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Introduction

The main driver of the G10 currencies since our last update has 

continued to be the sharp increase in inflationary pressures globally, 

and its impact on both expectations for central bank monetary policy 

and economic activity.

Inflation prints in most major nations have continued to rise to 

multi-year, multi-decade or, in some cases, record highs. While we 

are beginning to see signs that price pressures may have peaked in 

some areas, notably in the US, we are still yet to witness an easing in 

inflation rates in the majority of the G10 nations. Commodity prices 

remain sky-high, in large part due to the economic fallout of the war 

in Ukraine, and fears over a possible cut off in Russian gas supply to 

the European continent. Natural gas prices, particularly in Europe, 

have risen very sharply again in the past few weeks. This has raised 

concerns over a possible energy shortage during the winter months, 

fuelling expectations that economic slowdowns are inevitable, and 

that recessions are increasingly more likely.

Aside from the sharp increase in consumer prices, additional 

downside risks to global growth have undoubtedly heightened in the 

past few months. For starters, central banks have raised interest rates 

much more aggressively than investors had anticipated at the time of 

our last G10 update. As we’ve been saying for some time, 50 basis 

points has been the new 25 when it comes to central bank rate 

increases, with the latter seen as increasingly inadequate to both 

temper price advances and support currencies. Indeed, a handful of 

the major central banks have raised rates even more aggressively 

than this so far this year. The Federal Reserve, for instance, delivered 

back-to-back 75 basis point interest rate hikes in June and July, while 

the Bank of Canada shocked markets by announcing a 100bp rate 

increase last month. Even the historically cautious Swiss National 

Bank and European Central Bank have delivered surprise 50 basis 

point rate hikes.
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Figure 1: G10 Inflation Overshoots (as of 12/08/2022)

Source: Refinitiv Datastream Date: 12/08/2022
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Figure 2: G10 Central Bank Rate Changes (basis points) [1 year]

Source: Refinitiv Datastream Date: 12/08/2022

Following the European Central Bank’s July meeting, the only G10 

central bank not to begin normalising rates has been the Bank of 

Japan, nor does it look likely to any time soon. This highly dovish 

stance can largely explain the underperformance of the Japanese 

yen, which is trading at the bottom of the G10 performance tracker 

since the start of the year. 
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The major European currencies have also generally underperformed 

in the past few months. Most noteworthy has been the sell-off in 

EUR/USD, which fell below parity for the first time in almost two 

decades in July amid concerns surrounding the energy crisis in 

Europe. At the other end of the spectrum, heightened risks to global 

growth, and the aggressive tightening stance adopted by the Federal 

Reserve, has lifted the safe-haven US dollar to the top of the G10 

performance rankings year-to-date. We have, however, seen a rather 

sharp retracement in the greenback against most of the higher risk 

major currencies in the past couple of months, particularly after the 

July CPI report suggested that US inflation may have already topped 

out. 
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Figure 3: G10 FX Performance [vs. USD] (YTD)

Source: Refinitiv Datastream Date: 12/08/2022

We believe that we are already seeing signs that most economies are 

holding up better than expected, and believe that strong labour 

markets, high excess savings, and a potential easing in inflation 

should commodity prices stabilise, should be supportive of economic 

activity. That said, in light of the heightened possibility of a more 

severe and prolonged slowdown in global growth, we recently 

revised our US dollar forecasts higher against most of the currencies 

covered in this report. 

We think that much of the focus in the FX market will remain on 

upcoming inflation prints between now and year-end. Expectations 

for the magnitude of economic slowdowns, and the possibility of 

recessions, will also be key. On the whole, we continue to think that 

the worst case recession fears are not without justification, although 

are slightly overdone. 
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US Dollar USD

At the time of writing, the US dollar has continued to hold onto its 

title as the best performing currency in the G10 so far in 2022.

The US Dollar Index rallied to its strongest position in two decades in 

July, as a string of surprises to the upside in US inflation prints 

triggered an aggressively hawkish turn from the Federal Reserve. The 

FOMC has now raised its fed funds rate by 225 basis points since 

March, the joint fastest pace of policy normalisation we’ve seen from 

any central bank in the G10. Market concerns surrounding the jump 

in inflationary pressures worldwide, and its potential impact on global 

growth, have also fuelled safe-haven flows into the US dollar. This 

ensures that the USD Index is now trading more than 10% higher for 

the year, although it has retraced some of its gains in recent weeks. 

