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Introduction
Easing US financial conditions on the back of weaker-than-expected inflation and flash
growth data has been the main theme for financial markets over the course of November.
Although the Fed’s November 2nd meeting largely fell in line with expectations, as they
hiked 75bps, pointed to a deceleration in the hiking cycle in December, and pushed back
on the “pivot” narrative by emphasising restrictive rates for longer, its messaging was
ultimately undermined by a faster decline in core CPI just a week later. Specifically, the
decline in sequential core services inflation from 0.8% MoM to just 0.5% due to weaker
wage-sensitive services components and cooling shelter price growth fed into the
market’s underlying bias to trim exposure to the highly valued dollar. Following the
inflation report, the dollar broadly sold off in a non-discriminatory manner, with currencies
that have underperformed during the Fed’s hiking cycle thus far leading gains on lower
US rates. Fed officials were quick to push back on the market’s aggressive reaction,
noting that one data point does not make a trend, but their efforts ultimately came to no
avail. The limits on the Fed’s ability to coerce traders to re-tighten financial conditions
was best exemplified by the renewal of the risk-on rally following Chair Powell’s
comments at his first public event since the early November meeting at the end of the
month.

After the kneejerk reaction to the CPI report, the concern among market 
participants migrated to growth conditions. 

Out of all countries’ flash PMIs for November, those for the US caused the most concern
as they highlighted that more businesses across both the services and manufacturing
sectors were experiencing lower growth than in the previous month. Additionally, the
manufacturing downturn looked to be more substantive than the headline activity
measure suggested as anecdotal evidence supplied by respondents showed that
working through backlogs propped up their assessments of current activity. Combined
with the sharp decline in the new orders index, higher inventory ratios, and a reluctance
to replace exited workers, the latest PMI data suggests the US economy is starting to
finally feel the impact of tighter financial conditions. Although the nature of diffusion
indices makes it difficult to interpret the magnitude of the slowdown in activity, the data
prints merely acted as confirmation that the US economy was starting to “re-balance.” If
confirmed by lagged hard data, this will likely lead the Fed to a lower terminal rate, with
recession concerns in 2023 bringing back the possibility of rate cuts in the second half of
next year. Over the course of the month, this was not only reflected in front-end rates,
with the 2-year Treasury yield falling 20bps from its high of 4.7% and terminal pricing
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capping at 5%, but also a further inversion in the Treasury curve. The 2-10 year spread hit
a low of -81bps towards the end of November, its largest degree of inversion since the
1980s.

Growth concerns and curve inversion weren’t isolated to just the US, however. Towards
the end of November, lockdowns in China, which initially had a very limited impact on
market risk sentiment, started to weigh as the tightening in health restrictions were met
with reports of civil unrest. However, the subsequent risk-off spell was brief as some
analysts projected that the protests would result in an earlier full reopening in 2023.
Authorities also stressed that the lockdown measures were temporary and that they were
working to increase the pace of vaccinations among the elderly. Nonetheless, the latest
negative growth shock pushed more yield curves to invert along with the Treasury curve,
culminating in the Bloomberg aggregate global yield curve inverting for the first time in
20 years.

The New Zealand yield curve was one that significantly inverted over the course of
November after the RBNZ hiked 75bps to 4.25%, signalled further rate hikes in the
pipeline, and also projected a recession in 2023. Despite the curve inversion and the
negative outlook for New Zealand’s economy, the kiwi dollar posted one of the best
performances over the past month. NZD appreciation was driven primarily by positive
yield spreads but also boosted by falling Treasury yields given the Kiwi dollar’s sensitivity
to US rates.

Data since the release of Germany’s preliminary Q3 GDP at the end of October, which
showed that the eurozone’s largest economy was not yet in recession despite analyst
expectations, further confirmed that the eurozone economy was proving more resilient
against inflation pressures and tightening financial conditions than initially projected. With
preliminary CPI data for November also suggesting that inflation pressures are
moderating quicker than expected, consensus forecasts now estimate a shallower
eurozone recession over the winter months. Overall, the positive surprises in the
eurozone’s fundamentals enticed traders to sustainably boost the euro back above parity,
with the price action assisted by renewed capital inflows into the continent.

