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Canadian Dollar– Are We There Yet?
Summary
• The Canadian dollar has a period of seasonal strength in April
• April is seasonally the strongest month for the Canadian dollar (CAD)* relave to the U.S. dollar (USD) across a broad number of metrics
• Oil is a key driver in the value of CAD, but increasing oil prices in April are
not necessary for the April CAD trade to work
• Ideal seasonal entry date for CAD trade is the last day of March and the
ideal exit date is the last day of April
• Technically, CAD is in a consolida on pa ern, poised for a breakout

Introduc on
Like many other people, I have fond memories as a child of taking long family car
trips. Inevitably, at some point in the journey my siblings and I would ask the big
ques on, “are we there yet?” We knew that we were not at our des na on, but we
wanted to express our impa ence. When the answer came back, “no,” we naturally
would ask the follow on ques on, “when are we going to get there?”
Investors understand the fundamental reasons for the CAD
slide: drama cally lower oil
prices and a loose Canadian
monetary policy

Investors long the Canadian dollar, are asking the same ques ons, “are we at the bottom, and if not, when?” It has been a painful experience watching the Canadian dollar
(CAD) slide. Investors understand the fundamental reasons for the CAD slide: drama cally lower oil prices and a loose Canadian monetary policy, but this does not help
with understanding where a possible bo om might be set, or even if the equilibrium
price will be at a lower or higher level. These are tough ques ons and market experts
have prognos cated both much higher and lower levels.
The purpose of this report is not to put forth a long-term prognos ca on on the direc on of the Canadian dollar, but rather isolate the possibility of the Canadian dollar
performing well rela ve to the U.S. dollar (USD), in the near future. Understanding
this dynamic, will allow investors to adjust their por olios and to take advantage of a
seasonal tradeable opportunity.

Seasonal trend for CAD/USD
The Canadian dollar tends to
outperform USD in April.

The value of the Canadian dollar rela ve to the U.S. dollar is eﬀected by many different variables, including monetary policies, fiscal policies, governance, investment
outlook and commodity prices. Despite the interac on of many diﬀerent variables,
the Canadian dollar has posi ve and nega ve seasonal trends. The Canadian dollar
tends to outperform USD in April. It also has a secondary period of seasonal strength
from August 20th to September 25th, and a period of nega ve seasonal period from
October to January.
There are two main reasons that the Canadian dollar tends to perform well in April,
rela ve to the U.S. dollar. First, April has historically been the strongest month of the
year for oil and energy companies. As a net exporter of oil, the Canadian economy
* Canadian dollar/ U.S. dollar data in this report uses the Canadian dollar as the base and is sourced from the U.S. Federal Reserve Economic Data
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benefits from higher oil prices. Second, the Canadian government fiscal year-end
finishes on March 31st, allowing the government to put forth posi ve economic forecasts, that tend to support a stronger Canadian dollar.
The seasonal trend of the Canadian dollar performing well
in April has been persistent
over me

The seasonal trend of the Canadian dollar performing well in April has been persistent
over me. In Exhibit 1, the graph illustrates a similar CAD/USD seasonal trend for the
long-term period of 1971-2014 and the period over the last twenty-five years (19902014). In the last twenty-five years the seasonal trend has been more pronounced,
with an average greater increase in April for CAD.

April- the strongest month of the year
CAD compared to USD on a monthly basis, from 1971 to 2014 has produced a nominal average loss of 0.009%. In other words, over the last 44 years inves ng in the
Canadian dollar on a monthly basis, in prac cal terms has been “flat.” This allows for
an ideal inter-month comparison of gains.
April is the strongest month for CAD, with an average gain of 0.6% (Exhibit 2). Relave to currency gains and losses for developed economies, April’s average gain is
large and stands out as an anomaly. It’s average gain is more than double that of
September’s 0.25%, which is the next best month of the year.
April stands out not only with
its strong average gain, but
also with its 70% frequency of
outperforming USD

CAD’s performance in April stands out not only with its strong average gain, but also
with its 70% frequency of outperforming USD. Given that CAD has outperformed USD
50% of the me from 1971 to 2014 on a monthly basis, April’s 70% track record is
substan al. The next best month for CAD outperforming USD on a frequency basis is
February, which has a 64% rate of success. Although CAD’s rate of success in February is not significantly diﬀerent than April’s, CAD has only managed an average gain of
0.07% in February.

