
 

 
 Despite the recently agreed production cuts, oil prices have 

dropped more than 50% year-to-date, weighing on the CAD 

 The CAD is also exposed via its typical ‘risk-on’ status in a 

‘Risk On-Risk Off’ world 

 Given this double whammy, the CAD is likely to remain 

weak, in our view 
 
The CAD is down about 8% against the USD year-to-date, while oil prices have 

also dropped more than 50% year-to-date (as of 15 April 2020, source: Bloomberg). 

The Organization of the Petroleum Exporting Countries (OPEC) and its allied 

producers including Russia, a grouping known as OPEC+, agreed on 12 April 2020 

to reduce output by 9.7 million barrels per day, but the production cuts, which 

come into effect on 1 May, will only partially offset the gaping hole in demand 

being created by COVID-19. Oil prices continue to struggle. 

It can be hard to disentangle how much of the weakness in the CAD is oil-related or 

an echo of the drop in risk appetite. According to our analysis based on Bloomberg 

data, correlations between USD-CAD against the S&P500 Index are somewhat 

higher than against oil prices over the last month and last quarter, but not materially 

so. In other words, the CAD is slightly more fixated on risk appetite than oil prices. 

G10 currencies have been dominated by ‘Risk On-Risk Off’ (RORO) dynamics, in 

our view. This has seen the ‘safe haven’ currencies, such as the USD and the 

JPY perform well. The biggest depreciation pressures have been felt amongst 

the traditional ‘risk-on’ plays – the AUD, NZD, and CAD. As the outlook around 

COVID-19 remains unclear and this inherent uncertainty feeds into a binary world 

where outcomes either look ‘good / risk-on’ or ‘bad / risk-off’, we would expect 

RORO dominance to persist for the time being.  

On the monetary front, the Bank of Canada (BOC) on 15 April left its policy rate 

unchanged at 0.25%, but announced more asset purchase programs, including its 

plan to purchase up to CAD50bn of provincial bonds and up to CAD10bn of 

investment grade corporate bonds. These programs come in addition to previous 

programs such as the Bankers’ Acceptances Purchase Facility, the Provincial Money 

Market Purchase Program, the Commercial Paper Purchase Program, and the 

BOC’s plans to buy Canada Mortgage Bonds, and a minimum of CAD5bn of 

Government of Canada bonds per week until the economic recovery is “well 

underway”. Yet, with G10 policy rates stuck at zero or below for the time being and 

most central banks engaging in asset purchases and balance sheet expansion of 

some kind, it is hard for individual cyclical stories to come to the fore for any 

currency, in our view. 

Until we see the global health emergency starting to abate, economic data stabilise, 

and policy measures have an effect, G10 currencies are likely to remain at the 

behest of the broader RORO phenomenon. As such, we expect the weakness in 

the CAD to persist in the RORO world, alongside low oil prices.
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Disclosure appendix 

Important disclosures 

This document is for information purposes only and it should not be regarded as an offer to sell or as a solicitation of an offer to 

buy the securities or other investment products mentioned in it and/or to participate in any trading strategy.  Information in this 

document is general and should not be construed as personal advice, given it has been prepared without taking account of the 

objectives, financial situation or needs of any particular investor.  Accordingly, investors should, before acting on it, consider the 

appropriateness of the information, having regard to their objectives, financial situation and needs. If necessary, seek professional 

investment and tax advice.  

Certain investment products mentioned in this document may not be eligible for sale in some states or countries, and they may 

not be suitable for all types of investors. Investors should consult with their HSBC representative regarding the suitability of the 

investment products mentioned in this document and take into account their specific investment objectives, financial situation or 

particular needs before making a commitment to purchase investment products.   

The value of and the income produced by the investment products mentioned in this document may fluctuate, so that an investor 

may get back less than originally invested.  Certain high-volatility investments can be subject to sudden and large falls in value 

that could equal or exceed the amount invested.  Value and income from investment products may be adversely affected by 

exchange rates, interest rates, or other factors.  Past performance of a particular investment product is not indicative of future 

results. 

HSBC and its affiliates will from time to time sell to and buy from customers the securities/instruments (including derivatives) of 

companies covered in HSBC Research on a principal or agency basis.  

Whether, or in what time frame, an update of this analysis will be published is not determined in advance. 

Additional disclosures 

1 This report is dated as at 17 April 2020. 

2 All market data included in this report are dated as at close 16 April 2020, unless a different date and/or a specific time of 

day is indicated in the report. 

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of 

Research operate and have a management reporting line independent of HSBC's Investment Banking business. 

Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses 

to ensure that any confidential and/or price sensitive information is handled in an appropriate manner. 

4 You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest 

payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the 

price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument, 

and/or (iii) measuring the performance of a financial instrument or of an investment fund.  
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HBAP is not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result of, arising from or relating to your use of or reliance on this document. 

HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness of this document. 

This document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You SHOULD NOT use or rely on this 

document in making any investment decision or decision to buy or sell currency. HBAP is not responsible for such use or reliance by you. You SHOULD consult your professional advisor in your 

jurisdiction if you have any questions regarding the contents of this document.  

You SHOULD NOT reproduce or further distribute the contents of this document to any person or entity, whether in whole or in part, for any purpose. This document may not be distributed to the 

US, Canada or Australia or any other jurisdiction where its distribution is unlawful.  
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incur or suffer as a result of, arising from or relating to your use or reliance of this document. HBAP gives no guarantee, representation or warranty as to the accuracy, timeliness or completeness 

of this document. 

Malaysia 

In Malaysia, this document has been prepared by HBAP is issued and distributed by HSBC Bank Malaysia Berhad (127776-V) / HSBC Amanah Malaysia Berhad (807705-X) (the "Bank"). The 
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