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INTRODUCTION
FX market price action focused heavily on vaccine developments and reflationary dynamics in
February. Given the important role vaccine distribution plays in FX price action, we launched
a monthly vaccine distribution chartbook as a means to monitor major vaccine developments
around the globe. The importance of vaccines on FX markets has been best highlighted by
sterling’s rally in February. The pound rose 1.62% against the dollar and 2.24% against the
euro over the course of the month, with GBPUSD trading firmly above the $1.40 handle and
GBPEUR hitting fresh one-year highs prior to the month-end sell-off. Improved optimism
around the pound was largely driven by the UK’s rapid vaccination programme, which
allowed Prime Minister Johnson to announce a roadmap out of lockdown much earlier than
peers. The roadmap compounded the Bank of England’s optimistic outlook for the UK
recovery too after they struck hawkish tones in their February meeting.

G10 and EM FX returns vs USD in February

https://www.monexcanada.com/news-analysis/in-depth-analysis/vaccine-distribution-remains-in-focus-as-many-challenges-lie-ahead/
https://www.monexcanada.com/news-analysis/in-depth-analysis/uk-retail-sales-data-shows-toll-of-january-lockdown-but-markets-look-ahead-to-johnsons-roadmap-to-recovery/
https://www.monexcanada.com/news-analysis/in-depth-analysis/get-ready-for-negative-rates-but-that-doesnt-mean-theyre-coming/
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Improving growth outlooks were also compounded by expectations of additional fiscal
stimulus packages and central banks’ commitments to maintaining accommodative
monetary policy stances. Taken together, these reflationary dynamics resulted in the
steepening of yield curves across the G10 space. The US 10-year captured most of the
headlines, however, as it rose from 1.07% at the beginning of the month to 1.405%. This
placed pressure on US equity markets and EM FX, while G10 currencies experienced intra-
day volatility as traders tried to effectively price the US dollar against a moving US yield
curve.

10-year yields rise across the DM space as reflationary dynamics dominate 
market pricing

While other G10 economies lag the UK in distributing vaccines, 
Australia and New Zealand continue to lead the DM space with their 
economic recoveries after effectively eliminating domestic Covid-19 

cases. This has resulted in AUD and NZD outperformance, which 
continued against G10 peers in February. 
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FORECASTS

Currency Pair 1-month 
(31st March 2021)

3-month
(31st May 2021)

6-month 
(31st August 2021)

12-month 
(28th February 2022)

G10

EUR/USD 1.23 1.25 1.26 1.27

USD/JPY 108 108 106 103

GBP/USD 1.41 1.44 1.47 1.48

EUR/GBP 0.8866 0.868 0.8578 0.858

GBP/EUR 1.154 1.152 1.167 1.165

USD/CHF 0.902 0.904 0.905 0.906

EUR/CHF 1.11 1.13 1.14 1.15

USD/CAD 1.26 1.25 1.24 1.22

AUD/USD 0.79 0.80 0.80 0.82

NZD/USD 0.74 0.76 0.78 0.80

USD/SEK 8.21 8.00 7.94 7.80

EUR/SEK 10.1 10.0 10.0 9.90

USD/NOK 8.37 8.16 8.02 7.87

EUR/NOK 10.3 10.2 10.1 10.0

DXY 89.7 88.57 87.63 86.63

Emerging Markets

USD/CNY 6.43 6.40 6.30 6.25

USD/INR 72.5 72.0 72.0 71.0

USD/ZAR 14.5 14.2 14.0 13.8

USD/RUB 73.5 72.0 70.0 68.0

EUR/RUB 90.4 90.0 88.2 86.4

USD/TRY 7.2 7.0 6.9 6.7

USD/BRL 5.4 5.3 5.0 4.8

USD/MXN 20.5 19.7 19.5 19.0



YOUR GLOBAL FOREIGN EXCHANGE SPECIALIST

FX
Forecasts

USD
Our conservative view on the dollar decline has broadly played out thus far in 2020, with the
DXY index ending the month at 90.8 – just above our expectations of 89.4 back in February.

Rising US yields and the 
impact they’re having on 

markets as a whole is 
keeping the dollar 

buoyant, as evidenced in 
the final trading days of 

February. 

While in the G10 space we anticipate a continued
depreciation of the broad dollar, with the
exception against CHF and JPY, reflationary
dynamics pose a risk to this view. Against
emerging markets, however, the narrative is a bit
clearer. We expect rising US yields to keep a lid on
recent EM gains, especially traditional high-
yielders, with improving risk sentiment in March
resulting in a recovery in the EM space from recent
losses. Risks to this view are titled towards a
stronger dollar in the near-term, as rising US yields
pressure the risk-return profiles of other asset
classes and, in turn, the overall risk environment.

Additionally, while DM yields have risen broadly in line with the US yield curve, G10 central
banks may choose to intervene, at least in a verbal manner, at their March meetings. Should
the Federal Reserve continue its laissez-faire attitude towards a steepening yield curve, the
dollar may even find support in taking a leg higher on a longer-term basis.