Despite the depreciation in the broad dollar, some LatAm currencies struggled over the
past month. While most LATAM underperformance was driven by deteriorating external
balances, for BRL, the move lower was mostly associated with souring investor
sentiment. After the second round of the presidential election yielded a clear winner in
Lula da Silva on the final day of October, the real rallied dramatically as a contested
election was avoided. Additionally, the tightly fought election resulted in policy proposals
being watered down as both members battled for the centrist votes. The political clarity
and likely more centrist outcome resulted in substantial capital inflows and a 4.2% rally in
BRL on the day. Positive momentum spilt over into the start of November and culminated
in USDBRL hitting a low of 5.02 on November 4th. Afterwards, the real’s fortunes started
to turn as investors were spooked by the President-elect’s policy proposals, which were
far less market-friendly than anticipated. While these fears have abated somewhat as

Amidst all of the doom and gloom, Europe surprisingly offered a bright spot. 
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Congress has pushed back on the initial policies to breach the fiscal ceiling over the next
four years, they continue to weigh on the real’s relative performance within both the EM
and LatAm space.

The dollar broadly 
depreciated 
against the Majors 
in November as 
weaker CPI data 
spurred a risk-on 
rally 

Our thoughts on USD, CAD, GBP, EUR, LatAm, and 
CNY 

USD
The slowdown in US inflation in October came earlier than expected, pulling the DXY
index back to levels we did not expect until next April. With core inflation stepping down
to 0.3% MoM (3.7% annualised) in October from 0.6% the month prior and missing
expectations in doing so, Christmas came early for traders who have been waiting to sell
the dollar after an extraordinary rally this year. Not only did the softer inflation data weigh
on the greenback, but it also led traders to buy US Treasuries (lowering their yields) and
prompted a rally in US equities. The combination of these market outcomes resulted in
US financial conditions substantially loosening, an unfavourable outcome for the Federal
Reserve as it is still trying to tackle historically high inflation. In response, Fed officials
used every available public appearance to try and temper the risk rally, but their inability
to do so meant that the broad dollar consolidated at lower levels.

While data since the CPI report has helped to affirm expectations that US inflation is
starting to roll over, we are hesitant to draw too much from one singular data point,
especially given the track record of analysts' inflation forecasts over the past 18 months.
Our read on recent FX price action is that there remains some hesitancy there by traders
too, hence why the recent drawdown in the broad dollar from its peak has started to face
resistance amid little appetite by market participants to actively engage in short USD
positions. In order for the dollar to continue its descent, we think structural forces need to
shift. In our view, this will require two conditions to be met. First, US yields need to see a
top. For this to happen, consistent signs of falling inflation will need to become visible.
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CAD
The loonie’s 1.6% gain against the US dollar meant it ranked as November’s worst
performing G10 currency. Its limp performance can largely be attributed to the level of
cointegration between the US and Canadian economies, meaning that the same factors
that are weighing on the dollar are similarly impacting the loonie. While this has worked in
CAD’s favour throughout the year, the US data has started to turn, preventing the loonie
from keeping pace with other G10 currencies that saw stronger gains. Other factors
leading to the Canadian dollar’s underperformance include falling commodity prices. Oil

The main risks to our medium-term forecast are the degree of persistence in 
US inflation, Fed policy, the length and severity of Europe’s energy crisis, and 

the timeline for China’s reopening. 

This will require either a continued weakening in growth indicators or a consecutive series
of falling inflation metrics, or both. Second, growth prospects outside of the US need to
improve. While November has seen initial signs of this, with the 10-year falling back
below 4% and eurozone growth data printing on the stronger side of expectations, we
don’t expect the structural backdrop for risk assets to improve on a sustainable basis until
mid-Q1 2023. For this reason, we are now shifting our near-term stance to become
tactically neutral on the US dollar in the near-term and view risks to this forecast as tilted
to the upside. The main risk largely centres on a rebound in core inflation measures in
November’s CPI report. Published just a day before the Fed concludes its last policy
meeting of the year, this data point will likely determine how US rate expectations are
anchored heading into the New Year.

Further out in the forecast horizon, we think market pricing is fairly well positioned with a
terminal rate just shy of 5%. Our baseline predicts a deceleration to 50bps in December
with two further 25bps hikes in Q1 2023 to bring the Fed funds target range to 4.75-5%. In
terms of cuts, historical Fed cycles suggest that they typically do not begin until 6 months
after the final hike. Based on this precedent, we don’t believe the Fed will cut rates until at
least Q4 2023 as it seeks to keep policy in restrictive territory for a sustained period of
time. Markets have also aligned with this view with swaps not pricing a full rate cut until
November 2023. On the growth side, we do not think that European growth prospects will
bottom until mid-winter, when the full extent of energy supply-demand dynamics can be
assessed, while the Chinese economy will proceed sluggishly until the end of its Covid
lockdown policy, which we don’t expect to end fully until early Q2. We therefore expect
both a stabilisation in US rates and an improvement in global growth conditions to force a
tentative structural downturn in the dollar in Q1, turning more robust in the middle
quarters of 2023 as global growth prospects further improve. .

