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Introduction

With economies recovering well from the lockdowns, and inﬂation
rising sharply in most major economic areas, attention among
investors has turned ﬁrmly back to central bank monetary policy. Two

News headlines out of the foreign exchange market have become

central banks in the G10, Norges Bank and the Reserve Bank of New

increasingly dominated by one thing: rising inﬂationary pressures

Zealand, have already raised interest rates, with some others

globally.

indicating that sooner-than-expected hikes are on the cards in the not
too distant future. This includes the Bank of England, which now

Now that the various COVID-19 vaccines have been administered to

looks likely to raise rates before the end of the year. By contrast, the

the majority of the population in the developed world, virus

European Central Bank has continued to strike a dovish tone, and

restrictions have been almost entirely removed in most G10 nations.

appears near the back of the queue of G10 central banks in the

An imbalance between an unleashing in pent-up demand and acute

current interest rate hike cycle.

supply shortages, coupled with rising commodity prices globally,
have sent consumer prices sharply higher in many instances. In the

We think that expectations for both the timing and pace of interest

US, headline inﬂation rose back up to its highest level since 2008 in

rate hikes will be the main driver for currencies over our forecast

September, with price growth in the Eurozone and UK also spiking to

horizon. In our view, those central banks that have either already

nine- and thirteen-year highs respectively. A good gauge of this jump

begun their hiking cycle, or are approaching the need for tightening

in inﬂationary pressure is Citibank’s G10 Inﬂation Surprise index,

will, for the most part, see their currencies outperform. On the other

which rose to its highest ever level last month (Figure 1).

hand, we believe that those that are a long way off from normalising
policy may bring about an underperformance of their respective

Figure 1: Citibank G10 Inﬂation Surprise Index (2006 - 2021)

currencies.

We have produced below a chart of the G10 central banks, denoting
both levels of consumer inﬂation and the timing of when the ﬁrst
interest rate hike in the pandemic era is priced in by futures markets.
Those where inﬂationary pressures are rising most aggressively, and
whose central banks are expected to be the most proactive in
normalising monetary policy, are likely to be viewed most favourably
by currency traders in the coming few months.
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Source: Reﬁnitiv Datastream Date: 18/10/2021
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Figure 2: G10 Inﬂation Rate vs. Central Bank Rate Hike Timing

Figure 3: Ebury’s G10 FX Performance Matrix [% Change] (18/10/21
- 31/12/2022)
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Source: Reﬁnitiv Datastream/Bloomberg Date: 18/10/2021
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Source: Ebury Date: 18/10/2021

Inﬂation data as of the latest available month. Market pricing correct as of
18/10/2021
*quarterly data, New Zealand = Q3, Australia =Q2

We note that we also continue to hold a generally bullish view on risk
assets over our forecast horizon. We expect risk appetite to take a
turn for the better once developing nations have caught up with their
vaccination programmes, and rolled out jabs to a greater share of
their populations. Concerns surrounding the delta variant are slightly
overblown, in our view, as are market fears surrounding the impact of
high inﬂation on global economic growth. In this environment, we are
generally bearish on the safe-haven currencies, including the US
dollar, and bullish on the higher risk ones.

Below is a heat map of our forecasts, denoting the approximate
percentage changes (rounded to 0 d.p) that we are pencilling in
between now and the end of 2022.
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US Dollar USD

Chair Jerome Powell was even more categorical during the
accompanying press conference, stating that it was ‘time to begin’
tapering, and that the process of policy normalisation ‘could come as

Since our last G3 update in August, the US dollar has remained well

soon as the next meeting’ [in November]. While a detailed timeline

bid against most of its major counterparts.

for the tapering path won’t be known until the actual announcement,
Powell did state that it may end around mid-2022. We think that this

The dollar has been well supported since the Federal Reserve’s June

is a hawkish signal that paves the way for hikes in the second half of

meeting, which materially brought forward expectations for US

next year.

interest rate hikes. Since then, FOMC ofﬁcials have become
increasingly more hawkish as inﬂation remains at very elevated levels

As we had anticipated, the Fed’s interest rate projections (the ‘dot

and just shy of multi-decade highs. Continued bouts of risk aversion

plot’) were also revised higher, further bringing forward expectations

brought about by concerns surrounding the delta variant and rising

for hikes. Nine of the eighteen committee members see at least one

inﬂation globally have further supported the greenback, and the US

rate increase in 2022, up from seven in June, with all but one of the

dollar index is currently trading just below its highest level in around

members now envisaging at least one rate increase before the end of

a year (Figure 4).

2023. The median dot suggests that the Fed is now on course to
raise rates once before the end of next year and on three occasions

Figure 4: US Dollar Index (October ‘20 - October ‘21)

in 2023 and 2024, a more aggressive pace than they had previously
outlined. Following the September meeting, we are increasingly
conﬁdent in our call that an ofﬁcial taper announcement is on the way
in November, with the process to begin in December - although the
minutes of the September meeting suggested this could happen as
soon as mid-November. We think the ﬁrst hike in the second half of
2022 is now likely, although this will be highly dependent on the
impact of the ongoing pandemic and evolution of inﬂation.
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Source: Reﬁnitiv Datastream Date: 18/10/2021

At its September meeting, FOMC Chair Jerome Powell gave the
clearest indication yet that a tapering in the bank’s QE programme is
likely to start in November. Communications out of the meeting were
broadly in line with our expectations. There was no ofﬁcial

We’ve continued to witness the presence of elevated inﬂationary
pressures in the US economy in recent months amid a combination of
pent-up demand, rising commodity prices and supply disruptions.
The headline rate of consumer price growth surged to 5.4% in June
and July (Figure 5), its highest level since August 2008, and returned
back to this level in September.

announcement of tapering, although according to the bank’s
statement the Fed ‘judges that a moderation in the pace of asset
purchases may soon be warranted’.
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Even more striking has been the rapid increase in the typically less

The recent acute supply shortages in various sectors, and sharp

volatile core rate of inﬂation that remained at a comfortably above

increase in inﬂationary pressures, are likely to weigh on US growth

target 4% in September, having risen to a 30-year high in June.

during the remainder of the year. We do, however, think that the

Powell has continued to insist that the inﬂation overshoot is of a

impact will be relatively contained - so far, at least, we’ve not seen a

transitory nature, although supply-chain bottleneck effects had been

material deterioration in US macroeconomic data. Indicators of

‘larger and longer-lasting than anticipated’. We think that the Fed is

business activity, for instance, have remained robust. The services

currently underestimating the persistence of high inﬂation and believe

PMI from ISM came in above the level of 60 for the seventh

that a faster pace of rate hikes may be required than that outlined by

consecutive month in September, which suggests very strong

the latest dot plot.

expansion by historical standards.