As expected, the Federal Reserve hiked its fed funds rate by another 

75 basis points to a range between 2.25-2.50% at the July FOMC 

meeting, having raised rates by the same magnitude in June. The 

Fed’s July statement was largely as we had anticipated. There was a 

slight downgrade to the language on the US economy, with the 

FOMC saying that indicators of spending and production had 

‘softened’ since the last meeting. Policymakers also mentioned the 

recent surge in food and energy prices, though they continued to 

strike an optimistic note on the US labour market, which remains a 

bright spot. While a minority of investors had braced for a full one 

percentage point hike, recent signs of a deterioration in activity data 

made this a non-starter well before the announcement. 

Chair Powell’s comments during his press conference on the state of 

the US economy were noticeably more dovish than in June, which 

can partly explain the sell-off in the dollar following the meeting. He 

said that consumer spending had slowed ‘significantly’, and that the 

outlook was highly uncertain in the next 6-12 months. Powell also 

expressed the Fed’s view that a period of below potential growth was 

needed in order to create some slack in the economy, and that the 

path for a soft landing had clearly narrowed. In our view, his rhetoric 

on interest rates was even more significant. While Powell left the door 

open to another ‘unusually large’ move (i.e. 75 basis points or more) 

at the next meeting in September, he failed to provide any clear 

forward guidance, instead indicating that the bank is taking a 

data-dependent approach to policy. 

We see the above as a sensible change in stance during the current 

stagflationary environment. On the one hand, US inflation has far 

exceeded expectations this year, printing near multi-decade highs. 

On the other hand, economic activity has slowed, and the US 

economy has entered into a technical recession, defined as two 

consecutive quarters of negative economic growth. inflationary 

pressures may have already peaked.
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Figure 4: US Dollar Index (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022
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Figure 6: US GDP Growth Annualised (2017 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Figure 5: US Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Headline US inflation beat expectations in twelve of the sixteen 

months through to June (three in line, with just one below), jumping 

to 9.1%, its largest increase since April 1980. The 1.3% 

month-on-month increase in June was also the biggest rise since 

September 2005. Mercifully, the July inflation print bucked the 

recent trend, with the headline measure easing to 8.5% (8.7% 

expected) - a possible sign that

The clear focus among policymakers for now is controlling US 

inflation, at the expense of supporting economic activity, which has 

shown a clear downtrend. The US economy entered into what most 

countries would view as a recession in the second quarter of the 

year, although the US government adopts a different definition, with 

GDP contracting by another 0.9% annualised, following a 1.6% 

downturn in Q1. Markets were caught off guard by the news, given 

that other indicators of activity have held up reasonably well. The 

downturn was fairly broad based, with a drop in housing, private 

investments and government spending offsetting the modest 1% 

increase in personal consumption.

Powell largely reiterated the FOMC’s stance on inflation during his 

July press conference, saying that it was ‘much too high’, and that 

there remains upward pressure on price growth, despite an easing in 

some commodity prices. We have also been encouraged by the early 

signs that core inflation may have already topped out. Core CPI 

inflation has eased to 5.9% (6.5% in March), while the core PCE 

index, which is the Fed’s preferred inflation measure, printed at just 

4.8% in June (5.3% in February). That said, the FOMC has made it 

clear it will need to see ‘clear and compelling evidence’ of a 

deceleration in price pressures before it takes its foot off the 

tightening pedal. We believe that we have not yet seen this, and 

expect additional rate hikes at least through every remaining FOMC 

meeting this year.

Despite the drop in the GDP numbers, we think that the outlook for 

the US economy is far from devoid of optimism, and many other 

indicators of activity are painting a slightly rosier picture. Retail sales 

and durable goods orders did, for instance, post expansion in five of 

the first six months of the year (+1% and +1.9% MoM respectively in 

June). The business activity PMIs, which provide a much more timely 

gauge of growth than the official GDP numbers, have diverged, 

though the services index from ISM beat market forecasts in July 

(56.7). 
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That said, the statistically more predictive index from S&P 

unexpectedly collapsed below the key level of 50 (47.3). Housing 

data has also worsened, particularly new and existing home sales 

(down 29% and 21% respectively between January and June). 

