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Introduction
Concerns over the spread of the Covid-19 Delta variant, the future of oil production and
fractions in OPEC+, along with the potential contagion of a downturn in Chinese equity
markets meant July was a volatile period for most FX pairs. While the DXY index returned
back to the 92 handle that it started August at, the limited move in the dollar when
measured over the course of the month doesn’t explain the large gyrations visible on a
daily basis. The DXY’s 1.5% range - tilted largely to the upside - and rally up to highs not
seen since April is a clearer indicator of the risk-off mood that grappled FX markets for
most of the month. Amid this environment of resurging concerns around growth and
heightened volatility in other markets, traders found refuge in the dollar and US
Treasuries. The 10-year yield notably dropped to lows of 1.12% in July, levels not seen
since President Biden took office and the reflation trade began, before stabilising just
above 1.2%.

Markets have not only had to digest a shifting economic landscape, but also 
some notable monetary policy meetings.

The most prominent announcement came from the European Central Bank, who
announced the results of their policy review in July. The conclusion of which saw the
central bank shift to a symmetric 2% inflation target and plan to incorporate owner-
occupied housing (OOH) costs to the CPI measure once it is operational feasible. The
central bank then doubled down on its dovish commitment at the July meeting, stating
that it doesn’t just want to see inflation reach 2% over the forecast horizon, but well ahead
of it and for inflation to durably remain around target afterwards. The forward guidance
by the ECB wasn’t unanimously agreed upon, but it is the consensus among the
Governing Council for the time being and marks a further commitment to ultra-loose
policy over the current forecast period. Elsewhere, the Reserve Bank of New Zealand
abruptly halted its Large Scale Asset Purchase programme (LSAP) amid fears of inflation
overshooting the target band in the medium-term. This stoked expectations of an RBNZ
rate hike in the coming quarters. Finally, the Federal Reserve’s meeting towards the end
of the month saw Chair Powell dial back expectations of policy normalisation after the
rate statement saw a change in the language with respect to the economic recovery.

We expect the risk environment to stabilise over the coming month, however,
developments in the global spread of Covid-19 and further turmoil in Chinese markets
may prompt additional bouts of volatility. August’s Jackson Hole symposium scans as the
most important monetary event of the month, where we expect the Fed to announce
further progress on its tapering talks but for commentary to fall short of the formal
tapering announcement.

With the economic backdrop stabilising somewhat towards the end 
of July as markets have finally priced in the latest wave of Covid-19 

globally, August could arguably be plainer sailing. 

https://www.monexcanada.com/news-analysis/in-depth-analysis/ecb-raises-the-bar-for-normalisation-in-the-short-run-flexibility-is-the-key-for-policy/
https://www.monexcanada.com/news-analysis/in-depth-analysis/ecb-makes-policy-tightening-less-achievable/
https://www.monexcanada.com/news-analysis/in-depth-analysis/hawkish-rate-statement-is-dialled-back-by-powell-weighing-on-the-dollar/
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Forecasts

Currency 
Pair

1-month 
(31st Aug 2021)

3-month
(31st Oct 2021)

6-month 
(31st Jan 2022)

12-month 
(31st Jul 2022)