Figure 5: US Inﬂation Rate (2012 - 2021)

Figure 6: US ISM Non-Manufacturing PMI (2013 - 2021)

Source: Reﬁnitiv Datastream Date: 18/10/2021

Source: Reﬁnitiv Datastream Date: 18/10/2021

While inﬂation has remained very high, in other respects the US

The US labour market has also rebounded well, and almost 80% of

economy has evolved broadly as anticipated in the past few months.

the jobs lost in the country during the pandemic period have now

The early unwinding of restrictions, combined with the country’s

been recovered. That being said, the September nonfarm payrolls

generally more relaxed approach to enforcing these measures, has

report was a slight disappointment. A net 194k jobs were created

allowed the US economy to outperform most of its peers so far this

last month, well short of consensus for the second straight month

year. It expanded by a solid 6.7% annualised in Q2, following on from

(economists had pencilled in a print closer to the 500k mark). We are

similarly impressive growth of 6.3% in the ﬁrst quarter. Particularly

also now seeing record levels of job vacancies. Job openings, as

encouraging has been the robust recovery in consumer spending

measured by JOLTs, remained sky-high at 10.4 million in September,

since the peak of the shutdowns. Retail sales growth has been uneven

just shy of July’s all-time high. We think this poses an additional

in the past few months, although overall sales still came in almost

upside risk to inﬂation, should the shortfall in job applicants cause

18% higher than pre-pandemic levels in August.

employers to raise wages to more attractive levels. Wages are
already growing at a pretty aggressive rate, with average hourly
earnings up another 0.6% month-on-month in September.
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EUR/USD

GBP/USD

E-2021

1.18

1.40

Q1-2022

1.19

1.42

Q2-2022

1.20

1.43

Q3-2022

1.21

1.44

E-2022

1.22

1.45

Figure 7: US JOLTs Job Openings [millions] (2006 - 2021)

Source: Reﬁnitiv Datastream Date: 18/10/2021

Despite the Federal Reserve’s recent hawkish turn, we think that risks
to the US dollar remain skewed to the downside. As one of the
world’s chief safe-haven currencies, the US dollar has continued to
beneﬁt from heightened safe-haven ﬂows on concerns surrounding
the delta variant of COVID, and a slowdown in the global economic
recovery brought about by rising inﬂationary pressures. In our view,
we think that both are perhaps slightly overblown. We think that
inﬂation, strong growth, and risk appetite can coexist given the
indulgent monetary and ﬁscal backdrop, and believe that risk
sentiment will take a turn for the better in the currency markets,
especially once developing nations have rolled out vaccines to a
larger share of their populations.

We are, therefore, continuing to pencil in losses for the USD against
most of its G10 peers, although a faster pace of Federal Reserve rate
hikes presents an upside risk to our dollar view.

ebury.com
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Euro EUR

A good indicator of the severity of these restrictions is the COVID-19
Government Response Stringency index from Oxford University. With
the exception of Spain (42.1), this indicator remains rather high in the

The euro has sold-off against the US dollar since June, with the

big four EU nations, particularly in Italy (71.3) and France (66.7).

EUR/USD pair slipping below the 1.16 level for the ﬁrst time since
July 2020 in late-September (Figure 8).

Figure 9: COVID-19 Government Response Stringency Index [Europe]
(March ‘20 - October ‘21)

The common currency has been among the worst performers in the
G10 in the past few months, we think in large part due to recent
communications from the European Central Bank. The ECB has been
very dovish, and looks unlikely to raise interest rates any time soon,
despite a broad recovery in the Euro Area economy and recent
pick-up in domestic inﬂation.
Figure 8: EUR/USD (October ‘20 - October ‘21)
Source: Reﬁnitiv Datastream Date: 18/10/2021

Economic activity in the Eurozone has recovered well, albeit the
rebound has been delayed relative to the bloc’s major peers. The
Euro Area economy entered into a ‘double-dip’ recession in Q1,
although growth returned in the second quarter, with expansion
coming in at an upwardly revised pace of 2.2% quarter-on-quarter.
Portugal (4.5%) and Italy (2.7%) were among the outperformers, with
Source: Reﬁnitiv Datastream Date: 18/10/2021

Germany (1.6%) and France (1.1%) both lagging behind due to the
more gradual removal of restrictions there. Indicators of economic

The European Union struggled to roll out the various COVID-19

activity covering the third quarter of the year have been strong,

vaccines at anywhere near the pace of either the US or UK at the

notably the business activity PMIs. The composite index retreated

beginning of the year. The pace of vaccinations did, however,

modestly to 56.2 in September from very high levels in the two

accelerate markedly in the second quarter, and most virus restrictions

months prior and is still comfortably in expansionary territory (Figure

have now been removed across the continent as sufﬁcient levels of

10). We see growing downside risks to growth in Q4, particularly

immunity are built up among the bloc’s population. That being said,

from the ongoing fuel shortages in much of the continent. This is

the process of unwinding lockdown measures has been of more

likely to weigh on activity during the remainder of the year, although

gradual nature than across the Atlantic.

we think that the overall impact on GDP will ultimately be relatively

ebury.com

minimal.

8

Figure 10: Euro Area PMIs (2018 - 2021)

We have ﬁnally begun to see meaningful uptrends in both the
headline and core rates of consumer prices in the Euro Area in the
past couple of months. Annual headline inﬂation jumped to 3.4% in
September, and the historically sticky core rate increased to 1.9%,
just shy of the ECB’s target and its highest level since 2008. While we
note that this increase in prices so far appears mostly a consequence
of the low base effect, this apparent lack of concern for rising prices
among Governing Council members will be tested in the coming
months.

Source: Reﬁnitiv Datastream Date: 18/10/2021

Figure 11: Euro Area Inﬂation Rate (2013 - 2021)

Despite rising inﬂationary pressures and the broad recovery in
macroeconomic indicators, the European Central Bank has continued
to strike a dovish tone during recent meetings and looks highly likely
to lag behind almost all of its G10 peers in the current interest rate
hike cycle. Recent Governing Council meetings have not been
without optimism. At its June meeting, the balance of risks was
upgraded from ‘tilted to the downside’ to ‘broadly balanced’ in light
of the recent improvements in the health crisis. Growth forecasts
were also upgraded at the September meeting, with President
Lagarde noting optimism towards the strength of the bloc’s labour
market and recent vaccination progress. The ECB also announced
that it would be recalibrating the PEPP by slowing down the pace of
monthly asset purchases. This is something that Lagarde stressed
was not an indication of tapering, though the distinction is not a
particularly clear one.