A bright spot still remains the strength of the US labour market, 

which continues to dumbfound expectations. Another 528k net jobs 

were added to the US economy in July, well above the 250k 

consensus, lifting the three-month moving average back up to a very 

healthy 437k. While labour is a lagging indicator, this is far from 

recessionary levels. Job openings (10.7 million in June) and quits (4.2 

million) still remain very high by historical standards, while 

unemployment has continued to print at pre-pandemic lows 

(3.5-3.6%). The more timely measure of initial jobless claims has 

ticked upwards slightly in recent months, which is a bit of a red flag, 

although far from levels that would indicate a big downturn. A clear 

stumbling block to future expansion is real earnings growth, which 

remains deep in negative territory at around -3% following the jump 

in inflation. That said, nominal earnings growth remains high, and the 

ongoing mismatch between supply and demand for labour may 

provide room for further upside here. 

EUR/USD GBP/USD

Q3-2022 1.04 1.24

E-2022 1.07 1.27

Q1-2023 1.09 1.30

Q2-2023 1.11 1.32

E-2023 1.13 1.35

Figure 7: US Job Openings vs. Quits (2006 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

The Federal Reserve has, we think quite rightly, adopted a 

data-dependent approach to monetary policy. Following the 

blowout July jobs report, markets began pricing in a strong 

possibility of another 75 basis point rate increase at the next meeting 

in September, although we think that signs of an easing in inflation 

means that a 50bp move is more likely. We think that the decision 

itself may be a close call, and expect to see growing dissent in favour 

of smaller increment hikes given the worsening in the growth 

outlook. In light of these risks to growth, and signs of an easing in 

core inflation, we think that the Fed may end its hiking cycle in 

December, though rate cuts remain some way off. This could present 

a downside risk to the US dollar as other major central banks, notably 

the European Central Bank, catch up with the Fed’s highly aggressive 

pace of policy normalisation.

We also continue to hold a more optimistic view on the global 

economy than most economists. We think that resilient labour 

markets, savings accumulated over the lockdowns and a degree of 

pent-up demand that is yet to be unleashed should support 

consumer spending activity this year. In our view, any surprises to the 

upside in global growth should be positive for risk sentiment, and 

negative for the safe-haven US dollar over our forecast horizon. 
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Euro EUR

An escalation of the energy crisis in Europe has weighed heavily on 

the euro in the past few months, with EUR/USD briefly falling below 

parity for the first time in two decades in July. 

Investor sentiment towards the common currency has taken a rather 

significant turn for the worse of late, to the point where the euro is 

currently the worst performing currency in the G10 since May. While 

we attribute some of this underperformance to the slow monetary 

policy response from the European Central Bank, we think that most 

of the sell-off has to do with the sharp increase in European energy 

prices, particularly gas. So far, macroeconomic data out of the Euro 

Area has held up reasonably well, although investors fear that the 

jump in energy prices could trigger a sharp slowdown, and possible 

recessions, in the not too distant future. 

We think that developments in the energy market are currently the 

most important driver of the common currency. Energy prices in the 

European continent have skyrocketed again since mid-June, 

particularly natural gas, amid escalating tensions with Russia. Since 

Russia’s invasion of Ukraine, the EU has pledged to reduce its 

dependence on Russian energy in favour of securing alternative 

sources, with the bloc saying that it will cut Russian gas imports by 

two-thirds, and oil by 90% by the end of the year. The EU has also 

agreed to ban coal imports from Russia, effective from the second 

week of August. Moscow has retaliated by either reducing or cutting 

off gas supplies entirely to a handful of countries in the bloc in recent 

months. While we see a complete cut off in supply to the entire 

continent as unlikely, the possibility of such a move has sent EU gas 

prices through the roof. Dutch TTF gas futures, for instance, have 

increased by over 140% since June. We think this markedly raises the 

chances of an economic downturn and recession in the bloc in the 

coming months. 

