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Foreign Exchange 
 We expect the USD to recover broadly over the next few months,  

following its recent correction 

 The recent bounce in SGD, AUD and NZD offers an opportunity to 
reduce exposure to these currencies 

USD: We expect medium-term appreciation: We expect the USD to 
strengthen as a Fed rate hiking cycle remains on the horizon, though 
we recognise that upside may become limited once rate hikes are fully 
priced in. As mentioned previously, we believe the first Fed rate hike is 
likely to be delayed into 2016 while the cycle itself is likely to be 
gradual, compared to previous instances. Nonetheless, we believe 
Fed interest rate hikes are not fully priced into two-year Treasury 
yields and, hence, believe there is further room for upside, at least 
over the next few months. 

In our view, the recent pullback in the USD was the result of a scale 
back in US interest rate expectations and unwinding of excessive long 
positions against EM and commodity currencies. We do not believe 
the current level of short-term yields accurately reflects our anticipated 
path of Fed rate hikes. Hence, we see the recent pullback as an 
opportunity to add to USD positions. From a technical perspective, the 
USD index (see adjacent chart) is in a key support region, from where 
it has bounced previously.  

EUR and JPY: We expect medium-term depreciation: We believe 
the EUR and the JPY are likely to weaken in the immediate term, 
mainly as interest rate differentials move in favour of the USD.  

In the case of Japan, while the JPY is now significantly undervalued 
relative to history, we do not see immediate catalysts for an 
adjustment. In our view, markets are likely to remain focused on the 
probability of additional BOJ easing. We believe either consistent 
inflation or a peaking of the US economic cycle would be required for 
JPY appreciation to begin. In Europe, we believe policy is likely to 
keep yields capped, which is likely to support the continued use of the 
EUR as a funding currency and support capital outflows from Europe. 
In addition, we do not rule out an extension of additional measures to 
add further support should the economy begin to sputter.    

GBP: We remain medium-term neutral: We expect the GBP to trade 
sideways to the USD in the interim, but outperform G10 and Asia ex-
Japan currencies. In our view, the UK recovery remains broadly on 
track, particularly with respect to a continued pick-up in wages, 
consumer confidence and a fall in unemployment. In our view, the 
Bank of England (BoE) is likely to act sooner than the markets 
anticipate, even as the central bank pushed back rate-hike 
expectations. However, dampening of sentiment amid issues 
surrounding Euro area membership and current account deficit 
funding concerns are key risks to our view.  

AUD: We expect medium-term depreciation: We expect recent 
strength in the AUD to have ended and see the rebound as an 
opportunity to reduce exposure. In our view, the pick-up in the pair 
may have been a result of improvement in risk sentiment following a 
scaling back of Fed rate-hike expectations. However, since the 
supply-demand situation in iron ore, Australia’s largest export, 
continues to argue for further price weakness, we do not see 
significant fundamental support behind the AUD. In addition to this, 
the Reserve Bank of Australia (RBA) remains cautious and is likely to 
ease further, in our opinion, should economic data worsen.  

NZD: Rebound unlikely to last: We do not see the recent rally in the 
NZD being sustained and view this as an opportunity to reduce 
exposure. We believe part of the recent rise may have been explained  

Slight narrowing of interest rate differentials have 
resulted in USD weakness recently 

USD index-weighted interest rate differentials and USD 
index 
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USD index at levels from where it has rebounded 
previously 

USD index 
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Interest rate differentials to remain the main case for 
bearish view on the EUR 

German-US 2-year interest rate differentials and 
EUR/USD 

Source: Bloomberg, Standard Chartered 
 

AUD continues to follow the decline in iron ore prices

Iron-ore prices and AU/USD 

Source: Bloomberg, Standard Chartered 
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by the recent sharp bounce in dairy prices, New Zealand’s largest 
export. However, given that we see a large supply-demand imbalance 
persisting, we do not expect recent NZD strength to be sustainable. 
Moreover, we also expect more policy rate cuts by the Reserve Bank 
of New Zealand (RBNZ), beyond what markets expect, amid weak 
domestic fundamentals. 

SGD: We expect depreciation to resume: We believe recent SGD 
strength following slight policy easing by the Monetary Authority of 
Singapore (MAS) is likely to be temporary. In our view, the SGD 
strengthened as GDP growth in Singapore was slightly higher than 
expected, while the MAS move was smaller than the markets 
anticipated. Going forward, however, we believe a stronger USD is 
likely to be the main catalyst for a weaker SGD.  

Other Asia ex-Japan: We remain medium-term bearish: We 
remain bearish on the Asia-ex Japan currencies as a whole. Hence, 
we believe the recent bounce is an opportunity to increase allocation 
to the USD. The region’s currencies may have been adjusting from 
technically oversold levels following the sharp correction in August. On 
a relative basis, we expect continued outperformance in the INR and 
PHP and expect the KRW, TWD, MYR and SGD to underperform. We 
expect the CNY, IDR and THB to perform in-line with peers. 

For both INR and PHP, a strong external balance of payments 
position remains a key supporting factor. However, in the case of 
PHP, highly stretched currency valuations are risks to our view. For 
TWD and KRW, exposure to China trade and easing bias in monetary 
policy remain key negatives. For MYR, exposure to commodity prices 
and general outflow of capital from EMs remains major negatives. We 
believe the CNH is likely to continue its broad range-bound 
movement. In our view, the policy of maintaining a stable exchange 
rate is likely to remain unchanged. 

 

Bounce in the SGD from technically significant levels 
suggests a continuation in the rally 

USD/SGD spot 

Source: Bloomberg, Standard Chartered 
 
 

Rally in Asia ex-Japan currencies likely due to 
technically oversold indicators 

ADXY and RSI (14) 

Source: Bloomberg, Standard Chartered 
 

Short term 

refers to a horizon of less than 3 months  

Medium term 

refers to a time horizon of 6 to12 months 
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