If inflation turns out to be more stubborn than the October CPI report suggested, we
expect the DXY index to retrace some, but not all, of November’s losses given the change
in market positioning and the deterioration in growth prospects. Similarly, a downgrade in
the global growth outlook will also spur haven inflows into USD.
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benchmarks closed out the month 5% weaker than where they began and saw a peak-to-
trough swing of nearly -18% within the month, while wheat prices dropped 13%. The
commodity price pullback is primarily linked to China’s lockdown measures and the
impact a slowing Chinese economy is having on global commodity demand at a time
when supply levels are starting to normalise, specifically in oil markets. Domestic factors
are also playing a role. The latest data show that the impulse to inflation and growth has
tailed off considerably, which will allow the Bank of Canada to pause its hiking cycle,
potentially as early as year-end. We expect another 25bps from the BoC in December,
bringing the overnight rate to 4% before pausing, but the risks skew toward higher rates.
With Canadian rates partially undershooting US rates, we expect a marginal unwind in
recent CAD gains as the dollar consolidates. Befitting with its year-to-date performance,
we don’t expect a substantial unwind in the loonie during this period, however. Over the
medium-term, we expect improving global growth conditions, stable US rates, and
further upside on commodities from China’s reopening to stimulate the next leg lower in
USDCAD.

GBP
At 5.14% on the month, the pound scans as one of the better performing currencies
among the Majors, but much of the recovery in sterling stems from the unwind in short
positioning in the aftermath of the softer US CPI report.

Given little change in the UK’s economic fundamentals and our base case expectation
that structural USD downside is unlikely until Q1 2023, we expect near-term GBP
depreciation as incoming data and BoE decisions highlight the weak fundamentals
underpinning the pound at currently high levels. Unlike in New Zealand, where the RBNZ
are actively pushing the economy into recession via tightening rates further, the BoE’s
actions to lower inflation are exacerbating pre-existing declines in economic activity.
Risks to this view are tilted to the upside and are based on the perceived level of
persistence in US core inflation Uncertainty over the broad dollar in the near-term means
GBP underperformance may be expressed cleaner in crosses. Our one-month forecasts
for GBPEUR exemplify this. Given the improvement in eurozone fundamentals and the
inability for the cross to break through the top of its recent range, we favour a
retracement to 1.15 towards year-end.

With most of the negative positioning having now unwound, we expect 
further upside in the near-term to be limited unless another round of 

broad USD depreciation occurs. 
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EUR
The euro’s retracement above parity was not just a function of broad dollar weakness
following the softening US inflation data. In fact, it was initially driven by an improvement
in the region’s fundamentals as wholesale energy prices started to fall and incoming
economic data rebuffed the consensus view that the economy already slipped into
recession in Q3. While recent activity data suggests that a recession in the eurozone is
unavoidable over the coming quarters, there are signs that the degree of contraction may
not be as severe as initially feared. In our view, this should now keep the single currency
above parity over the winter months unless freak weather events force a faster decline in
gas storage levels. Although our base case sees the euro trading above parity, upside in
the currency pair is likely to be limited as the economy continues to exhibit weak growth
conditions and an historically wide current account deficit. Europe’s energy reliance is
likely to limit the potential upside in the single currency over the longer run too as the
need to rebuild gas inventories for next winter will likely coincide with China’s economic
reopening and lead to another rise in energy benchmarks.

For this reason, despite revising up our EURUSD projections due to the 
improvement in the region’s economic fundamentals, our already bullish 12-

month forecast has seen little revision. 

LatAm
The Mexican peso’s strong economic growth in Q3, alongside a 75bp hike in early
November, supported the currency’s 3% rise against the US dollar. Given the
stubbornness of Mexico’s inflation, which saw core prices reach a new high of 8.7% YoY,
we expect Banxico to keep hiking in lockstep with the Federal Reserve until the end of
the year, and potentially the remainder of its tightening cycle. This could see the
overnight rate top out around 10.75% to 11%, maintaining the high level of carry earned by
traders selling USDMXN. Mexico will face growing political risk in the first half of 2023, as
the country is holding a general election next June. Current president Andrés Manuel
López Obrador, known as AMLO, will likely be a tough incumbent to beat, having taken
strong efforts to concentrate power within his party. The economy, despite its strong
recent performance, is likely to slow as the effects of tighter financial conditions and
weakening demand take hold. We think that will prevent the peso from taking on much
further upside, allowing for gentle appreciation to 18.5 over the 12-month horizon.

