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Introduction
Since Russia’s invasion of Ukraine on February 24th, market pricing has largely been
driven by the corresponding economic fallout as Western nations imposed economic
sanctions on Russia and global commodity prices soared. More specifically, the
performance of major currencies over the course of March largely depended on four
factors: geographic proximity to the war, dependence on Russian exports, magnitude of
the terms-of-trade adjustment, and exposure to the inflation shock. This led to a
bifurcation of the dollar for the majority of the month, as discussed in last week’s Week
Ahead.

Prior to the initial signs of de-escalation in Ukraine, the inflationary impulse stemming
from the war stoked expectations of a more aggressive hiking cycle from the Fed, as the
risks to the US economy from higher commodity prices were largely inflationary as
opposed to impacting growth, like in the UK or the eurozone for example. This led to a
stronger dollar against low-yielding currencies, like EUR and JPY, while other European
currencies excl. CHF and NOK also weakened on stagflationary concerns. Comparatively,
currencies where there was a positive terms-of-trade shock from the onset of the war
strengthened against the dollar. This was visible in G10 commodity currencies like CAD,
NOK, and AUD. The one exception to the above in the G10 space was the Swiss franc,
which rallied on regional risk-off flows – the extent of which saw EURCHF fall below
parity briefly. Outside of the G10 space, monetary policy differentials also played a
dominant role in FX performance over the course of March. LATAM FX, along with the
South African rand, notched impressive gains against the dollar in March despite the
aggressive increase in US yields, a typical pain point for EM currencies. This was due to
the global inflation shock coming at a time when EM central banks were already raising
interest rates to moderate domestic inflation pressures.

Faster and more extensive tightening cycles by EM central 
banks in advance of the Federal Reserve because of the 

inflation shock prompted strong EM FX performance overall. 

While the limited progress in peace talks towards the end of the month blurred the
overall dollar dynamics due to a positive boost to regional risk sentiment, we still expect
some of the dominant drivers of FX markets from March to remain in play in April.
Geopolitical developments are likely to continue generating intraday volatility in FX
markets, while in any eventuality of peace talks, the supply of Russian commodities is
likely to remain substantially restricted. This should continue to support currencies where
the terms-of-trade shock has been positive, while the persistence of the inflation shock
thrusts the ability of central banks to respond to the inflation shock to the fore for FX
traders. Monetary policy announcements by the Bank of Canada, European Central Bank,
Riksbank, Reserve Bank of Australia, and Bank of Japan will prove pivotal for their
respective currencies in this regard.

https://www.monexeurope.com/news-analysis/week-ahead/week-ahead-dont-discount-the-dollar-just-yet/
https://www.monexeurope.com/news-analysis/in-depth-analysis/snb-retain-strong-language-around-chf-intervention/
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As things currently stand, our view is that money market pricing of G10 interest rate hikes
this year is too aggressive, with the Federal Reserve being the likeliest to meet current
expectations given that their inflation rate nears 8% while growth remains strong. There is,
however, currently a disconnect between the way money markets are trading and the
signal delivered by spot FX and bond yields. Over the medium-term, we believe that the
dollar will weaken even if the Fed raises rates in line with money market pricing to 2.3%
by year-end, largely due to the more coherent pricing of interest rate expectations in the
US across multiple asset classes. Comparatively, an undershoot of policy tightening by
the likes of the European Central Bank, Reserve Bank of Australia, and the Bank of
England relative to implied rates in overnight index swaps is unlikely to hamper their
respective currencies. To this point, we expect the broad dollar DXY index to moderate
by nearly 4% over the coming 12 months to trade at the 94 handle, with risks largely tilted
towards a weaker dollar, despite current Fed pricing. In the near-term, March’s Nonfarm
payrolls data, which will be released on April 1st, will be key for whether the US 2-year
yield can break through 2.5% over the course of the month as the possibility of yield curve
inversion currently caps its upside potential. Without breaching this threshold in the near-
term, the dollar may exhibit larger losses than we currently expect under a stable, but not
improving, geopolitical climate.