CAD/USD Monthly dispersion analysis shows April strength
CAD shows the strength of its seasonal trend in its dispersion of monthly returns from
1971 to 2014 (Exhibit 3). Overall, April is the best performing month with the:

•
•
•
•
•
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highest median
highest average
highest return above the average monthly high
lowest loss compared to the average monthly low.
highest percentage of posi ve returns
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Exhibit 4 shows that the trend of a strong CAD in April has persisted over the last ten
years, with both a higher average and a higher median than the other months of the
year. In fact, visually, the success of April is understated in the diagram with the minimum band showing a loss of 3.8% which occurred in 2005. This was the only loss over
the last ten years for CAD in April over the last ten years.

Change in price of oil (West Texas Intermediate) aﬀects the value
of CAD/USD
There are many variables that aﬀect the value of the Canadian dollar rela ve to the
U.S. dollar, including: monetary and fiscal policy, governance, investment outlook and
commodity prices. At diﬀerent mes, diﬀerent variables will have diﬀerent eﬀects,
but the change in the price of oil (West Texas Intermediate - WTI) has had a long-term
influence in the change in value of the Canadian dollar. The sca er plot in Exhibit 5
illustrates the posi ve rela onship between CAD/USD and WTI on a monthly percentage change basis. The Pearson’s r coeﬃcient is 0.33 which indicates a moderately
posi ve rela onship between the percentage change in the price of WTI and the
percentage change in CAD/USD.

March 2, 2015
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The graph in Exhibit 6 illustrates the rolling twelve month percentage change for WTI
and CAD/USD. Although generally, WTI and CAD/USD move together, there are mes
when WTI increases and CAD/USD does not and vice versa. Overall there is a posi ve
rela onship between the change in the price of oil and the value of CAD/USD.

Oil stocks strong seasonal period coincides with CAD/USD’s strong
seasonal period in April
Historically oil stocks have
outperformed in the late winter into early spring

Historically oil stocks have outperformed in the late winter into early spring. From
February 25th to May 9th, during the period from 1984 to 2014, NYSE ARCA OIL &
GAS INDEX (XOI) has produced an average gain of 7.3% and has been posi ve 84%
of the me. This seasonal period is mainly the result of supply/demand imbalances
that occur in oil at this me of the year and investors pushing up oil’s price ahead of
the “driving season” that starts in May. For more informa on on the seasonality of oil
stocks, see Thackray’s 2015 Investor’s Guide.

Is it necessary for the price of oil to increase in April for CAD posive performance?
A rising oil price increases the
probability that the Canadian
dollar will perform posi vely
in April, but it is not a necessary condi on

A rising oil price increases the probability that the Canadian dollar will perform posively in April, but it is not a necessary condi on.
Exhibit 7: April % Gain– West Texas Intermediate (WTI) & CAD/USD 1984-2014
WTI & CAD Nega ve
CAD WTI

1984
1985
1986
1987
1988
1989

-0.6 -1.8
0.0 -2.3
1.7 28.3
-2.4 -0.4
0.4 5.3
0.6 -4.5

WTI Nega ve & CAD Posi ve
CAD WTI

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999

0.4 -7.4
0.7 6.8
-0.5 7.3
-1.0 0.4
0.1 14.3
2.9 6.3
0.2 -1.3
-1.0 -1.0
-0.9 -1.4
3.5 11.3

CAD WTI
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

-1.9 -4.3
2.8 8.2
1.8 3.7
2.5 -16.9
-4.5 4.5
-3.8 -10.3
4.2 7.9
4.2 -0.2
1.8 11.7
5.6 2.9

CAD WTI
2010
2011
2012
2013
2014

0.4
2.4
1.1
1.0
0.9

2.9
6.8
1.8
-3.9
-1.8

Source Data: Bloomberg
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Exhibit 7 shows that most of the me, both WTI and CAD/USD has been posi ve in
April and that most of the nega ve occurrences for CAD have occurred when WTI has
been nega ve.
CAD/USD has been posi ve
most of the me, regardless
of whether WTI has risen in
price, but has increased with
a greater frequency when WTI
has been posi ve

Exhibit 8 summarizes the rela onship between WTI and CAD/USD for the month of
April from 1984 to 2014. When WTI has been posi ve (17 mes), CAD/USD has been
posi ve 14 mes or 82% of the me. When WTI has been nega ve (14 mes), CAD/
USD has been posi ve 8 mes, or 57% of the me. In other words, historically CAD/
USD has been posi ve most of the me, regardless of whether WTI has risen in price,
but has increased with a greater frequency when WTI has been posi ve.
Exhibit 8: WTI & CAD April Performance (1984-2014)

WTI Posi ve
WTI Nega ve

CAD Posi ve
14
8

CAD Nega ve
3
6

Source Data: Bloomberg

CAD- Seasonal Entry and Exit Points
Although April is a strong month for the Canadian dollar, it is important to look at the
me period before and a er the month in determining the length of the seasonal
trade. Not all seasonal trades conveniently start and end at the beginning or end of
the month.

