and marginal losses for crude oil represent mild 

headwinds for the CAD on the session but some significant compression in US/Canada 

spreads will be supportive for the CAD, if the trend can extend.  The 2Y swap spread is 8-

9bps narrower from levels seen earlier this week.  Spreads remain punishingly elevated  

from an historic point of view but a narrower yield gap plus a very overbought USD may 

combine to provide some drive for a modest improvement in the CAD in the near-term.       

USDCAD short-term technicals: Neutral/bearish – Another firm rejection of the 

1.4295/00 resistance yesterday sets spot up for a more intense retest of the low end of 

the October range – a triple top trigger, in effect – at 1.4210.  A clear push below here 

could drive a very overbought USD back to the low 1.41s. 

EURUSD (1.1206) The EUR rose close to a cent from yesterday’s intraday low through 

overnight trade, peaking near 1.1240 before easing back modestly.  Eurozone data were 

largely ignored (weaker than expected August Industrial Production) as markets adjusted 

to volatile yield and spread movement.  Front-end EZ/US spreads have moved sharply 

back and forth over the past 24 hours but are now little changed from levels prevailing 

ahead of yesterday’s US CPI report.   

EURUSD short-term technicals: Neutral/bearish – Bearish pressure on the EUR extended 

yesterday but losses were short-lived.  Losses based in the low 1.11- right on the 50% 

retracement of the EUR’s 2025/26 rally from the low 1.01 area. This may be significant and 

provide a platform for a heavily oversold EUR to stabilize or recover. EUR resistance is 

1.1240/50.    
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GBPUSD (1.3252) Sterling is little changed from this time yesterday but, in between, spot fell as 

low as 1.3140 or so and rebounded to near 1.3275 overnight.  Sterling gains are broadly in line 

with the core European majors on the session, suggesting little lift from firmer-than-expected 

UK output data for August.  Manufacturing showed surprising strength, rising 1.2% against 

expectations of zero growth, boosting Industrial Production and GDP which rose 0.1% in the 

month (versus forecasts of a -0.1% drop).  Firm data add incremental support for a 25bps rate 

hike at the November MPC.      

GBPUSD short-term technicals: Neutral – Despite the volatility in spot in the past 24 hours, the 

broader range that Cable has been trading within since the spring remains effectively intact.  

Key support remains 1.3140/50.  Gains above 1.3275/80 may drive more strength towards the 

low/mid 1.33s.  

TODAY'S CALENDAR
Time (ET) Country Release Period Consensus  Last 

8:30 CA Manufacturing Sales MoM Aug 1.1% -0.4%

8:30 CA Wholesale Sales ex Petroleum MoM Aug -1.5% 0.3%

8:30 US Retail Sales Advance MoM Sep 0.3% 1.2%

8:30 US Retail Sales Ex Auto MoM Sep 0.5% 1.4%

8:30 US Retail Sales Control Group Sep 0.3% 1.4%

8:30 US Empire Manufacturing Oct 12.3 7.6

8:30 US Philadelphia Fed Business Outlook Oct 28 37.8

8:30 US Initial Jobless Claims 10-Oct 200k 197k

8:30 US Initial Claims 4-Wk Moving Avg 10-Oct      -- 198.00k

8:30 US Continuing Claims 3-Oct 1709k 1716k

8:30 US PPI Final Demand MoM Sep 0.6% 0.4%

8:30 US PPI Ex Food and Energy MoM Sep 0.3% 0.2%

8:30 US PPI Final Demand YoY Sep 5.4% 5.4%

8:30 US PPI Ex Food and Energy YoY Sep 4.4% 4.6%

10:00 US Fed's Goolsbee Interview   

10:00 US Business Inventories Aug 0.40% 0.80%

16:30 US Fed's Hammack Participates in a Moderated Discussion   

17:45 NZ Food Prices MoM Sep      -- 0.3%

22:00 UK BOE Governor Speaks in Fireside Chat in Bangkok   

22:30 EC ECB's Nagel, Germany's Klingbeil Speak in Bangkok   

23:30 US Fed's Warsh in Fireside Chat with IMF's Georgieva   
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