G10 and EM returns
vs USD in March

Money market pricing of G10 
policy tightening this year is 
too aggressive in our view
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DXY
Under our working assumption of a stabilisation in the Ukrainian war, the dollar’s focus
abruptly shifts to interest rate differentials across the G10 space. Relative to money
market pricing, which we deem too aggressive across all G10 OIS curves, the Federal
Reserve is most likely to meet money market expectations. However, that won’t
necessarily correspond to broad dollar strength as front-end US yields currently sit at
levels consistent with this year’s expected hiking cycle. Without signs that inflation and
inflation expectations in the US aren’t moderating back to target after an aggressive front-
loaded period of policy tightening, we think the repricing of US yields has largely played
out in the near-term, limiting further dollar upside as measured by the DXY index. In
contrast, policy announcements set to take place by other G10 central banks this month
will likely see the expectations of tightening brought forward. Over the medium-term, we
expect the European Central Bank to adjust its monetary policy stance, progressively
raising rates out of negative territory. Given the large EURUSD share within the DXY index
and the likely reallocation of global capital back into the eurozone on the ECB’s migration
out of negative territory, we expect larger DXY downside towards the back end of this
year.

EUR
Our April EURUSD forecasts continue to see a gradual recovery in the pair on the back of
improving growth conditions over the medium-term, which should pave the way for the
ECB to tighten monetary policy further in Q4. In March, nationwide eurozone inflation
indices continued to print to the upside, highlighting the urgency for monetary
accommodation to be withdrawn should growth conditions allow. The ECB
acknowledged this in their March meeting by speeding up the pace of QE taper. While
we’re in acknowledgement that policy should be tightened in Q4, current pricing of 50-
60bps in rate hikes by year-end is excessive in our view. Instead, we expect a 10bp hike at
October’s meeting to followed by another 15bp increase in December, which would bring
the key rate back to -0.25% by the end of 2022. Failing to meet market expectations
shouldn’t dampen sentiment around the euro, given that current EURUSD spot levels
don’t represent the likelihood of ECB policy adjusting towards year-end. Instead, we
expect another hawkish pivot by the ECB in September to pave the way for EURUSD to
trade back above the 1.15 handle in Q4 as capital flows once again start to favour the
eurozone.

Risks to our forecasts are predominantly tilted to the downside as 
long as the war in Ukraine continues and stagflation concerns persist. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/euro-jolts-above-1-11-as-ecb-surprises-markets-with-hawkish-move-despite-war-in-ukraine/
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JPY
The low-yielding yen has been at the mercy of both rising US rates and global energy
prices over the past month. The combination of both has resulted in USDJPY trading in a
new five point range between 120-125. At the upper limit, intervention from the Bank of
Japan is likely, while a break to the downside is unlikely without substantial monetary
policy adjustment from the Bank of Japan. Fed pricing in the near-term should limit
USDJPY weakness, however. Over the 12-month horizon, we expect the Japanese
economy to strengthen along with global growth conditions, while US rates pressure
should subside. This should help JPY recover to levels below 120 given it currently scans
as undervalued in multiple fair value models. Risks to our forecasts largely tilt to the
downside on USDJPY over the projection period due to the possibility of an adjustment in
the current monetary policy framework from the BoJ and the potential of a new global/
regional risk emerging.

CAD
We have adjusted our near-term USDCAD forecasts
downwards to account for the recent positive
terms-of-trade shock and our expectation that the
Bank of Canada will now embark on two successive
50bp rate hikes in April and June to keep inflation
expectations anchored. Correspondingly, we have
upgraded our longer-term USDCAD forecasts as we
think the Bank of Canada will offset its front-loaded
hiking cycle by taking a more prudent stance on
policy tightening towards year-end as financial
stability considerations arise.

All else equal, a 
slower pace of 

policy tightening 
by the BoC relative 
to the Fed should 
weigh on CAD at 

the margin.

Antipodean
While we expected the Russia-Ukraine war to result in a sustained rally in AUD and NZD,
the terms-of-trade shock outstripped our expectations and resulted in both antipodean
currencies trading closer to our 3-month forecast over the course of March. Given the
rallies over the past month, we have marked-to-market our latest AUD and NZD
forecasts. We now expect the rally in AUD to peter out in the near-term as the terms of
trade shock has largely been factored into the Aussie dollar’s spot rate. Towards the end
of the year, however, we expect sustained AUD appreciation as labour market conditions
should support multiple rate hikes from the Reserve Bank of Australia.