An important development has been the upward revision to the
staff’s inﬂation forecasts, which were shifted higher again in
September. According to the bank’s projections, headline inﬂation is

ebury.com

expected to hit 2.2% this year, 1.7% in 2022, and 1.5% in 2023, up
from 1.9%, 1.5% and 1.4% respectively in June.

Source: Reﬁnitiv Datastream Date: 18/10/2021

We think that the recent move lower in EUR/USD has perhaps been
excessive, and are continuing to pencil in gains for the pair in light of
our bearish US dollar stance, and view that the recent fuel shortages
in Europe will have a limited impact on growth. We are, however,
revising our long-term euro forecasts moderately lower, in light of
the continued dovish stance adopted by the European Central Bank.
Upcoming ECB meetings in October and December are now key to
our new EUR/USD forecast. We think that we would soon need to
see a hawkish tilt from the Governing Council to bring the ECB more
in line with the growing chorus of the world’s central bankers that are
advocating the need for policy tightening.

9

We expect to receive greater clarity on the bank’s plans to wind
down its asset purchase programme in December, which is currently
on course to end in March 2022. A lack of any indication from ECB
members that the market may be underestimating the chances of
interest rate hikes would, however, likely be a dovish signal and may
cause us to revise our long-term euro projections even lower.

EUR/USD

EUR/GBP

E-2021

1.18

0.84

Q1-2022

1.19

0.84

Q2-2022

1.20

0.84

Q3-2022

1.21

0.84

E-2022

1.22

0.84
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UK Pound GBP

The UK’s successful vaccination programme, which was the envy of
most nations in the world earlier in the year, has allowed for a
near-total removal of lockdown measures at a time when many other

Sterling remains one of the better performers in the G10 so far in

European countries are imposing at least modest restrictions on daily

2021, although the pound has lost a bit of ground of late and brieﬂy

life. As one would expect, indicators of economic activity have taken

fell below the 1.35 level versus the US dollar in late-September for

a turn for the better following the removal of lockdown measures.

the ﬁrst time since January.

GDP contracted by 1.4% in the ﬁrst quarter of the year, although
growth returned in the second quarter, with the UK economy

Investors have taken a generally bullish view towards the UK currency

expanding by an upwardly revised 5.5% QoQ. A sharp increase in

in the past few months on optimism that Britain’s economy may be

consumer spending (+7.2%), the heartbeat of the UK’s economy, was

set to outperform its major peers in 2021. This optimism comes off

behind the rebound, as consumers rushed back to retail outlets

the back of the removal of almost all of the UK’s virus restrictions in

following the removal of lockdown measures. Businesses also

July, with the easing in measures taking place at a much swifter pace

appeared to adjust to the new post-Brexit rules, with trade adding 1.0

than pretty much every other country in Europe. The Bank of England

percentage points to growth in Q2 (-0.7% in Q1).

also looks almost certain to raise interest rates much sooner than
both the Federal Reserve and the European Central Bank, which

Figure 13: UK GDP Growth Rate (2016 - 2021)

should be supportive of our call for a broadly stronger GBP over our
forecast horizon. The latest communications from MPC members
strongly support our view, and it seems likely that interest rates will
go up before the end of 2021.
Figure 12: GBP/USD (October ‘20 - October ‘21)

eb
ury
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UK growth looks likely to have moderated in the third quarter
m
Source: Reﬁnitiv Datastream Date: 18/10/2021

according to the monthly GDP ﬁgures, business activity PMIs and
retail sales data. The PMIs increased markedly in the second quarter,

eb
Source: Reﬁnitiv Datastream Date: 18/10/2021
ury
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m

with the crucial services index rising to a record high 62.9 in May.
Both the services and manufacturing sectors have continued to post
robust growth, although the composite index has eased since its
all-time highs, coming in at 54.9 in September.
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As has been the case in the US, a shortage of candidates applying

There was no change in policy at the September MPC meeting, nor

for roles in the private sector has led to large vacancies, provided a

did the market expect there to be one. An additional voting member

drag on activity, and been one of the causes behind rising inﬂation.

(Dave Ramsden) did, however, unexpectedly join existing dissenter

Retail spending has also eased following the boom earlier in the

and notorious hawk, Michael Saunders, in voting for an immediate

year. Sales declined in each of the four months through to August.

reduction in the pace of the bank’s QE programme. Communications

Stock shortages caused by the pandemic and Brexit have been cited,

from committee members since then have been even more hawkish.

and we think that the situation may well deteriorate before it gets

Governor Andrew Bailey has voiced concerns over rising inﬂation

better, with a shortage of lorry drivers proving particularly

and stated that a rate increase before year-end was a possibility.

problematic at the time of writing.

Saunders also warned households in October to prepare for a
‘signiﬁcantly earlier’ hike, which has materially ramped up market

Figure 14: UK PMIs (2018 - 2021)

bets that an interest rate increase is more likely than not in 2021. We
think this paves the way for a rate increase in November, with a fairly
aggressive pace of hikes now on the cards in 2022 should the MPC
believe that ongoing supply shortages and job vacancies will push
inﬂation even higher than the BoE’s already lofty expectations.

Figure 15: UK Inﬂation Rate (2017 - 2021)

ebury.com
Source: Reﬁnitiv Datastream Date: 18/10/2021
Despite the downside risks to near-term growth, we remain conﬁdent
that the Bank of England will be among the ﬁrst few G10 central
banks to raise interest rates during the current cycle. The BoE has
adopted a more hawkish stance of late, as UK inﬂation rises
materially above the central bank’s target. An unleashing of pent-up
demand, supply shortfalls, and rising commodity prices have raised
domestic prices in recent months. The headline rate of consumer

Source: Reﬁnitiv Datastream Date: 18/10/2021
ebury.com

price growth jumped to 3.2% year-on-year in August, its highest level
since March 2012, while the less volatile core measure has also shot
up to a near-decade high 3.1%. Inﬂation is now expected to exceed

ebury.com

4% by the end of the year, double the Bank of England’s 2% target,
before moderating in 2022.
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We remain bullish on the pound. The UK economy still remains on
course to outperform most of its major peers this year - the IMF
expects Britain’s economy to experience the fastest growth in the G7
in 2021. We also think that the Bank of England is on course to raise
interest rates much sooner than most of its G10 peers. We now
expect the ﬁrst 15 basis point hike to come at the November MPC
meeting, with a second 25 basis point increase looking likely in
February, in our view. This, we believe, should provide good support
for sterling and allow the currency to post solid gains from current
levels versus the dollar over our forecast horizon.

