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Introduction
Traders have been kept busy in September with numerous central bank decisions,
systemic risks lingering from China’s property market, concerns over the US debt ceiling,
and rising stagflation fears. The confluence of risk factors aligned to form a perfectly
bearish storm for markets, resulting in broad USD strength towards month-end. The DXY
index broke out of its recent range to touch highs not seen since November 2020, while
major currency pairs like EURUSD and GBPUSD touched fresh year-to-date lows. In
derivatives markets, USD liquidity started to become more expensive again as markets
sought refuge, while the safest asset class, US Treasuries, failed to give a clear signal to
markets. On the one hand, demand increased as investors deleveraged risk amid the
current macro environment, while on the other hand, breakeven inflation rates rose and a
hawkish Fed mixed with concerns over a technical default in US bonds to keep yields
elevated.

Prior to the final week of the month, which resulted in the explosive price action
mentioned above, FX markets were relatively calmer. Central banks provided the
excitement mid-month as opposed to a downturn in global macro conditions, while
Canadian and German elections delivered a muted impact for markets as a whole. Out of
the central banks, the Federal Reserve provided the most important message to global
financial markets. Despite the dot plot suggesting the FOMC was evenly split over
whether to hike rates in 2022 or not, Chair Powell signalled that the Fed is likely to begin
tapering at the November meeting and conclude the process by mid-2022. This skewed
the likelihood of a rate adjustment next year in favour of a 25bp hike, especially in the
eyes of money markets once inflation indicators began to flash red towards month-end.
The hawkish messaging was shared by the Bank of England too after the meeting
minutes suggested that rate hikes were now firmly on the table in the short-term. The
Bank also suggested that the end of the QE programme wasn’t necessarily a
precondition for rates to increase, raising speculation that a 15bps hike could be delivered
as early as November. While most central banks signal tighter monetary policy in the
near-term, and the Norges Bank actually delivering it with a 25bp hike this month, the
CBRT began cutting rates despite the rise in inflation. This sent the lira to fresh all-time
lows against the dollar, in line with our expectation in September’s forecasts.

We expect this to keep the dollar on a firm footing over the 1-month horizon, but deem
the current adjustment by FX markets to be too aggressive to be sustainable. We
therefore expect the DXY index to moderate somewhat from current spot levels but
remain above its previous 2021 range.

“Looking ahead, global macro conditions are set to maintain a 
trepid tone in markets over the short-term, especially with key 

events such as the US debt ceiling penciled in. Meanwhile, concerns 
over energy prices and cost-push inflation eroding economic activity, 

and a slowing Chinese economy that is also mired with uncertainty 
over the restructuring of Evergrande’s debt burden, are also unlikely 

to abate in the near-term.” 

https://www.monexeurope.com/news-analysis/in-depth-analysis/fed-signals-faster-tapering-in-2023-but-under-delivers-on-next-years-dot-plot/
https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-england-delivers-hawkish-surprise-even-by-the-markets-standard/
https://www.monexeurope.com/news-analysis/in-depth-analysis/liftoff-from-the-norges-bank-comes-in-a-package-deal-with-revised-rate-path/
https://www.monexeurope.com/news-analysis/in-depth-analysis/lira-falls-to-record-lows-after-concerning-cbrt-decision/


DXY 
While our expectation of mild USD depreciation has served our forecasts well throughout
the majority of Q2 and Q3 of this year, the recent deterioration in the macro backdrop has
forced us to re-evaluate our near-term forecasts and turn marginally bullish on the US
dollar. Despite turning more bullish on the broad dollar, we deem the latest price action in
spot markets as overly aggressive given recent events and expect the global economic
backdrop to stabilise somewhat in coming weeks. While the stabilisation should give
welcome relief to most G10 currency pairs, we believe risk sentiment and expectations of
global growth will remain tentative towards year-end.

This should allow procyclical FX pairs to recover over the medium-term. Risks to this view
largely focus on the US debt ceiling in the near-term and the implications this has for US
Treasury demand and overall sentiment on the dollar. While over the longer-term
horizon, a more hawkish Fed due to US economic outperformance poses upside risks to
our DXY forecast.

EUR
The euro underperformed relative to our September forecasts as headwinds to the
growth outlook increased while the overall market risk environment soured.
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Chart: G10 and EM FX returns vs USD in September

Given this, we expect a marginal USD retracement from 
current levels, but believe the DXY index will continue to 

trade above the bulk of its 2021 range. In 2022, however, we 
anticipate that growth lost this year has only been displaced. 

Monex’s key views on DXY, EUR, GBP, CAD, TRY & ZAR



GBP
The recent decline in GBPUSD to fresh year-to-
date lows has been exacerbated by the unwind
in bullish positions and isn’t fully reflective of
the deterioration in economic fundamentals.
Once sentiment improves around UK assets,
which can be triggered by improving spending
indicators or evidence of near-term headwinds
alleviating, we expect sterling to retrace more
aggressively than G10 peers as FX markets
begin to build up bullish bets based on BoE
normalisation again. Widening front-end yield
differentials with the US should see GBPUSD
recover above the 1.40 handle in our view,
before more sustained rate increases in the US
limit further sterling upside.