The month before the April CAD trade, March, on average has been “flat” rela ve to
USD with an average gain of 0.01% and a success outperformance rate of 50% (1971
to 2014, Exhibit 2). In other words, the seasonal trend for CAD is neutral for March. A
closer look at the intra-month trend for CAD (Exhibit 9), shows that the last few days
of March tend on average to produce a loss and underperform USD on a frequency
March 2, 2015

5

Canadian Dollar – Is it me yet?
basis. Given this trend, it is typically best to wait un l the last day of March before
taking on a long posi on in CAD.
The month a er the April CAD trade, May, on average has been a weak month for
CAD rela ve to USD, producing an average gain of 0.03% and a frequency of outperformance of 34% (Exhibit 2). Although CAD has produced a nominal average gain in
May, it has only been successful one-third of the me. In this case, the average gain
has been largely skewed by CAD’s outlier rela ve performance of 9% in May 2009.
The situa on was anomalous as the Canadian dollar was rebounding with the stock
markets a er the financial crisis.
On average the first few days in May tend to be slightly nega ve for CAD. The excepon to this is the first day of May which has an average gain, but given that it has a
less than 50% success rate of outperforming USD, it is typically best to exit the CAD/
USD trade on the last day of April.
It is important to note that technical analysis can be used to op mize the entry and
exit dates for the long CAD April trade.
Overall the seasonal trend for
CAD/USD is neutral for the
two months following April....
investors should be looking
more to economic factors and
technical indicators

It should also be noted that on average, overall the seasonal trend for CAD is neutral
for the two months following April. As a result, the end of the seasonal long trade
does not mean that a short trade should be ini ated against CAD. At this me, investors should be looking more to economic factors and technical indicators in making an
alloca on decision between CAD and USD.

Current technical assessment
A er reaching a high of over $1.05 in July 2011, the Canadian dollar rela ve to the
U.S. dollar has been on a downward slope. Even during this downturn, the Canadian
dollar has produced posi ve performances in the month of April. In fact, CAD/USD
has been posi ve in the last nine April’s in a row (see Exhibit 7). Over the last two
years we have seen CAD/USD decline in autumn, consolidate at the beginning of the
next year and then perform posi vely in April.
A er a correc on at the tail-end of 2013, CAD/USD consolidated between $0.88$0.92 at the beginning of 2014. It then started its upward trend in late March and
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broke through its consolida on box and above its downward trendline. CAD/USD
con nued its run before star ng to slide once again in July. Recently we have seen
a similar pa ern to last year with CAD/USD correc ng sharply in autumn 2014 and
consolida on at $0.78 to $0.81 star ng in January.
A pa ern does not repeat itself just because it is the same pa ern. What is important
is that the posi ve technical a ributes that existed last year at this me, are forming
this year. CAD is consolida ng just before its period of seasonal strength, leading to
a poten al break above the consolida on box and a break through of its downward
trendline.
Classic technical analysis would require a breakout before making an investment. In
this case, that would require CAD/USD to break above $0.81 and preferably, also its
downward trend line. Depending on the consolida on me period these two events
could occur at the same me.
Overall, CAD/USD is se ng up well for the start of its seasonal period in April. An early
entry signal would be triggered If CAD/USD were to break above $0.81 within the four
week period before the start of the April trade. If a technical breakout does not occur,
it does not mean that the trade should be avoided. Very o en large gains are missed on
wai ng for a technical breakout at the start of a seasonal period. Given that break outs
are more likely to occur at this me, compared to non-seasonal periods, if the technicals are not substan ally nega ve at the start of the CAD seasonal period, entering into
the trade is s ll an acceptable strategy.

Disclaimer: Brooke Thackray is a research analyst for Horizons ETFs (Canada) Inc. All of the views expressed herein
are the personal views of the author and are not necessarily the views of Horizons ETFs (Canada) Inc., although any
of the recommendations found herein may be reﬂected in positions or transactions in the various client portfolios managed by Horizons ETFs (Canada) Inc. HAC buys and sells of securities listed in this newsletter are meant to highlight
investment strategies for educational purposes only. The list of buys and sells does not include all the transactions
undertaken by the fund.
While the writer of this newsletter has used his best efforts in preparing this publication, no warranty with respect to
the accuracy or completeness is given. The information presented is for educational purposes and is not investment
advice. Historical results do not guarantee future results
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