Figure 8: EUR/USD (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

Figure 9: EU Natural Gas Prices (2021 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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The latest inflation data has continued to largely beat economists’ 

estimates, with the headline measure of price growth jumping to 

8.9% in July, a fresh record high. Core inflation is also markedly 

overshooting the ECB’s 2% target and is yet to show signs of 

peaking, unlike in the US, printing at 4.0% last month. The ECB will 

update its GDP and inflation projections at the next policy meeting 

in September, with another sizable upgrade to the annual HICP 

forecast likely for 2022. In June, the bank was pencilled in headline 

inflation of 6.8% on average this year, and 3.5% in 2023. 
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Figure 10: ECB HICP Inflation Projections [June 2022]

Source: Refinitiv Datastream Date: 12/08/2022

Such is the concern surrounding the energy crisis that the euro has 

failed to capitalise on the hawkish turn on interest rates from the 

European Central Bank. We had been saying for some time that the 

ECB was well behind the curve in raising interest rates, although the 

bank finally delivered at the July Governing Council meeting. The 

ECB raised all three of its main interest rates by a 

larger-than-expected 50 basis points, double the size that the bank 

had telegraphed at the June meeting. With inflation breaking to 

fresh highs, EUR/USD trading near parity, and the Nord Stream 1 gas 

pipeline reopening following a maintenance period, there was a 

general consensus that a half a percentage point hike would be 

appropriate, even if it wasn’t universally expected. 

On the rate decision, the ECB noted that a larger move than 

previously signalled was appropriate, considering the updated 

assessment of inflation risks and the introduction of the Transmission 

Protection Instrument (TPI). As the name suggests, this tool is 

designed to ensure a smooth transmission of the ECB’s monetary 

policy across all Euro Area countries, aimed specifically at avoiding a 

blowout in peripheral bond yields. The Governing Council also 

indicated that a further normalisation of interest rates was on the 

way, although it removed the previous forward guidance for the 

September meeting and was non-committal on the size of additional 

hikes. Both the statement and Lagarde’s press conference stressed 

data-dependence, with ECB to take a ‘meeting-by-meeting 

approach’ - a sensible strategy in our opinion. 

President Lagarde’s comments on the economic outlook were mixed. 

She stated that inflation will remain ‘undesirably high’ for some time, 

and risks to the outlook ‘have intensified, particularly in the short 

term’, although a recession is not the ECB’s baseline scenario in 2022 

or 2023. 

We think that the ECB’s reluctance to hike rates was partly a 

response to the confluence of downside risks facing the Euro Area 

economy. So far, we think that economic activity data has held up 

reasonably well, although we are beginning to see clear signs of a 

slowdown, particularly in the sentiment indicators. The business 

activity PMIs have taken a turn for the worse. The composite index 

has dipped below the key level of 50 and into contractionary 

territory, falling to 49.9 in July. Business and consumer confidence 

have both fallen, in large part due to ongoing energy concerns, with 

the latter collapsing to a record low in July. 
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EUR/USD EUR/GBP

Q3-2022 1.04 0.84

E-2022 1.07 0.84

Q1-2023 1.09 0.84

Q2-2023 1.11 0.84

E-2023 1.13 0.84
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That said, the bloc’s labour market is currently in good shape. The 

unemployment rate printed at a record low 6.6% in June, which 

should help support overall activity. As is the case in many other 

major areas, we also think that high excess savings accumulated 

during the pandemic period should offset some of the downside risk 

to demand created by rising inflation. This amounted to €800 billion 

according to Deloitte - equivalent to approximately 7% of the 

Eurozone’s GDP.  

Figure 11: Euro Area PMIs (2019 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Despite the clear downside risks to growth, notably the sharp 

inflation overshoot and the possibility of an energy shortage in the 

winter, our view on the euro remains a modestly bullish one. We 

continue to think that a complete cut off in gas supply by Russia is 

unlikely to materialise - this would remove one of Russia’s key 

bargaining chips and bring additional problems for the country. We 

also think that Euro Area recession concerns are overdone, albeit the 

risk of one has clearly increased. Our base case scenario is for a 

technical recession to be avoided, which is a more optimistic 

appraisal than currently held by the market. Assuming a cut off in 

Russian gas is avoided, we think that EUR/USD is due a move higher 

from current suppressed levels. 