CAD
Despite the recent surge in the US dollar, we see the loonie as more protected from the
risk-off price action given the recent rise in commodity prices, which is expected to
continue in the coming months.

Looking ahead to 2022, an additional taper by the Bank of Canada in October should keep
the Bank on track to hike rates in the latter half of 2022, despite current concerns around
economic activity. We expect the BoC’s normalisation cycle, a higher oil price, and an
improvement in the global macro backdrop to support a return in USDCAD to the 1.21
level.

As we expect these developments to persist towards year-end, we have downwardly
revised our 1-to-3-month forecasts to reflect the more tentative global economic outlook
and our expectation of a relatively stronger US dollar. Over the medium-term, we expect
the headwinds to global and domestic activity to dissipate, rendering a procylcical rally in
FX markets. Meanwhile, domestically, the prospect of the ECB soon phasing out stimulus
and the win of the SPD in Germany’s election should put a floor under EURUSD in the
medium-term. Tighter Fed policy should limit the extent to which EURUSD will rally in
2022, which is reflected in the downward revision to our medium-term forecasts vs
September’s submission. Meanwhile, we also expect policy divergences between the
ECB and BoE to mildly weigh on EUR/GBP.
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Looking into 2022, we 
expect the Bank of England 
to hike rates to 0.5% should 

the transition from the 
furlough scheme prove as 

smooth as the Bank’s 
forecasts currently suggest. 

“Towards the end of the year, Canada’s economic fundamentals should 
support the loonie further, while prospects of additional fiscal stimulus 

in both Canada and the US is likely to encourage this structural rally.” 



ZAR
While we expected ZAR to struggle consolidating its rally towards the 14.00 handle (see
here), we didn’t anticipate a full retracement to above 15.00. Recent price action has
highlighted how exposed USDZAR is to overall market risk sentiment, however, given our
expectation of a stabilisation in macro conditions over the coming month, we expect
USDZAR to be anchored around current spot levels. In 2022, when we expect overall
global activity to increase and risk sentiment to improve, we anticipate a recovery in the
rand to the 14.3 level, but have revised up our USDZAR forecasts relative to September to
account for the possibility of Fed hiking in the latter part of the year.

TRY
The CBRT’s recent 100bp rate cut signals to markets that the central bank no longer plans
to keep real rates in positive territory. The materialisation of President Erdogan’s
preference for lower rates caused the lira to tumble to just below the 9-handle as the
central bank’s credibility was eroded further. While the psychological 9-level hasn't been
cleared just yet, USDTRY is likely to creep up further should inflation continue to print to
the upside, which is a reasonable prospect given the recent surge in energy prices and
still elevated food costs.

However, given the CBRT has already started its easing cycle, we don’t expect the lira to
recover below the 9.00 handle. Meanwhile, further rate cuts in the near-term, or political
intervention in monetary policy, poses upside risks to our USDTRY forecasts.
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With inflation set to ease somewhat after 2021, as base effects 
will soon flip, we expect the lira to recover moderately. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/hot-hand-rand/


Forecasts

Currency 
Pair

1-month 
(31st Oct 2021)

3-month
(31st Dec 2021)

6-month 
(31st Mar 2022)

12-month 
(30th Sept 2022)

G10

EUR/USD 1.165 1.17 1.18 1.20

USD/JPY 112 112 113 113

GBP/USD 1.36 1.37 1.40 1.42

USD/CHF 0.927 0.923 0.941 0.942

USD/CAD 1.26 1.25 1.23 1.21

AUD/USD 0.72 0.73 0.74 0.75

NZD/USD 0.69 0.70 0.72 0.73

USD/SEK 8.76 8.68 8.56 8.42

USD/NOK 8.76 8.63 8.43 8.25

Emerging Markets

USD/CNY 6.48 6.5 6.55 6.6

USD/INR 74 74 73 73

USD/ZAR 15.1 15 14.5 14.3

USD/TRY 9 9.3 9.2 9

USD/RUB 73 73 70 69

USD/PLN 3.95 3.89 3.80 3.68

USD/HUF 300.4 294 290.7 285.8

USD/CZK 21.89 21.75 21.44 21.08

USD/BRL 5.4 5.4 5.2 5.4

USD/MXN 20.3 20 19.8 19.5

Euro Crosses

EUR/GBP 0.857 0.854 0.843 0.845

EUR/CHF 1.08 1.08 1.11 1.13

EUR/CAD 1.47 1.46 1.45 1.45

EUR/SEK 10.2 10.15 10.1 10.1

EUR/NOK 10.2 10.1 9.95 9.9

EUR/TRY 10.49 10.88 10.86 10.8

EUR/RUB 85.0 85.4 82.6 82.8

EUR/PLN 4.6 4.55 4.48 4.42

EUR/HUF 350 344 343 343

EUR/CZK 25.5 25.45 25.3 25.3

EUR/BRL 6.8 6.75 6.4 6.5
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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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