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INTRODUCTION
Dollar strength wasn’t just a theme over the course of the last month, but for Q1 as a
whole. Reflationary dynamics in the US, brought about by a strong vaccination roll-out and
additional fiscal stimulus packages, caused FX markets to price in US economic
outperformance. While the Federal Reserve managed to temper expectations of earlier
policy normalisation in their March meeting, the dollar continues to sit at elevated levels
as other nations struggle to ramp up vaccination efforts. News of additional fiscal packages
in the US, namely Biden’s infrastructure package, helped keep the dollar trading at recent
highs against G10 FX markets towards month-end, but has the market now set its
expectations of the US recovery too high?

Meanwhile, with the Federal Reserve anchoring front-end yields by maintaining its
commitment to keep rates at the lower bound until 2024 (as per the latest dot plot), yield
spreads are likely to narrow as economies catch-up with US vaccination efforts and embark
on their own economic reopening. Deeper pockets of USD depreciation will be visible where
central banks are expected to front-run the Federal Reserve with normalising policy.
Currencies like NOK, CAD, GBP and NZD stand out in this respect. However, the path of mild
USD depreciation won’t be smooth, with risk-off episodes likely giving the dollar short-term
support.

Additional idiosyncratic risks prevail for some currencies heading into April. Sluggish
vaccination roll-out and rising case count pose a risk for the euro, however, we argue that
much of this downside risk is priced in at present levels, should the situation stabilise.
Meanwhile, in Turkey, political interference in monetary policy has roiled the lira. With
limited FX reserves and political pressure against raising rates further, the lira is likely to
continue its slide, especially with external financing risks coming to the fore in April and May.
In Russia, sanctions still loom large over the ruble, while in Brazil concerns around political
stability and the ongoing wave of Covid-19 continue to pressure the real.

We argue in our latest USD outlook that the projected economic recovery 
priced by markets leaves the risk of economic data underperforming. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/fed-underdelivers-with-dovish-dot-plot-weighing-on-dollar/
https://www.monexeurope.com/news-analysis/pdf/remaining-mildly-bearish-but-finding-pockets-of-deeper-depreciation/
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FORECASTS

Currency Pair 1-month 
(30th Apr 2021)

3-month
(30th Jun 2021)

6-month 
(30th Sept 2021)

12-month 
(31st Mar 2022)

G10

EUR/USD 1.18 1.19 1.22 1.24

USD/JPY 108 108 106 105

GBP/USD 1.40 1.43 1.45 1.46

EUR/GBP 0.84 0.83 0.84 0.85

GBP/EUR 1.19 1.20 1.19 1.18

USD/CHF 0.94 0.95 0.93 0.93

EUR/CHF 1.11 1.13 1.14 1.15

USD/CAD 1.25 1.24 1.22 1.21

AUD/USD 0.77 0.77 0.78 0.79

NZD/USD 0.71 0.725 0.745 0.76

USD/SEK 8.60 8.49 8.23 8.11

EUR/SEK 10.15 10.1 10.1 10.05

USD/NOK 8.48 8.24 7.95 7.66

EUR/NOK 10 9.8 9.7 9.5

DXY 92.27 91.51 89.55 88.36

Emerging Markets

USD/CNY 6.6 6.5 6.4 6.4

USD/INR 72 72 72 71

USD/ZAR 15 14.9 14.8 14.8

USD/RUB 77 74 72 70

EUR/RUB 90.9 88 87.8 86.8

USD/TRY 8.5 8.55 8.7 8.8

USD/BRL 5.8 5.5 5.3 5.2

USD/MXN 20.5 20 19.5 19
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EUR
With EURUSD sitting close to 5-month lows at the end of March, we believe most of the
downside risks to the eurozone recovery are priced in at current spot levels. This should limit
the impact further downside risks revolving around vaccine roll-out has on the single
currency. However, our current forecasts do see a significant

JPY
The rise in USDJPY in Q1 broadly reflected the large divergence in policy expectations from
the Fed and the BoJ, with the Japanese central bank freezing their yield curve at a time of
rising global yields. Most importantly, aggressive US inflation repricing adds to the upside
risks for the USDJPY, as the US economy outperforms most peers in the front end of the year.
This narrative should be tempered by Japan experiencing a catch-up effect from Q2
onwards as it stages a solid vaccination campaign and grabs growth momentum from a
modestly recovered labour market. Risks to this view tilt towards the downside for the yen as
a further widening spread in real yields poses major risks to the currency outlook.