GBP/USD

GBP/EUR

E-2021

1.40

1.19

Q1-2022

1.42

1.19

Q2-2022

1.43

1.19

Q3-2022

1.44

1.19

E-2022

1.45

1.19
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Japanese Yen JPY

The delayed distribution of COVID-19 vaccines in Japan, and the
sharp increase in domestic virus caseloads in the past few months,
have further soured sentiment towards the yen. Japan’s vaccination

The Japanese yen (JPY) has continued to underperform its major

campaign got off to a very inauspicious start at the beginning of the

peers since our last update, and has been the worst performing

year. As of early-June, only 3% of Japan’s population was fully

currency in the G10 so far in 2021.

vaccinated. Since then, however, the pace of vaccinations has
markedly picked-up pace and the country is currently running one of

The mass distribution of the multiple COVID-19 vaccines, and returns

the world’s most effective COVID-19 vaccination programmes. More

to near-normal levels of economic activity in most major nations has

than 65% of the population have now received both doses, with the

led to broad improvements in risk appetite, which has weighed on

pace of daily inoculations currently among the fastest in the world.

the world’s foremost safe-haven currency. The yen sold-off
aggressively in the ﬁrst four months of the year, and fell to its lowest

At the beginning of October, Japan removed its state of emergency

level since early-2020 in September. The currency largely stabilised

for the ﬁrst time in six months. Virus restrictions will be lifted in a

around our long-term forecasts of 110 JPY to the US dollar in Q3,

gradual manner, with efforts to restart the economy starting in

although the recent increase in US Treasury yields has weighed on

low-risk areas. The government also intends to use vaccination

the currency (Figure 16).

certiﬁcates and test results to help ease restrictions. The re-opening

Figure 16: USD/JPY (October ‘20 - October ‘21)

plan also includes letting eateries provide alcohol, allowing people to
travel across prefectural borders and holding big events with more
attendees, which should provide a boost for consumption. New virus
cases have fallen sharply in Japan since peaking in August, and are
now back around the levels that they were prior to the recent
aggressive spread of the delta strain.
Figure 17: Japan New COVID-19 Cases (February ‘20 - October ‘21)
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Source: Reﬁnitiv Datastream Date: 18/10/2021
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Source: Reﬁnitiv Datastream Date: 18/10/2021
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Japan’s GDP grew by 7.6% year-on-year in the second quarter,

Figure 18: Japan Inﬂation Rate (2010 - 2021)

representing a marked improvement from the 1.3% contraction in
activity in the ﬁrst quarter of the year. On an annualised basis, the
economy still managed to post growth of 1.9%, despite the
resurgence of COVID-19 infections and the imposition of the third
state of emergency in mid-April. Economic indicator data covering
the third quarter of the year has been unsurprisingly mixed. The
manufacturing PMI for September fell to 51.5 from August’s 52.7,
although it has remained in expansionary territory in every month
since January. Services activity has, however, proved more sensitive
to the reimposition of lockdown measures. The services PMI

Source: Reﬁnitiv Datastream Date: 18/10/2021
ebury.com

collapsed into deep contractionary territory in August, falling to 42.9,
its lowest level since May 2020. It has since rebounded, although

We remain pessimistic regarding the prospects for the Japanese yen

remains below the key level of 50. The slowdown has largely been a

over our forecast horizon. We think that the continued rollout of

consequence of supply chain disruptions and the COVID-19

vaccines among developing nations should continue to support risk

resurgences in the region, and we therefore expect it to prove

appetite and weigh on the safe-havens. For its part, the Bank of

temporary.

Japan also appears likely to be one of the last, if not the last, central
bank in the G10 to raise interest rates in the upcoming global rate

On the monetary policy front, the Bank of Japan has continued to

hike cycle - we are currently not pencilling in a rate increase in Japan

state that it will keep its accommodative policies in place for an

until at least 2024. We are, therefore, forecasting losses for the yen

extended period of time, until the goal of 2% inﬂation is reached.

against most G10 currencies through to the end of next year, and

The BoJ remains one of the most dovish central banks in the G10.

relative stability against what we also think will be a broadly weaker

Similarly to the ECB, the Bank of Japan has had limited room to

US dollar.

maneuver on interest rates in order to support the economy during
the pandemic period, but has instead used alternative measures to
ease policy. At its September meeting, interest rates were held at

USD/JPY

EUR/JPY

GBP/JPY

-0.10% and the Yield Curve Control (YCC) was maintained to target

E-2021

112

132

157

10-year JGB yields at around 0% in an 8-1 vote. We see little

Q1-2022

113

134

160

Q2-2022

114

137

163

Q3-2022

115

139

166

E-2022

115

140

167

prospect of tightening any time soon, particularly given the relatively
fragile growth outlook and absence of inﬂationary pressure in the
Japanese economy. Headline inﬂation declined by 0.4% in August,

ebury.com

the eleventh straight month of falling consumer prices. Bank of
Japan governor Kuroda has noted that inﬂation will rise steadily in
the coming months, although the bank now doesn’t expect it to hit
the 2% target before 2023.

15

Swiss Franc CHF

Pandemic fears have, for the most part, abated in Europe. With over
60% of the population now fully vaccinated, Switzerland’s Covid
statistics look relatively good: the number of both new cases and

The performance of the Swiss franc has been mixed of late although

deaths remain relatively low, with the seven-day moving average of

it has, at least, outperformed its safe-haven counterpart, the

the latter currently at just 5 compared to around 90 at the peak of the

Japanese yen. We have reason to believe this outperformance is not

second wave. The next few months may bring another wave of

going to hold.

infection, although it’s unlikely to have a strong impact on the
economy as the restrictions should remain mild. At the time of

The Swiss franc was pressured lower in late-February and

writing, the COVID-19 Government Response Stringency Index,

early-March, with rising US long-term Treasury yields and a general

courtesy of the Oxford University, stands at 46.3, around its lowest

improvement in risk sentiment sending the currency to its lowest level

since early-November 2020. This is lower than many of Switzerland’s

since July 2019. Since then, the currency has been on an upward

neighbouring countries.

trend, in line with the drop in long-term US yields. The recent
worsening in market sentiment and heightened bets in favour of

Switzerland’s economy has crawled out of the COVID-19 crisis and is

interest rate hikes from the Swiss National Bank have supported the

set to expand by approximately 3% in 2021, based on the SNB’s

franc, despite an uptick in US yields (Figure 19).

September assessment. This was downwardly revised from the 3.5%
projected in June, in large part a result of the situation in

Figure 19: EUR/CHF (October ‘20 - October ‘21)

consumer-related industries. Macroeconomic data in the past few
weeks has been mixed, although it overall seems to be in line with
that forecast. Forward-looking indicators point to ongoing optimism,
although these have been volatile and have generally overstated the
extent of the improvement, at least in the case of the PMIs.