The immediate focus among European Central Bank members has 

also firmly shifted to controlling inflation. Following the hawkish shift 

at the July meeting, we see another 50 basis point hike as highly 

likely in September, with an additional half a percentage point rate 

increase possible at the following meeting in October. Unlike the 

Federal Reserve, which may soon be ending its hiking cycle, we think 

that there remains room for a number of additional rate increases in 

the Euro Area beyond then, albeit likely of smaller increments. At 

current levels, we still do not think that this hawkish turn has been 

reflected in the common currency, which has been dragged lower by 

the aforementioned energy concerns. 
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UK Pound GBP

Despite staging a bit of a recovery rally since mid-July, sterling has 

underperformed most of its G10 peers in the past few months.

The pound performed reasonably well earlier in the year, as markets 

braced for an aggressive pace of policy tightening from the Bank of 

England (BoE). The MPC has, however, struck a dovish tone in its 

recent communications, warning that the ongoing cost of living crisis 

will likely tip the UK economy into a long recession in 2023. These 

recession concerns have weighed on sterling, leaving it trading not 

far from its lowest level on the US dollar since the start of the 

COVID-19 pandemic and approximately 4% down in trade-weighted 

terms since mid-January. 

UK inflation has continued to exceed expectations of both 

economists and central bankers in the past few months. The headline 

rate of consumer price growth increased to 9.4% in June, well above 

the Bank of England’s 2% target, and its highest level since 1982. An 

increase into double-digit inflation appears inevitable in the coming 

months, particularly as the UK government’s energy price cap is 

expected to rise again in October, this time by more than 40%. At its 

August meeting, the Bank of England once again revised higher its 

inflation projections, saying that the headline inflation measure was 

set to peak in excess of 13% later this year, and would remain near 

10% in a years’ time. Policymakers had previously indicated that 

consumer price growth was set to rise in excess of 11%. An easing in 

the typically less volatile measure of core inflation to 5.8% in June 

provides at least some cause for optimism, although this still remains 

high by historical standards. 

eb
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Figure 12: GBP/USD (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

Figure 13: UK Inflation Rate (2017 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

In response to the sharp increase in domestic price growth, the Bank 

of England has raised interest rates at every meeting so far in 2022. 

As we anticipated, the MPC raised rates by 50 basis points to 1.75% 

in August, its largest rate increase since the mid-1990s. 
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While we acknowledge that the risk of a UK recession has increased, 

we think that the Bank of England’s doom and gloom assessment is 

overly pessimistic, and that the worst case scenarios for growth will 

not come to pass. This view is justified by a resilient domestic labour 

market, a high degree of excess savings accumulated during the 

lockdowns, and the possibility of additional fiscal accommodation 

under Liz Truss, who looks highly likely to be named the next UK 

prime minister on 5th September. As we noted in our last GBP 

update, the strength of the UK labour market is a notably bright 

spot. The jobless rate printed at a near 50-year low 3.8% in the three 

months to May. Wage growth also remains robust, with average 

weekly earnings including bonuses growing at 6.2% year-on-year in 

the three months to May. Real earnings growth is negative, although 

less so than most of the UK’s major peers. We also think that the 

continued increase in job vacancies may act to pressure wages even 

higher. Job vacancies printed near a record high 1.3 million in the 

three months to May, and is now above the number of unemployed 

for the first time on record. 

While financial markets had mostly priced in the larger move prior to 

the meeting, the vote on interest rates was more hawkish than the 

market, and ourselves, had braced for, with eight of the nine MPC 

members in support of an immediate 50bp rate increase. We had 

expected at least two or three members to vote in favour of a 

‘standard’ quarter of a percentage point hike, although in the end 

Silvana Tenreyro was the lone dissenter.

The hawkish vote on rates would have ordinarily triggered a bullish 

reaction in the pound, had it not been for the very downbeat set of 

communications from the BoE, which more than made up for any 

positivity. The bank’s statement, and governor Bailey’s press 

conference, struck a particularly concerned tone on the sharp 

increase in UK inflation, and ongoing cost of living crisis. In his press 

conference, governor Bailey said that ‘returning inflation to the 2% 

target remains our absolute priority. There are no ifs and buts about 

that’. He also justified the larger hike by saying that there were 

indications that price pressures had become more persistent and 

broader. 