G10

EUR/USD 1.17 1.18 1.21 1.24

USD/JPY 110 111 112 112

GBP/USD 1.39 1.40 1.43 1.45

EUR/GBP 0.84 0.84 0.85 0.86

GBP/EUR 1.19 1.19 1.18 1.17

USD/CHF 0.92 0.92 0.92 0.91

EUR/CHF 1.08 1.08 1.11 1.13

USD/CAD 1.24 1.23 1.21 1.19

AUD/USD 0.73 0.74 0.75 0.78

NZD/USD 0.70 0.71 0.72 0.74

USD/SEK 8.7 8.6 8.3 8.1

EUR/SEK 10.15 10.1 10.1 10.1

USD/NOK 8.8 8.6 8.2 8.0

EUR/NOK 10.3 10.1 9.95 9.9

DXY 92.94 92.37 90.70 89.04

Emerging Markets

USD/CNY 6.48 6.5 6.55 6.6

USD/INR 75 75 73 72

USD/ZAR 14.8 14.5 14.2 14.0

USD/RUB 73 73 70 69

EUR/RUB 85.41 86.14 84.70 85.56

USD/TRY 8.85 9.00 9.00 9.20

USD/BRL 5.0 5.0 4.7 4.5

USD/MXN 20.0 19.8 19.5 19.0
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Chart: G10 and EM FX returns vs USD in May 

DXY 
The flight to safety in the US dollar was notable over the past month, however, with
economic conditions look set to stabilise once again, we continue to hold our bearish
medium-term view on the broad US dollar. Weakness in the greenback may also
spillover into August, albeit only marginally against most crosses from current spot
levels, as the stabilisation in conditions encourages a risk-on rally in FX markets. August’s
Jackson Hole symposium towards the back-end of the month is likely to provide the
dollar with some upside, however, as the Fed updates markets on its tapering
discussions and potentially lays the groundwork for the announcement of the tapering
timeline at subsequent meetings. Given Chair Powell’s tone at the July meeting, we don’t
see the Fed formally announcing the timing of QE tapering at the Jackson Hole event in
August and continue to envisage it at December’s meeting (as per our latest USD
outlook).

A slight hawkish shift in the Fed’s outlook at the Jackson Hole 
symposium should result in higher back-end real yields. 

Under this scenario, we expect both EUR and JPY to weaken 
given their sensitivity to US yields, with their losses resulting in 

a rally in the DXY index.  

EUR 
Many of the supporting growth narratives for the euro-area remain in place, such as
reopening optimism, sustained fiscal stimulus, and a dovish ECB. However, we have
downgraded our EURUSD forecasts over the entirety of the forecasting horizon to reflect
a more modest rally than before.

https://www.monexcanada.com/wp-content/uploads/Monex-Canada-USD-Outlook-July-2021.pdf
https://www.monexcanada.com/wp-content/uploads/Monex-Canada-EU-recovery-May-2021.pdf
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This is due to the changes in the global economic backdrop which has led to broader
USD strength, while EURUSD’s sensitivity to moves in US fixed income markets means its
rally is also likely to be limited by expectations of policy normalisation across the Atlantic.
How markets price the Fed’s QE tapering timeline will continue to be the main risk factor
to our EURUSD forecasts, while the European Central Bank has yet to announce what
asset purchases will look like after the summer and after the expiry of the Pandemic
Emergency Purchase Programme (PEPP). More on this in our EUR outlook.

CNY
Price action in CNY generally followed our expectations in July, with the currency
remaining stable just above the 6.45 level at month-end. However, events throughout the
month confirmed our view that a weaker yuan is likely over the short-to-medium term (as
per our last USDCNY outlook).

A tightening of control over industries and large firms, similar to the crackdown on the
shadow education sector in July, is likely to continue over the coming months as
authorities look to increase their control over private firms (especially those with large
amounts of foreign investment) during the growth transition. The same can be said within
the financial sector too as authorities try to reduce the amount of obvious threats to the
stability of the financial system, dubbed as “grey rhinos”. Foreign investment outflows are
likely to couple with authorities’ appetite to marginally weaken the yuan to offset the
growth impact during this time.

A combination of fading fiscal stimulus, a maturing economy 
slowing the trajectory of China’s growth path, and tightening 

regulations in certain sectors is likely to result in sustained yuan 
depreciation over the coming 12-months.