Inﬂationary pressures in Switzerland remain muted. Headline
consumer prices rose by 0.9% year-on-year in September, with core
prices showing growth of only 0.4%. Given the SNB expects inﬂation
to remain between 0.4-1% through to mid-2024, we think that the
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Source: Reﬁnitiv Datastream Date: 18/10/2021

market has got ahead of itself in expecting rates to be approximately
20 basis points higher over a one-year horizon, and more than 30
basis points higher within the next two years. We ﬁnd this market
pricing particularly surprising given the much lower expectations
regarding rate hikes in the Euro Area, where price pressures seem to
be much stronger.
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Figure 20: Switzerland Inﬂation Rate (2015 - 2021)

Figure 21: US 10-year Treasury Yield vs. EUR/CHF (1 year)

ebury.com
Source: Reﬁnitiv Datastream Date: 18/10/2021

Source: Reﬁnitiv Datastream Date: 18/10/2021
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The relationship between the Swiss franc and US Treasury yields is an

We think that an improvement in market sentiment is on the cards as

interesting one. It wasn’t particularly strong last year, but the link

the pandemic situation continues to normalise. This should work

between the two has gained importance in the past few months. This

against safe-haven assets, including the Swiss franc. At the same

was particularly visible in late-February and early-March, but it has

time, we think that the Swiss currency is overvalued, in part due to

also affected the franc on many occasions since, and continues to be

the pricing-in of fast policy normalisation in Switzerland at a time

one of the main drivers for the currency’s performance. Both US

when inﬂationary pressures remain muted. A heavy dependence on

Treasuries and the franc are safe-haven assets. An increase in the

exports (approximately two-thirds of GDP) means that a stronger

yield of the former makes them relatively more attractive, negatively

currency is an issue for the Swiss National Bank given its impact on

affecting the franc’s appeal. At times of particularly rapid changes in

worsening export competitiveness. Rising US yields might provide

US yields, the Swiss franc has tended to behave more like an

an additional challenge to the currency.

emerging market currency, instead of a safe-haven.

USD/CHF

EUR/CHF

GBP/CHF

E-2021

0.92

1.09

1.29

beginning of June, net longs have since fallen, for the most part, and

Q1-2022

0.92

1.10

1.31

are currently at their lowest level since late-2019.

Q2-2022

0.93

1.11

1.32

Q3-2022

0.93

1.12

1.33

E-2022

0.92

1.12

1.33

Additionally, the currency seems to be falling out of speculators’
favour. After jumping back into positive territory at the end of May,

ebury.com

Australian Dollar AUD

Further, the COVID-19 situation in Australia remains worrying, with
Australia’s most populous states registering their highest level of
cases since the pandemic began (New South Wales, for instance,

The Australian dollar (AUD) rebounded strongly following the peak of

surpassed 1,000 daily virus cases for the ﬁrst time since the end of

the COVID-19 crisis, although the currency has come under renewed

August). Under the current restrictions and projected vaccination

selling pressure since February.

numbers, hospitalisations are expected to continue increasing for
several weeks before easing once sufﬁcient vaccine-acquired

AUD rallied to its strongest position in more than two years in

immunity is achieved.

late-February, but then began to depreciate again, falling to its
lowest level so far this year in mid-August, just above 0.71 to the US

Figure 23: Australia New COVID-19 Cases (March ‘20 - October ‘21)

dollar. The AUD/USD pair has declined by more than 5% since our
last review in February, in part due to the slow rollout of vaccines in
Australia and the worsening in the domestic COVID-19 situation.
Figure 22: AUD/USD (October ‘20 - October ‘21)

eb
ury
.co
The
maggressive spread of the delta variant of the virus has interrupted
Source: Reﬁnitiv Datastream Date: 18/10/2021

the recovery of the Australian economy. Australia’s economy grew by

eb
ury
.co has been among the slowest to administer the COVID-19
Australia
m

0.7% quarter-on-quarter in Q2 2021, its weakest pace of expansion in

vaccines to its population among the G10 nations. Supply issues,

although we note that this was predominantly due to the base effect

government overconﬁdence due to the very low contagion ﬁgures

after the pandemic-induced lockdowns triggered a severe contraction

and concerns that the AstraZeneca jab led to risks of thrombosis

in the second quarter of 2020.

Source: Reﬁnitiv Datastream Date: 18/10/2021

four quarters, after an upwardly revised 1.9% in the ﬁrst quarter of the
year. On an annual basis, the economy grew at a record pace of 9.6%,

contributed to the initial slow vaccine rollout. As a result, vaccination
rates in Australia are currently lower than just about every other
developed country. At the time of writing, approximately 71% of the
population have received at least one dose, with only around 56% so
far fully vaccinated.
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The outbreak of the delta variant, and the various lockdowns and

The RBA still expects to keep interest rates at 0.1% until at least

other virus restrictions that have been imposed, are a signiﬁcant

2024 as it struggles to lift wage growth. In their opinion, tightening

setback for Australia’s economy, which looks likely to have suffered a

would be required until inﬂation is sustained within 2-3%, although

sharp GDP contraction in Q3. According to the Reserve Bank of

the headline rate of price growth has already exceeded the upper

Australia, at least a 2% quarterly contraction, or possibly signiﬁcantly

end of this target range. Inﬂation in Australia has increased rather

more, is on the cards. Beyond Q3, RBA members agreed that the

sharply, rising to a more than 10-year high 3.8% in the second

timing and pace of the rebound in economic activity would depend

quarter, up from 1.1% in the ﬁrst quarter of the year. We think that

largely on vaccination rates, which would eventually allow restrictions

this inﬂation overshoot should bring forward the pace of rate hikes

to be eased to a more meaningful extent. In the RBA’s central

relative to the RBA’s projections, and we are currently pencilling in

scenario, economic activity is expected to be back on its pre-delta

the ﬁrst move in the second half of next year.

track by the second half of next year - a considerable setback.
The Australian dollar has performed worse than we had expected in
Figure 24: Australia GDP Growth Rate (2010 - 2021)

February, in large part due to the reimposition of lockdown
measures following the aggressive spread of the delta variant. While
we have a relatively pessimistic view of the Australian economy
during the remainder of the year, we think that the Australian
government’s decision to set aside its ‘zero-covid’ policy is a bullish
signal for AUD. This, in our view, should allow the economy to
bounce back quicker from the downturn than it otherwise would
have done. The recent acceleration in the pace of vaccinations,
which doubled in the two months or so from mid-July to more than