Conversely, the Brazilian real was one of the worst performing currencies in the
expanded majors, slipping 0.2% against the US dollar in November despite broad-based
appreciation in most currencies. As mentioned above, this was primarily due to the
proposed level of fiscal easing by President-elect Lula da Silva, which would not only
worsen Brazil’s financing position but also stimulate inflation given the measures
suggested would directly stimulate consumption. Should the fiscal rules be scrapped or
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re-designed to accommodate these policy proposals, the real is likely to continue
underperforming EM and LatAm peers as investors remain cautious around the nation’s
economic outlook. Similarly, questions will be asked about the BCB after the central bank
paused its hiking cycle at 13.75% in August. Should fiscal measures stimulate inflation
from the current level of 6.5%, narrowing real yield differentials will weigh on the real’s
perceived carry. Despite this risk, we think USDBRL will avoid a sharp correction higher as
the checks and balances in Brazil’s constitutional framework mitigate any wide-sweeping
fiscal easing.

CNY
The ability of Chinese officials to sustainably reopen the economy will largely determine
whether USDCNY can return to the 7.00 handle. Price action in the currency pair at the
end of October exemplified this: as lockdown measures were enacted, USDCNY rose to
7.25, before retracing back toward the 7.00 on signs that officials' were softening their
draconian stance. Although there are some indications that officials are moving towards a
dynamic zero-Covid framework, which will naturally soften the economic blow while
mitigating a serious health risk, the absence of such a stance being publicly
acknowledged means the economy’s near-term growth outlook remains highly uncertain.
In light of this, the shifting nature of China’s Covid backdrop and the associated policy
response means that volatility will likely remain unusually high in USDCNY over the
course of December. Even in the event that the economy sustainably reopens earlier than
we currently expect (Q2 2023), we don’t necessarily think that this will facilitate a sizable
drop in USDCNY below 7.00, for two reasons. First, PBoC officials will likely push back on
any substantial appreciation in the yuan until the domestic economy gets back on its feet.
The large positive spread in the China Foreign Exchange Trade System fixing rate and
economist expectations of the midpoint in November on days where sizable CNY
appreciation was expected highlights the reluctance from the central bank to allow the
yuan rally to pick-up momentum. Secondly, the reopening of the Chinese economy will
also likely weigh on its current account as stronger domestic growth stimulates imports
and the loosening of travel restrictions renews the nation's deficit in services. For this
reason, we don’t expect USDCNY to retrace below the 7.00 handle until the Chinese
economy fully reopens and begins to exhibit a growth “catch up” in H2 2023.

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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Forecasts

Currency Pair
1-month 
(31st Dec 2022)

3-month
(28th Feb 2023)

6-month 
(31st May 2023)

12-month 
(30th Nov 2023)

G10
EUR/USD 1.03 1.03 1.07 1.10

USD/JPY 140 130 125 125

GBP/USD 1.18 1.16 1.20 1.25

USD/CHF 0.95 0.93 0.92 0.91

USD/CAD 1.35 1.35 1.32 1.30

AUD/USD 0.65 0.68 0.70 0.72

NZD/USD 0.62 0.64 0.63 0.66

USD/SEK 10.7 10.4 9.8 9.4

USD/NOK 9.9 9.7 9.2 8.6

DXY 107.26 106.20 102.40 99.93

Emerging Markets
USD/CNY 7.2 7.0 6.9 6.8

USD/INR 81 81 80 75

USD/ZAR 18.5 18.0 16.5 16.0

USD/TRY 18.7 18.8 18.8 19.0

USD/PLN 4.60 4.56 4.40 4.00

USD/HUF 403 388 374 345

USD/CZK 23.8 23.8 22.4 21.4

USD/BRL 5.3 5.2 4.9 4.8

USD/MXN 19.5 19.8 19.5 18.5
Euro Crosses

EUR/GBP 0.87 0.89 0.89 0.88

GBP/EUR 1.15 1.13 1.12 1.14

EUR/CHF 0.98 0.96 0.98 1.00

EUR/CAD 1.39 1.39 1.41 1.43

EUR/SEK 11.0 10.7 10.5 10.3

EUR/NOK 10.2 10.0 9.8 9.5

EUR/TRY 19.3 19.4 20.1 20.9

EUR/PLN 4.75 4.7 4.7 4.4

EUR/HUF 415 400 400 380

EUR/CZK 24.5 24.5 24 23.5

EUR/BRL 5.46 5.36 5.24 5.28

EUR/MXN 20.1 20.4 20.9 20.4