JPY
The Japanese yen’s fortunes have turned since the beginning of the year, abandoning the
bullish path we had defended prior. With rising yields in the G10 space becoming the
dominant narrative in FX markets, the Japanese Yen has underperformed all of its peers year-
to-date. The moves in the currency haven´t been isolated to action in foreign bond markets,
however. Stagnation in longer-dated Japanese yields on the back of the Bank of Japan’s yield
curve control policy has impeded Japanese assets from enjoying the reflation trade booming
elsewhere.

This narrative is poised to weigh on JPY as it reverts back to a funding 
currency. In the short-term, the yen might travel further south as the BoJ 
revises its monetary policy tools in the March meeting and the upcoming 
approval of the US stimulus package fuels a further selloff in Treasuries. 

https://www.monexcanada.com/news-analysis/forecasts/monex-canada-february-2021-fx-forecasts/
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By the second half of the year,
however, this bearish narrative may
bottom out, as the widening gap in
US-Japan real yields is already priced
in by markets and Japan catches up
to the same speed of Covid-19
immunization as in other developed
economies. Relatively low valuations
in equity markets might also attract
some attention towards Japan amid
a stock correction elsewhere.

GBP
Developments since the publication of our February forecasts have been substantially
positive for GBP. In response, we have upgraded our full 12-month view on GBPUSD and
GBPEUR to reflect our expectations of a sustained rally in the pound. We anticipate that
much of the sterling rally will occur within the 3-to-6-month horizon as the UK economy
reopens on a structural basis and the economic recovery resumes on a stronger footing than
back in summer 2020. The risks are tilted to the upside in the short-term with the UK budget
set to be released on March 3rd. A commitment of sustained fiscal support could provide the
recent GBP rally with another tailwind, especially as FX and fixed income markets have
shown their appetite to price in an improving growth outlook ahead of time. However, over
the medium-term, the risks are skewed to the downside as the roadmap to recovery includes
a substantial amount of conditions that could result in a delay to the economic reopening. In
addition to this, the jury is out with what households will do with elevated levels of savings
once the economy reopens. While many, including Bank of England Chief Economist Andy
Haldane, argue that there will be a release of pent-up demand once consumers are allowed
to freely spend, others argue that the increased level of savings will be regarded as new
wealth and won’t be released into the economy upon its reopening.

As markets aggressively price in 
the potential normalisation of 

financial conditions, the balance 
of risks for the USDJPY outlook 
increasingly tilts to the upside.

Towards year-end and moving into the new-year, our expectations of the BoE 
beginning to normalise monetary policy by tapering the QE programme should 
see sterling find another footing in the high 1.40’s, however, this is conditioned 

on the Bank’s expected path of recovery playing out throughout the year. 
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CAD
Our latest forecasts maintain our structurally bullish view on the Canadian dollar, but adjusts
for the near-term rally brought about by improved risk appetite and the rise in oil prices.
However, we have long argued that the loonie’s recent rise to 3-year highs has been
premature.

Rising Canadian bond yields may result in action by the Bank of Canada, whose LSAP
purchases are creeping further towards the back-end of the curve already, while March’s
OPEC+ meeting may outline the timeline for bringing output levels back online. Overall, while
we maintain our cautiously bullish view on the Canadian dollar over the coming twelve
months, headwinds to this view over the next quarter are plentiful.

CHF
A booming reflation trade in advanced economies on the back of vaccine optimism and
increased fiscal support turns investors’ attention away from safe-havens. With markets
becoming increasingly fond of risk, low-beta currencies like CHF are poised to lose traction
amid the global economic recovery. While continuing to call for a bearish slide in the franc,
our March projections also account for the recent decline in the currency against the dollar
year-to-date.

The retracement in USDCAD back to the 1.27 level at the end of 
February is more in line with our structural view on the currency 

given its economic fundamentals. In the near-term, the risks to our 
USDCAD forecast are tilted to the upside. 

The higher-than-expected 
decline in the Swiss franc 

early on in 2021 potentially 
means that further losses in 

the currency are limited 
looking forward. 

A softer franc, however, will provide further
opportunities in the EURCHF cross, as we
envisage a stronger EURUSD over the
coming year. This dynamic will be well
received by the SNB, which is still ready to
support the franc depreciation throughout
the economic recovery.

https://www.monexcanada.com/news-analysis/outlooks/cad-to-continue-structural-rally-but-near-term-headwinds-remain/
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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.

NOK
A swift recovery in crude oil prices to pre-pandemic levels has led us to revise our forecasts
higher for the Norwegian krone. We maintain our view of a continued appreciation in NOK
over the coming year as the currency benefits from increased global growth expectations and
a powerful domestic rebound. Crude oil markets should continue to recover as demand
returns, however this will likely be evened out by an OPEC+ timeline for gradually scaling up
output levels, causing crude oil prices to be more stable going forward. Risks are tilted to the
upside for NOK as the Norges Bank signalled a rate hike as early as Q2 2022 or potentially
earlier depending on the reopening of the economy, making it the first central bank in the
DM space to signal policy normalisation. (A full outlook on NOK can be found here).

https://www.monexeurope.com/news-analysis/outlooks/powerful-rebound-in-norways-economy-means-rate-hike-is-on-the-agenda/
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