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Key Themes:
· Chinese Industrial Production grows at its slowest pace since the financial crisis, applying pressure to the AUD across the board 

· The Chinese government’s GDP growth target of 7.5% is starting to look unachievable unless significant further stimulus is injected into the economy  
· If history is lesson, then we should be concerned about a financial crisis in China according to comparisons drawn by the IMF recently 
· Iron Ore still under pressure

· US retail sales were fairly strong, the world economy may well need the US to pick up the slack, as Chinese growth slows 
· Will Scotland vote for independence? Could be a lively week for Sterling
Finally the move lower in the AUD that we have been calling for some time is starting to eventuate. It’s important to note that capital flows and carry trading can create significant lags before currencies reflect the underlying economics. However, more often than not over time currencies will move to a value more consistent with economic conditions, such as the country’s trade position.
The soft data from China through the weekend would have caused the liquidation of a few long positions as stop/losses below 0.9050 were taken out, but there could be more to go, especially if the psychological 0.9000 level gives way. 

We also concerned that financial market participants may be growing cynical of China’s ability to continually prop up economic growth through stimulus; the analogy of Lance Armstrong without the drugs comes to mind!      

Data Highlights:

(Exp)

Mon
EU Trade Balance (15.9bn)


US Empire State Manufacturing Index (16.4)



US Industrial Production (0.4%)

Tue
AU Monetary Policy Meeting Minutes

JP BoJ Kuroda Speaks


UK CPI (1.5%)


UK PPI Input/output (0.1%/-0.1%) 


UK CPI (1.5%)


EU German ZEW Economic Sentiment (5.2)


US Core PPI (0.1%)

Wed
NZ Current Account (-1.04bn)


UK MPC Minutes


EU Final CPI (0.3%)


US CPI (0.1%)
Thu
5.00am Fed Funds Rate (0.25%) 

NZ GDP (0.6%)

JP Trade Balance (-0.99tn)


UK Retail Sales (0.4%)


US Housing Starts (1.04m)
Fri
EU Industrial Production (0.6%) 


US Retail Sales (0.3%)


UK Scottish Independence vote 



G20 Weekend meetings 
Scottish Polls (% Percentage Yes)
· ICM (online) 54%

· Panelbase (online) 49%

· ICM (phone) 49%

· TNS (face to face) 49%

· YouGov (online) 48%

· Opinium (online) 47%

· Survation (online) 47%

· Survation (phone) 46%

The Scottish vote appears very close. The closeness of the above vote is probably more to do with the inept and laissez faire approach taken by Westminster (until they woke up in the last week or so) than it is a brilliant “Yes” campaign from Alex Salmond. 
A Scottish friend of mine informed me that had Westminster acknowledged their contribution to the Union and addressed their concerns rather than threating them with consequences of independence the vote would have never been this close. Unfortunately David Cameron doesn’t seem to have realised that the threatening approach was not working; warning the Scots that there is no way back in from independence late last week. 

Imagine you lent your cousin in the big smoke loads of money over decades so he could support his unruly family, and one day you said I don’t think this is fair anymore and is sole retort was; “you are no one without me”! The phrase “’stuff you mate, I’ll be just fine” comes to mind. 
This is obviously a massive over simplification of the facts, but is a fair reflection of wants going through the minds of frustrated Scottish voters.   That being said we still expect Scotland to vote to remain in the union. 
AUD/USD
What a difference a week makes! Having finally broken through some key support levels the AUD is testing the psychological 0.9000 level as I type. Should this give way then further losses towards 0.8950 and then 0.8840 could well unfold thereafter. Beneath here you have the previous low at 0.8667 and Fibonacci resistance at 0.8550. Over the course of the next 6-9 months we wouldn’t be surprised to see all these levels tested. However, the strength of the AUD has been a big contributor to the RBA’s reluctance to raise interest rates. With the AUD below 0.9000 the RBA will probably start to bring forward rate hikes and this will in turn support the AUD, and thus we don’t expect a one way street in terms of price action.  

NZD/USD
The NZD is now testing the trend line support around 0.8120/50 we mentioned last week. With the USD looking strong, softer domestic data, and a more dovish RBNZ risks are still skewed south for the NZD. A test of at least the psychological 0.8000 level looks likely. Below 0.8000 the RBNZ may start put rate hikes back on the table and in turn bring some support for the NZD. For now we expect sellers to emerge on any rallies above 0.8200.
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AUD/JPY
The pullback we referenced last week does appear to be underway as the AUD gets whacked across the board. There is some support nearby at 96.50. However, if that’s broken we could well see another fairly rapid selloff towards the 95.00 level. At 95.00 we are a likely buyer within the context of our overall bearish view on the JPY. The carry is likely to get more attractive as we move closer to 2015. For now sellers are expected above 97.00. 
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AUD/NZD
The general unwind of AUD long positions has also hit this pair, its currently testing Fibonacci support  around 1.1040, should this break further losses towards 1.0920 could well unfold thereafter. However, given the broadly softer outlook for the NZ economy and moderation of interest rate expectations we don’t expect this pair to pull back to the 2014 lows. 
[image: image3.png]100.0%{0.8616)

i ! “u i 108500

I ﬂoﬂ

| Iﬂh w F0.8000
'N“WM L83 33) l.ﬂh ‘Hn ”l

38.23(0.7196)

. | Ym“{mntiwm%' . j lwﬂ”ﬂﬂ“\ T
|

it
[ m 'M'
......IW R
0.0%(06319)
M AUDEUR
Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec
| 2014 | 2015

2012
AUDEUR Curncy (AUD-EUR X-RATE) Graph 6 Weekly 16SEP2011-15SEP2  Copyright® 2014 Bloomberg Finance L.P. 15-Sep-2014 10:19:12




AUD/EUR
The downtrend mentioned it last week’s report held this pair and it quickly retraced to the uptrend around 0.6950 and is currently sat there as I type. AUD/EUR got hit by a double whammy as general AUD bearish took hold at the same time traders were taking profit in EUR/USD. We would be a buyer here fairly soon, but we could well get a pull back to 0.6860 before we jump in. Ultimately we are still bearish the Euro and expect the downtrend that contained the last rally to be broken in time.  
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AUD/GBP
The British government’s last ditch attempts to sway the Independence vote and more recent polls suggesting the “NO” camp should edge it granted Sterling a reprieve last week. Combining this with a general AUD sell off resulted in a sharp down move in AUD/GBP. Further losses towards 0.5470 look likely hereafter. Regular readers will know our fondness of Sterling for this year (assuming a no vote) and thus we still see potential for a 0.5200, even 0.5000 handle in this pair over the next 9-12 months. 
	PAIR
	Support
	Resistance
	Minor Trend
	Major Trend

	AUD/USD
	0.9000
	0.9190
	Down
	Range

	NZD/USD
	0.8000
	0.8220
	Down
	Range

	AUD/JPY
	96.50
	99.10
	Up
	Up

	AUD/NZD
	1.1040 
	1.1270
	Range
	Range

	AUD/EUR
	0.6860
	0.7240
	Range
	Range

	AUD/GBP
	0.5470
	0.5650
	Range
	Down
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