The MPC also delivered a concerning appraisal of the UK economic 

outlook. Policymakers now expect the UK economy to contract in the 

final quarter of 2022, and in each quarter throughout 2023. This 

would mark the longest downturn witnessed in the UK since the 2008 

financial crisis, and a peak-to-trough fall of more than 2%. So far, we 

think that the UK economy has been relatively resilient to the 

increase in price pressures, although we are seeing clear signs of a 

slowdown in most indicators. The business activity composite PMI 

remains above the level of 50 for now, printing at 52.1 in July. 

Consumer spending has also been rather weak, with retail sales 

contracting in six of the past eight months. Concerns over the cost of 

living crisis have also been reflected in weaker consumer confidence. 

The consumer confidence index remained at a record low -41.0 in 

July, which does not bode well for household consumption. 

Figure 14: UK PMIs (2019 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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The Bank of England finds itself in an extraordinarily difficult position, 

with multi-decade high inflation accompanied by an economy on 

course to slow during the rest of the year. Following the August 

meeting, it is clear that the MPC is prioritising the former. In its 

statement, the line that the bank was ready to move ‘forcefully’ was 

maintained from the June meeting. We think this indicates that 

another 50 basis point rate hike is possible at either or both of the 

upcoming MPC meetings in September and November, depending 

on economic data in the interim, with additional rate increases to 

follow until early-2023. As mentioned, we also think that the UK 

economy is positioned to perform better than the market expects 

over our forecast horizon, albeit the risk of recession has clearly 

heightened since our last revision, particularly following the modest 

0.1% contraction in GDP in Q2. 

Given the hawkish turn on interest rates from the Bank of England, 

and our more optimistic view on global and UK growth than the 

market, we are continuing to pencil in gains for sterling against the 

US dollar over our forecast horizon. 

GBP/USD GBP/EUR

Q3-2022 1.24 1.19

E-2022 1.27 1.19

Q1-2023 1.30 1.19

Q2-2023 1.32 1.19

E-2023 1.35 1.19

ebury.com

Figure 15: UK Job Vacancies (2002 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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Japanese Yen JPY

The clear underperformer among the G10 currencies so far this year 

has been the Japanese yen. 

 

The risk-off environment that has largely prevailed in markets since 

Russia’s invasion of Ukraine in late-February would ordinarily be 

perceived as a bullish signal for the safe-haven yen, which tends to 

rally during periods of worsening risk sentiment. This has far from 

been the case in the past few months, with JPY losing its appeal as 

one of the favoured safe-haven assets for currency traders. As a 

consequence, the yen fell to its lowest level against the US dollar 

since 1998 in July, and is currently trading around 13% lower since 

the beginning of 2022.  

We think that the underperformance of the yen largely has to do with 

the ultra-dovish stance adopted by the Bank of Japan (BoJ), which 

has been the only major central bank in the world that is yet to raise 

interest rates in the current tightening cycle. The BoJ has stuck by its 

dovish stance at recent meetings, despite the pick up in global 

inflation. While there have been expectations that the BoJ would 

eventually follow suit with its peers in adopting a tightening bias, the 

central bank has continued to insist that it will keep interest rates low 

for the foreseeable future. The bank’s base rate was held again at 

-0.10%, with policymakers voting to ensure Yield Curve Control (YCC) 

was maintained to target 10-year JGB yields at around 0%. 

Governor Haruhiko Kuroda once again dismissed the notion that 

higher rates may be on the cards during his July press conference, a 

complete departure from what we’ve seen almost everywhere else. 

Kuroda said that there was ‘absolutely no plan’ to either hike rates or 

raise the cap for the yield target, given its potential impact on the 

Japanese economy. While we think that the BoJ has been 

unnecessarily cautious in its approach, we do at least acknowledge 

that the need for tighter policy is far less pressing in Japan than in all 

of its G10 counterparts. In our view, this is characterised by the lowest 

inflation overshoot of the ten (+0.4 p.p.), weak levels of earnings 

growth and a rather fragile growth outlook, particularly given the 

threat of recessions globally. Kuroda has also explicitly mentioned 

that the BoJ sees little impact on the yen exchange rate from higher 

rates - a statement that we would tend to disagree with. 