Source: Reﬁnitiv Datastream Date: 18/10/2021
ebury.com

Despite the risks posed by the delta variant, the Reserve Bank of
Australia announced at its September meeting that it would be
pushing ahead with plans to reduce the pace of its weekly asset

one dose per 100 people per day, should also help in this regard.
Given our upbeat view on risk assets over our forecast horizon, and
the likelihood of a faster pace of rate hikes than the RBA is currently
pencilling in, we continue to think that the Australian dollar will be
one of the better performers in the G10 over our forecast horizon.

purchases from A$5 billion to A$4 billion. The reduced pace of

AUD/USD

EUR/AUD

GBP/AUD

purchases will, however, now be maintained until at least

ebury.com

mid-February - the bank had originally planned to review bond

E-2021

0.75

1.57

1.87

purchases in mid-November. Reserve Bank of Australia Governor

Q1-2022

0.77

1.55

1.84

Philip Lowe noted that the RBA would continue tapering its

Q2-2022

0.78

1.54

1.83

Q3-2022

0.89

1.53

1.82

E-2022

0.80

1.53

1.81

bond-buying over time and would likely stop altogether at some
point next year, in line with several other of the major central banks.

New Zealand Dollar NZD

As expected, rates were instead hiked by 25 basis points in October
following stronger-than-expected Q2 GDP data and a sharp jump in
domestic inﬂation, which more than doubled to a near decade high

The New Zealand dollar has remained susceptible to shifts in global

3.3%

in

the

second

quarter.

The

bank’s

accompanying

market sentiment during the COVID-19 pandemic period.

communications were also hawkish, noting their view that it was
appropriate to continue reducing the level of monetary stimulus. We

NZD fell to its lowest level since November 2020 in August (Figure

now think that additional hikes at the November and February

26), after the announcement of a snap national lockdown in New

meetings are ﬁrmly on the cards, particularly on the news that

Zealand caused investors to delay bets in favour of RBNZ policy

inﬂation jumped to 4.9% in the third quarter, its highest level in a

tightening. The currency brieﬂy rebounded, although it is back

decade.

trading around the 0.70 level to the US dollar at the time of writing,
as concerns regarding rising global energy prices sap investors’

As has been the case in Australia, New Zealand’s vaccination

appetite for risk.

campaign has been a very slow one. At the time of writing,

Figure 25: NZD/USD (October ‘20 - October ‘21)

approximately 70% of the country’s population has received at least
one vaccine dose and only around 55% of the population has been
fully vaccinated. Up until the recent outbreak of the highly contagious
delta strain in August, New Zealand had been largely virus-free for a
number of months, which may partly explain the lack of urgency for
vaccinations. A two-way travel bubble was opened with Australia in
April, representing the ﬁrst easing of New Zealand’s border
restrictions since they were implemented in late March-2020.
Quarantine free travel with Australia was, however, suspended again
in July as cases of the delta variant began to emerge. Since the
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mReserve Bank of Zealand was overwhelmingly expected to be the
Source: Reﬁnitiv Datastream Date: 18/10/2021

nationwide lockdown was imposed in August, restrictions have been
eased to some extent, although they remain stricter than those
imposed elsewhere in the developed world according to Oxford
University’s Stringency Index (Figure 27). The government did,

ﬁrst G10 central bank to raise interest rates in August, although

however, bow to reality in October by abandoning its controversial

changed course at the eleventh hour following the detection of the

zero-covid strategy, which should provide a boost to the country’s

ﬁrst locally transmitted covid cases in the country in six months.

economy.

According to Governor Orr, the delay allowed the committee to
‘pause while we [the MPC] observe the outcomes of the next few
days and weeks’.
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Figure 26: New Zealand COVID-19 Government Response
Stringency Index (March ‘20 - October ‘21)

Source: Reﬁnitiv Datastream Date: 18/10/2021
ebury.com

Prior to the reimposition of lockdown measures, New Zealand’s
economy grew at a much faster pace than expected in the second

Figure 27: New Zealand GDP (% QoQ) (2015 - 2021)

Source: Reﬁnitiv Datastream Date: 18/10/2021
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Our optimistic view regarding high risk currencies means that we still
m

think that the New Zealand dollar has room for gains versus the US

quarter of 2021, expanding by 2.8% quarter-on-quarter following a

dollar over our forecast horizon. We also think that NZD should be

rise of 1.4% in the ﬁrst quarter. The country’s success in eliminating

well supported by the Reserve Bank of New Zealand, which looks on

coronavirus and its isolation from much of the rest of the world has

course to raise interest rates at a rather aggressive pace in the next

helped New Zealand’s domestic economy bounce back from the

twelve months or so. We expect another 25 basis point rate increase

impact of COVID-19 much faster than most other countries. GDP was

in November, with a further hike possible in February. The pace of

more than 4% higher in Q2 2021 relative to the start of last year -

additional hikes beyond then will likely be dependent on the severity

one of the most rapid recoveries in activity witnessed among major

of the government’s virus restrictions. The latest easing in lockdown

nations during the pandemic period. Growth has been well

measures is encouraging, although the government’s cautious

supported by a robust performance of the domestic labour market.

approach to loosening restrictions presents a risk to the recovery.

The jobless rate dropped to its pre-pandemic levels in the second

This, in our view, may act to cap gains for the New Zealand dollar.

quarter, falling to an 18-month low 4%.

ebury.com

NZD/USD

EUR/NZD

GBP/NZD

E-2021

0.72

1.64

1.94

Q1-2022

0.73

1.63

1.95

Q2-2022

0.74

1.62

1.93

Q3-2022

0.75

1.61

1.92

E-2022

0.76

1.61

1.91

Canadian Dollar CAD

With election uncertainty now out of the way, and the Canadian
economy recovering relatively well from the lockdowns, we think that
there is a strong possibility that we see the announcement of

The Canadian dollar (CAD) has been one of the best performing

additional tapering at the 27th October meeting. We expect the pace

currencies in the G10 so far in 2021.

of weekly purchase to be lowered to $1 billion, with rhetoric that
would pave the way for hikes at some point in early-2022.

CAD appreciated sharply versus the US dollar in the fourteen months
or so following the peak of the pandemic. The USD/CAD cross fell to

So far, the BoC remains committed to holding its main interest rate at

its lowest level in more than ﬁve years in early-June as investors bet

the effective lower bound until economic slack is absorbed and the

on a swift normalisation in monetary policy from the Bank of Canada.