CAD
The Canadian dollar went on a wild ride in July as Covid-induced growth shocks and
prolonged OPEC+ negotiations weighed on market risk sentiment and oil prices. The
volatile economic backdrop resulted in the USDCAD pair trading within a 4.1% range over
the course of the month, with the loonie touching a five-month low at one point.
However, towards the end of the month, the loonie regained its footing as risk sentiment
broadly recovered. We expect the Canadian dollar to continue its recovery over the
coming quarter, with a one-month target of 1.24 and a fuller recovery towards 1.23 over
the next three-months. Gains in CAD are likely to be driven by data highlighting the robust
nature of the domestic economic recovery as the effect of easing lockdown measures
filter through. However, rising US yields and their impact on US equity returns will limit
the extent to which CAD can rally in our view.

https://www.monexcanada.com/news-analysis/outlooks/eur-outlook-eurusd-in-range-bound-over-summer/
https://www.monexeurope.com/news-analysis/outlooks/fading-stimulus-suggests-fading-the-rally-usdcny-to-hit-inflection-point-over-the-medium-term/
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AUD/NZD
We have adjusted our 1M, 3M and 6M forecasts for both AUDUSD and NZDUSD to reflect
the more limited domestic and global growth outlook that has transpired over the last
month. A resurgence of Covid-19 in key metropolitan areas in Australia has resulted in the
re-imposition of lengthy lockdown measures, which is dragging on growth despite fiscal
authorities best efforts, while it has also led to the closure of the travel corridor between
Australia and New Zealand. The lack of tourism is likely to weigh on New Zealand’s
growth outlook at the periphery, while the overall Covid-19 backdrop in the antipodean
economies remains a key source of downside risk given the limited rollout of
vaccinations.

NOK
Our NOK forecasts have been revised downwards across the entirety of the forecast
horizon as some supporting narratives such as a higher rates this year and an elevated oil
price are now factored in by markets, while downside risks have evolved further. Over the
shorter-term, markets can expect a rate hike from the Norges Bank, however, this has
already been priced in after a rather explicit remark in June’s policy statement which
labelled a rate hike in September as “highly likely”. What isn’t known by markets is the
future of policy normalisation by the Norges bank, which we believe will be made clearer
over the 3-month horizon and support the medium-term rally. Under this assumption, we
expect the bulk of the NOK rally to occur over the 3-month horizon.

Despite this view, the USDNOK and EURNOK point forecasts have still been revised
upwards from July. This reflects the potentially slower global growth outlook and limited
upside in crude prices.

The downgrade in the medium-term forecasts is more severe for 
AUD relative to NZD. This reflects not only the more substantial 

downgrade in Australia’s growth outlook, but also the hawkish pivot 
by the RBNZ in July. 

Given this, our NOK forecasts have been adjusted across the 
whole forecast horizon, although our moderately bullish view on 

NOK remains intact. 
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Disclaimer 

This information has been prepared by Monex Canada Inc., an execution-only service provider. The material is 
for general information purposes only, and does not take into account your personal circumstances or 
objectives. Nothing in this material is, or should be considered to be, financial, investment or other advice on 
which reliance should be placed. No representation or warranty is given as to the accuracy or completeness 
of this information. No opinion given in the material constitutes a recommendation by Monex Canada Inc., or 
the author that any particular transaction or investment strategy is suitable for any specific person. The 
material has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research, it is not subject to any prohibition on dealing ahead of the 
dissemination of investment research and as such is considered to be a marketing communication.

RUB
The front-end of our ruble forecasts have been slightly adjusted since July’s submission
largely due to the higher entry spot level, but despite this revision the bullish direction for
the ruble and our longer-term views remain. Our forecasts continue to envisage a ruble
rally on the back of the CBR’s recent hikes and hawkish forward guidance as well as our
expectation of a sustained global economic recovery, despite the latter dynamic being
less clear in recent weeks.

The downside risks to our forecasts are limited by the CBR’s actions, making 
upside risks for the ruble more pronounced.

The largest of which comes from the possibility the Federal Reserve under delivers in the
coming months and delays the announcement of US policy normalisation, which will only
widen rate differentials in favour of sustained RUB appreciation.