At the July meeting, the Bank of Japan revised up its inflation 

projections in its Quarterly Outlook. The core CPI forecast was 

upgraded to 2.3% for the current fiscal year (from 1.9%), and to 1.4% 

for the following twelve months (from 1.1%). Measures of inflation 

have actually remained rather contained thus far, with headline 

inflation printing at just 2.4% in June, despite the sharp jump in 

energy prices globally. 
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Figure 16: USD/JPY (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022
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Officials in Japan appear far more relaxed on the impact of higher 

energy prices on domestic inflation, with Kuroda continuing to insist 

that the current upward price momentum is driven by temporary 

factors. So far, we’ve not seen any material passthrough to consumer 

prices from the sharp increase in producer inflation, which topped 

out at nearly 10% in April (9.2% in June).

ebury.com

Figure 18: Japan Foreign Visitor Arrivals (2000 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Following the imposition of the aforementioned restrictions, the 

Japanese economy contracted by 0.1% in the first quarter of the 

year. Indicators of activity covering the second quarter released thus 

far have been largely encouraging, although we have begun to see 

signs of a slowdown in the data. The business activity composite PMI 

remained above the level of 50 for the fifth straight month in July, 

although only barely, printing at its lowest level since February 

(50.2). A big concern is a possible easing in household consumption, 

which appears to be rather fragile in the face of rising consumer 

prices, supply chain disruptions and the threat of additional virus 

restrictions. Consumer confidence has fallen to its lowest level in 

eighteen months (30.2), partly in response to the latest surge in new 

COVID-19 infections, which does not bode particularly well. We’ve 

already begun to see signs of an easing in retail sales, which 

contracted by 1.4% month-on-month in June, the largest downturn 

since August 2021. 
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Figure 17: Japan Inflation Rate (2010 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

We believe that a still rather soft growth outlook should further 

lessen the need for a swift removal in the BoJ’s accommodative 

policies. Japan maintained its cautious approach to imposing 

COVID-19 restrictions at the start of 2022, extending a quasi-state of 

emergency in most prefectures in January in response to the omicron 

outbreak. Restrictions have been eased since then, although 

measures to limit the impact on the country’s healthcare system 

remain in place, notably those on foreign visitors. Indeed, the 

number of foreign visitor arrivals have barely recovered, and remain 

around 90-95% lower than mid-2019 levels.
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We have every expectation that the Bank of Japan will maintain its 

highly accommodative monetary policy stance for some time yet, 

with no prospect of higher interest rates for the foreseeable future. 

At a time when every other major central bank is tightening policy, 

this is a clear bearish signal for the yen. We do, however, think that at 

current levels, this dovish policy stance is already reflected in the 

USD/JPY exchange rate - we have actually seen a bit of a 

retracement in the past few weeks as the currency regains some of its 

safe-haven status and rate expectations globally begin to ease. We 

still have the yen down as one of the worst performers over our 

forecast horizon, although we think that it will hold its own against 

what we think will be a broadly weaker US dollar. 
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USD/JPY EUR/JPY GBP/JPY

Q3-2022 130 135 161

E-2022 130 139 165

Q1-2023 130 142 169

Q2-2023 130 144 172

E-2023 130 147 176
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Swiss Franc CHF

The Swiss franc has been uncharacteristically volatile since our last 

update, largely a consequence of the significant policy shift from the 

Swiss National Bank. 

The EUR/CHF pair spent most of the second quarter of the year 

relatively rangebound, although the franc has rallied sharply since 

June after the SNB unexpectedly raised interest rates and changed 

its approach to FX intervention. In response, investors have driven 

the EUR/CHF cross back below parity for the first time since the 

removal of the euro peg in 2015. As a consequence of this 

meaningful policy change, we have revised our Swiss franc forecasts 

sharply higher across the board. 

Indeed, the overwhelming majority of economists’ had pencilled in 

no change, with rate markets only pricing in around 20 basis points of 

tightening prior to the announcement. The SNB has long been one of 

the most cautious central banks in the G10, ensuring that investors 

were left completely wrong-footed by the decision. 