2% inﬂation target is achieved in a sustainable manner. According to

Since the beginning of June, the currency has, however, sold-off

the bank’s July projections, this is expected to happen in the second

again and is now trading roughly where it was at the time of our last

half of 2022 although, given recent global inﬂation developments, we

G10 update in February.

wouldn’t be surprised if this were to materialise sooner. Inﬂation in

Figure 28: USD/CAD (October ‘20 - October ‘21)

Canada increased to 4.1% year-on-year in August from 3.7% in July,
modestly above expectations. This was the fastest pace of price
growth since 2003 and marks the ﬁfth straight month that inﬂation
has come in above the Bank of Canada’s 2% target. Futures markets
are now pricing in the ﬁrst hike in March 2022 from September 2022,
which appears more in line with reality given the recent inﬂation
overshoot. We think that the ﬁrst hike in H1 2022 is likely, with
another to perhaps follow by year-end. This would be among the
more aggressive hike cycles in the G10, which could provide some
support for CAD.
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The Bank of Canada was the ﬁrst central bank in the G10 to begin
m
Source: Reﬁnitiv Datastream Date: 18/10/2021

tightening policy since the onset of the pandemic. Policymakers
lowered the pace of the bank’s weekly asset purchases by another

C$1 billion to C$2 billion a week in July. Since the July meeting,
there has been a pause in the tapering cycle as the bank awaited the
results of September’s federal election, which resulted in the
continuation of the status quo and the formation of another minority
government by Justin Trudeau’s Liberals.

Communications out of the BoC’s September meeting were
cautiously

optimistic.

Canadian

GDP

suffered

from

a

much

worse-than-expected contraction of 0.3% quarter-on-quarter in the
Q2 (-1.1% annualised), which represents its worst quarterly downturn
since the beginning of the pandemic period. Policymakers do,
however, continue to expect a recovery in the economy in the second
half of 2021, in large part due to Canada’s impressive vaccination
programme. Canada has one of the highest COVID-19 vaccination
rates in the world, with around 73% of the population now fully
vaccinated.
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The government has taken a rather hardline stance, recently

Figure 30: Canada Inﬂation Rate (2012 - 2021)

announcing that all public servants, including workers in federally
regulated sectors, must be vaccinated by the end of October or risk
losing their jobs. In order to avoid new lockdowns, provinces are also
proposing vaccine passports to access non-essential businesses,
companies are implementing regular testing, and a federal vaccine
mandate has been imposed for workers and travellers.
Figure 29: Canada COVID-19 Vaccinations (Dec ‘20 - Oct ‘21)
Source: Reﬁnitiv Datastream Date: 18/10/2021
ebury.com

We remain bullish on the Canadian dollar over our forecast horizon,
in large part due to our view that the market is currently
underestimating the pace at which the Bank of Canada will raise
interest rates in 2022. Higher BoC rates, and the recent sharp
increase in global oil prices, Canada’s largest source of export
revenue should, we believe, be supportive of CAD over our forecast

Source: Reﬁnitiv Datastream Date: 18/10/2021
ebury.com

horizon.

Macroeconomic data covering the third quarter of the year has been

USD/CAD

EUR/CAD

GBP/CAD

E-2021

1.24

1.46

1.74

Q1-2022

1.23

1.46

1.75

Q2-2022

1.22

1.46

1.74

jobs were added in the three months to September and all of the

Q3-2022

1.22

1.48

1.76

jobs lost since the start of the lockdowns have now been recovered

E-2022

1.22

1.50

1.77

rather mixed, although we have been encouraged by the robust
performance

of

the

Canadian

labour

market.

Canada’s

unemployment rate fell to 6.9% in September, its lowest level since
the onset of the pandemic. Job creation has surprised to the
downside in each of the past two months, although another 341k net

(versus less than 80% in the US). While the fourth wave of COVID-19
infections and supply bottlenecks could weigh on the recovery, we
expect growth to remain resilient during the remainder of the year.

ebury.com

Swedish Krona SEK

Sweden has been notable in its response to the COVID-19 pandemic
in that it has taken the unorthodox and controversial approach of not
implementing national lockdowns. While the government's strategy

The Swedish krona (SEK) has been remarkably stable versus the euro

was perceived as bullish for the krona at the beginning of the crisis,

by recent standards so far in 2021.

the higher infection and fatality levels in the country relative to its
Scandinavian peers weighed on the currency earlier this year.

Since our last G10 update, the krona has evolved broadly in line with

Sweden’s cases per 1 million people ratio of around 114k is more

our expectations, although we had pencilled in a slightly more

than three times that of Norway, despite similar levels of testing. The

aggressive pace of appreciation in the currency through to the end of

country’s COVID-related deaths ratio of 1,465 per 1M is also more

Q3. The krona has, however, rallied sharply so far this month and is

than seven times that of both Norway and Finland. A successful

now trading around our end of year forecast of 10 to the euro,

vaccination rollout ensures that restrictions have, however, been

although it remains one of the worst performers in the G10 this year,

eased aggressively since the summer - Sweden’s COVID-19

behind only the Japanese yen and euro. We think that as one of the

Government

higher risk major currencies, the krona is due for a continued rally,

late-September, by far the lowest in the G10.

Response

Stringency

index

fell

to

19.4

in

given our view for a broad recovery in risk appetite over our forecast
horizon.

Figure 32: Sweden COVID-19 Government Response Stringency Index
(Mar ‘20 - Oct ‘21)

Figure 31: EUR/SEK (October ‘20 - October ‘21)
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Source: Reﬁnitiv Datastream Date: 18/10/2021
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Source: Reﬁnitiv Datastream Date: 18/10/2021
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The more relaxed restrictions ensured that Sweden’s economy

In our view, rate hikes may now be largely dependent on future wage

continued to recover well in the ﬁrst half of 2021. GDP expanded by

growth dynamics. Annual earnings growth has risen to 2.9%, its

another 0.9% quarter-on-quarter in Q2, in large part due to a solid

highest level in a year-and-a-half, although the signing of a new wage

increase in consumer spending. An acceleration in growth may be on

deal under the Industrial Agreement in November 2020 ensures that

the cards for Q3 off the back of the ongoing removal of virus

wage pressures are likely to be well anchored until at least March

restrictions. Domestic demand has picked up pace again and

2023.

indicators of business activity have remained ﬁrmly in expansionary
territory. The services PMI rose back up to 69.6 in September, just

Figure 33: Sweden Annual Wage Growth (2011 - 2021)

shy of May’s all-time high. Risks to longer-term growth remain,
notably from rising input goods prices, although our overall view on
Sweden’s economy remains an optimistic one.