SEK
We recently revised our EURSEK calls down to account for the latest shift in Riksbank
communications and stabilisation in overall risk sentiment. The revisions were most
visible in the adjustments of the front-end calls.

https://www.monexeurope.com/wp-content/uploads/Monex-Europe-SEK-Update-March-2022.pdf
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Our longer-end forecasts have only been mildly adjusted as markets were already aware
of the possibility of a hawkish announcement and were looking for at least one hike within
the next six months, but the pivot from the Riksbank came earlier than expected. At the
same time, we expect a stronger euro to partly offset the move as the ECB will likely
signal a rate hike around Q4 this year too. Since our SEK update, further hawkish
commentary from Riksbank members suggest a more bullish stance on SEK. We have
lowered our one-month EURSEK forecast again to 10.15 to account for this. Risks to our
EURSEK forecasts are tilted to the downside and are largely based on core inflation being
higher for longer, which would force the Riksbank to hike earlier than currently
communicated.

BRL
The Brazilian real has rallied over 7% in March, owing to the improvement in the nation’s
terms-of-trade and the currency’s high carry. We expect BRL gains to persist in April on
the back of the BCB’s tightening cycle and a further reduction in BRL risk premia.
However, momentum has largely slowed in the real as the BCB’s tightening cycle edges
closer to maturity. For this reason, we expect only marginal gains in the coming quarter.
Over the 6-month forecast horizon, previous tailwinds for BRL are set to slightly reverse,
with the BCB set to prioritise domestic growth over tackling inflation. In conjunction with
history suggesting the real tends to weaken in the run-up to an election due to political
uncertainty, narrowing rate differentials should weigh on the Brazilian real, pushing it back
towards the 5 handle.

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.

To the upside, a deterioration in risk sentiment would see the risk-
vulnerable krona tumble, as SEK sensitivity to Russia-Ukraine 

headlines has been substantial over the last six weeks.



Forecasts
Currency 
Pair

1-month 
(30th Apr 2022)

3-month
(30th Jun 2022)

6-month 
(3oth Sep 2022)

12-month 
(31st Mar 2023)

G10
EUR/USD 1.10 1.12 1.15 1.17

USD/JPY 122 123 123 118

GBP/USD 1.33 1.35 1.36 1.38

USD/CHF 0.923 0.924 0.922 0.923

USD/CAD 1.24 1.23 1.26 1.25

AUD/USD 0.745 0.75 0.755 0.77

NZD/USD 0.70 0.71 0.72 0.73

USD/SEK 9.14 9.02 8.70 8.63

USD/NOK 8.65 8.39 8.35 8.21

DXY 97.89 97.20 95.70 93.96

Emerging Markets
USD/CNY 6.38 6.4 6.4 6.45

USD/INR 75 75 74 73

USD/ZAR 14.5 14.25 14.8 15

USD/TRY 14.7 14.4 14.4 14.2

USD/RUB 82 79 75 75

USD/PLN 4.28 4.11 4.09 3.80

USD/HUF 333 321 330 308

USD/CZK 22.07 22.14 22.17 21.37

USD/BRL 4.68 4.6 4.9 5

USD/MXN 19.5 20 20.5 20.5

Euro Crosses
EUR/GBP 0.835 0.830 0.846 0.848

GBP/EUR 1.198 1.205 1.183 1.179

EUR/CHF 1.025 1.035 1.06 1.08

EUR/CAD 1.38 1.38 1.45 1.46

EUR/SEK 10.15 10.10 10 10.10

EUR/NOK 9.6 9.4 9.6 9.6

EUR/TRY 16.32 16.13 16.56 16.61

EUR/RUB 91.02 88.48 86.25 87.75

EUR/PLN 4.75 4.60 4.70 4.45

EUR/HUF 370 360 380 360

EUR/CZK 24.5 24.8 25.5 25

EUR/BRL 5.19 5.15 5.64 5.85

EUR/MXN 21.65 22.4 23.58 23.99
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