GBP
After experiencing a positive vaccination dividend in February, GBPUSD has since dropped
below the 1.40 handle. Negative external risks have arisen at a time when the narrative
around the pound stagnated, with markets waiting to see if the government can live up to
expectations and gradually reopen the service sector in Q2. With the tentative April 12th
deadline approaching, should the government reach its goals and allow a partial reopening of
services, sterling is likely to exhibit another wave of optimism. This would drag GBPUSD back
up to the 1.40 level in our eyes, while risks to a more extensive recovery hinge on how
quickly consumption rebounds in the aftermath.

Meanwhile, we expect the 
dollar to mildly weaken 

across the board as other 
advanced economies play 

catch up with the solid 
upside narrative in US yields 

early in the year.

downward revision across the entire forecasting
period relative to our March projections, but we
expect the pair to be trading close to its bottom
at the moment given the aggressive slump over
Q1. In the following months, the euro should
benefit from a swift vaccine roll-out in the
coming quarter as delivery by existing suppliers
like Pfizer, BioNtech and Oxford AstraZeneca will
increase, while newly approved vaccines by
Johnson & Johnson should also aid the speed of
vaccination in the EU.



However, negative risks to this short-term view remain and largely focus around the
progression of the virus. Should it inhibit the government from reopening parts of the
economy in April, or a subsequent wave due to the partial reopening hamper further efforts
to ease restrictions, sterling is likely to be placed under further selling pressure.

Antipodean
Gains in NZD and AUD have largely dried up in March as expectations of monetary
normalisation were trimmed in both Australia and New Zealand. For AUD, a dovish RBA poses
substantial headwinds to further gains in the currency, with Governor Lowe explicitly
rebutting current market pricing in recent communications. While we anticipate AUD
strength over the coming 12-months, it is now much more limited than previous forecasts

NOK
Our Norwegian krone forecasts saw the most aggressive revisions in April as it wasn't just
broad USD dynamics, crude oil markets and overall risk sentiment that drove the currency
but predominantly the Norges Bank that came out with even more hawkish projections than
before. Our previous forecasts already saw NOK outperform vs most G10 peers, however the
decision by the Norges Bank to signal its first rate hike in Q4 2021 vs the previous Q1 2022
gave the krone an additional edge. With the Federal Reserve then signalling in the same week
that it will keep policy accommodative despite rising inflation and policy expectations in the
US, monetary policy divergence between the Fed and the Norges Bank should see USDNOK
falling further as the Norwegian krone continues to outperform, while EURNOK will also see
significant losses.
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We believe that the current government timeline is feasible, and 
given a strong rebound in consumption, the pound will enjoy a 
structural rally back into the mid-1.40’s over the coming year.

In relative terms, policy divergence 
supports our view that NZD will 
now outperform AUD over the 

forecast horizon.

Meanwhile, expectations of earlier policy
normalisation were trimmed in New Zealand
after the government imposed measures
aiming at cooling the domestic housing
market. While we still anticipate the RBNZ to
normalise policy prior to the Fed, the
projected rally in NZD has been flattened
based on the latest announcements.



RUB
We expect the Russian ruble to continue to appreciate against the euro and US dollar
throughout most of our projection period, but adjusted the front-end of our forecasts up to
reflect the recent rise in geopolitical tensions.

In the months after, under our broad USD outlook, we expect a large proportion of the EM FX
space to resume its recovery as conditions improve and the carry trade reignites. As always,
large downside risks remain to our RUB forecasts, and predominantly centre on the prospect
of rising geopolitical tensions.

BRL
The Brazilian real is set to test lower levels in the short-term as the health and economic
outlooks keep worsening and prospects for fiscal expansion beyond the rule cap weigh on
investors sentiment. Covid infections have exploded in the country over the last month, with
record daily cases of over 3,700 recently. As more stringent economic restrictions are needed
to tackle this situation, higher demand for fiscal aid puts further pressure on the currency,
despite the early hike in interest rates and prospects for further normalisation in the following
months. Economy Minister Paulo Guedes stated that covid-related spending could be
excluded from the government ceiling, raising downside risks for the fiscal and currency
outlooks. Once these risks clear, however, we anticipate the real will recover, largely due to
the low starting base.
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With sanctions looming, we expect sentiment towards Russian assets 
to remain tentative, resulting in RUB depreciation vs USD and EUR in 

the short-run. 

Disclaimer

This information has been prepared by Monex Europe Limited, 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 Europe Limited 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.
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