In our view, the main stumbling block to krona strength instead
comes from the country’s central bank, the Riksbank. Unlike most
other central banks around the world, the Riksbank had no room to
cut interest rates at the onset of the pandemic, although it did
introduce a new 500 billion SEK lending package. Despite a recent
increase in inﬂationary pressures, the Riksbank continued to strike a
dovish tone during its September meeting. According to the bank’s
projections, policymakers intend to maintain the size of bond
holdings through to the end of 2022 and still don’t expect an
increase in the repo rate until 2024. This would put the Riksbank right
near the very back of the line among the G10 countries in the current
tightening cycle.

Inﬂation

expectations
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still hold our bullish view on high risk currencies over our forecast
m
Source: Reﬁnitiv Datastream Date: 18/10/2021

horizon, and think that risk appetite will improve once the rest of the
world’s vaccination programmes catch up with the developed world.
While we expect this to be a positive for the krona, the continued
dovishness of the Riksbank is likely to prevent more meaningful gains
for SEK from current levels, albeit we believe that risks are skewed

are

relatively

stable

for

now,

which

undoubtedly lessens pressure on the bank to act. Headline inﬂation

towards a sooner removal of stimulus than the bank’s current
projections.

increased by 0.5% month-on-month in September, although this is

USD/SEK

EUR/SEK

GBP/SEK

nothing out of the ordinary. On an annual basis, price growth edged

ebury.com

back above 2%, rising to 2.5% last month, and is expected to top 3%

E-2021

8.45

10.00

11.85

in the coming months before moderating next year. We may,

Q1-2022

8.30

9.85

11.75

however, need to see a fairly material surprise to the upside for the

Q2-2022

8.15

9.80

11.70

Q3-2022

8.05

9.75

11.60

E-2022

7.95

9.70

11.55

Riksbank to change its tone.

Norwegian Krone NOK

Brent crude futures prices are now hovering near the highest level in
three years above $85 a barrel. Higher oil prices are a consequence
of strong demand for energy related to the global economic recovery

The Norwegian krone (NOK) has been one of the best performing

and supply issues, with the latest fears about energy supplies

G10 currencies so far this year, second only to the Canadian dollar.

additionally boosting prices.

Many elements have lined up for the krone and we believe that the
currency should remain well supported in the short-term and

Figure 35: NOK/USD vs. Brent Crude Oil Prices (Oct ‘20 - Oct ‘21)

appreciate somewhat in the longer term.
After a violent sell-off at the start of the pandemic, the krone has
rebounded and continued trending higher throughout most of the
past few quarters. Against the euro, the currency has gained almost
25% throughout the entire period and 5% so far this year (Figure 34).
Figure 34: EUR/NOK (October ‘20 - October ‘21)
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The third key factor to which we link the currency outperformance is
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Source: Reﬁnitiv Datastream Date: 18/10/2021

the hawkish monetary policy stance adopted by Norges Bank. In

June, the central bank took a hawkish turn, stating that ultra-low
rates, which were cut from 1.5% to 0% in H1 2020, will increase by 25
basis points in quarterly intervals starting in September. During the
September meeting, the bank held to its pledge, hiking its main rate
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attribute the aforementioned rally to three main factors. Primarily,
themkrone is viewed as a high-risk currency and tends to move in line

to 0.25% - the ﬁrst increase in rates among the G10 countries.

with market sentiment. Improvements on that front have supported

December’. The normalisation of monetary policy comes in response

the krone, as well as other high-beta G10 and EM currencies. The

to higher inﬂation, coupled with improvements on the Covid and

second factor is the country’s heavy dependence on oil. Norway’s

economic fronts. In September, consumer prices grew by 4.1%, far

economy is dependent on petroleum production for around 37% of

above the Norges Bank’s target of ‘close to 2 percent over time’ and

export revenue, 12% of GDP, and almost 10% of all jobs. After falling

the highest since July 2016.

Source: Reﬁnitiv Datastream Date: 18/10/2021

sharply at the onset of the pandemic, which saw oil futures turning
negative, we’ve seen a sustained increase in oil prices.

Policymakers also stated that the path for the policy rate should be ‘a
little’ higher than suggested in June. Governor Oysten Olsen
mentioned that ‘the policy rate will most likely be raised further in

26

At the same time, however, a key measure of underlying inﬂation

Importantly, labour market improvements have been more rapid

used by the Norges Bank (CPI-ATE; CPI adjusted for tax changes and

than expected, with the seasonally-adjusted unemployment rate

excluding energy products) rose by only 1.2%. This was in large part

declining to 2.4% in September), roughly matching pre-pandemic

due to the base effect: in September 2020 CPI-ATE rose by 3.3% .

levels. A tighter labour market may translate into higher wage
pressure in the future and we think that will cement the case for

Figure 36: Norway Inﬂation Rate (2013 - 2021)

additional interest rate increases from Norges Bank.

Figure 37: Norway Manufacturing PMI (2015 - 2021)

Source: Reﬁnitiv Datastream Date: 18/10/2021
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.co economic data has been quite mixed. Second quarter GDP
m data was revised down to 1.1% quarter-on-quarter. Retail
growth

Source: Reﬁnitiv Datastream Date: 18/10/2021

three months through to August on both a month-on-month and
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Norway’s
vaccination campaign has also been one of the most
.co
m
successful globally. More than 75% of the country’s population have

year-on-year basis. Industrial production, on the other hand, has

now received at least one dose of the various vaccines, with almost

shown healthy growth, with expansion visible in both hard data, as

70% fully vaccinated. This has allowed a signiﬁcant easing of

well as the more forward-looking PMI numbers. Norway’s DNB

restrictions: in September the COVID-19 Government Response

manufacturing PMI has trended lower in the past two months,

Stringency index from Oxford University decreased to 25.9, its

although continues to show impressive expansion, with the index for

lowest level since March 2020, when the country rapidly tightened

the sector printing at 59.2 in September.

measures in response to the virus. Vaccinations have had a clear

sales have been quite underwhelming, declining in each of the past

impact, although the country saw the largest surge in new cases
since the onset of the pandemic in September. The number of new
deaths has remained low, much lower than during the previous
waves of the virus. This suggests that the risk to the country’s

ebury.com

economy due to the virus is largely contained.

We think that there are a number of reasons to be optimistic about
the Norwegian krone in 2021. An improvement in labour market
conditions should allow further interest rate increases, which will
likely be one of the more rapid in the G10. High global demand and
supply constraints should also mean that oil prices remain elevated
or increase further, which is a favourable factor for the currency.
Decreased internal and external risk due to the improving COVID-19
situation should be another important factor, putting a bid under
high-beta currencies such as the Norwegian krone.
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EUR/NOK

GBP/NOK
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8.30
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Q2-2022

8.20

9.85

11.75

Q3-2022

8.10

9.80

11.65

E-2022

8.00

9.75

11.60
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