The SNB’s accompanying communications in June were also hawkish, 

indicating that additional tightening is likely on the way. The bank’s 

statement noted that ‘it cannot be ruled out that further increases in 

the SNB policy rate will be necessary in the foreseeable future to 

stabilise inflation’. It also raised heightened concerns over inflation, 

warning over the growth impact of supply bottlenecks and the 

increase in global commodity prices. As expected, the bank’s 

conditional inflation forecasts were revised higher: to 2.8% in 2022 

(from 2.1%), 1.9% in 2023 (from 0.9%) and 1.6% in 2024 (also from 

0.9%). SNB Chairman Thomas Jordan noted that these forecasts 

would have been even higher without the 50 basis point rate 

increase.
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Figure 19: EUR/CHF (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022
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Figure 20: SNB Conditional Inflation Forecasts [June 2022]

Source: Refinitiv Datastream Date: 12/08/2022

The Swiss National Bank surprised markets at its June meeting, 

delivering an immediate 50 basis point interest rate hike to -0.25%, 

while suggesting that additional rate increases are likely on the way 

at upcoming meetings. Heading into the meeting, we had expected 

a hawkish pivot in the SNB’s communications that would likely pave 

the way for a rate hike after the European Central Bank in 

September. 
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In our view, perhaps the main takeaway from the June meeting was, 

however, the bank’s communications on future FX intervention. The 

SNB removed its long-held reference to the franc being ‘highly 

valued’. The statement also changed the wording on interventions 

from ‘willing to intervene… in order to counter upward pressure on 

the Swiss franc’ to ‘willing to be active in the foreign exchange 

market as necessary’. In his accompanying remarks, Jordan clarified 

this statement by saying that the SNB would be prepared to 

purchase foreign currency if there was an excessive appreciation, but 

it would also consider selling foreign currency should the franc 

weaken. We think that this marks a material shift in language, with 

the SNB clearly seeing franc depreciation as increasingly unwelcome, 

given its impact on higher prices. 

Inflationary pressures in Switzerland remain more contained than we 

have seen elsewhere, although indicators of price growth have still 

risen to multi-decade highs. Swiss inflation has traditionally been very 

limited, with the country experiencing negative inflation in 14 out of 

the 24 months through to the end of 2021. The headline measure of 

price growth has, however, risen rather markedly since then, 

increasing to 3.4% in June and July, its highest level since October 

1993. We note that much of this increase in prices has been driven 

by imported inflation, perhaps warranting the SNB’s shift in stance 

towards greater franc appreciation. Clearly the jump in energy prices 

in Europe is inflationary, although we are also seeing a marked 

increase in core inflation, which has risen to its highest level since the 

series began in 2001. 

Following the June SNB meeting, it is clear that policymakers are 

increasingly more comfortable with a strong franc in the current 

inflationary environment. In the past, the SNB has promoted a 

weaker currency in order to improve the country’s export 

competitiveness - a stance that has clearly softened. While we think 

there are limits as to how much franc appreciation it will tolerate in 

order to balance both growth and inflation, the near-term focus 

appears to be on the latter. SNB sight deposits, which provide a 

proxy for FX intervention, dropped sharply in the weeks following 

the June announcement, in a clear sign that the central bank was 

less active in attempting to weaken the currency. Indeed, in the first 

week of July, total sight deposits posted their largest decline in 

around a decade. Since then, these sight deposits have increased 

again. This is in line with the SNB’s communications that it will 

intervene in a symmetric fashion (ie. on both sides of the market), 

and a likely indication that the bank is targeting a near-term range 

for the EUR/CHF exchange rate. 
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Figure 21: Change in SNB Total Sight Deposits (2019 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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Given Switzerland’s heavy dependence on external demand, and the 

materially stronger Swiss franc, the June policy decision has 

contributed to a worsening in the domestic growth outlook, among 

other non-idiosyncratic factors. We’ve not yet had enough data out 

since the meeting to have a clear read on the macroeconomic 

repercussions, although activity had already shown signs of slowing 

even before the meeting. Most notable has been the easing in 

business activity PMIs, particularly the services index, which fell to a 

sixteen month low 55.2 in July. The manufacturing PMI has also 

fallen steady in the past year or so, although remains comfortably 

above the level of 50 (58.0). So far, consumer spending appears to 

be holding up rather well, although a sharp drop in consumer 

confidence in Q3 (-41.7) suggests that a slowdown in household 

demand may be on the way. As is the case in the other European 

economies, the fallout from the war in Ukraine presents a downside 

risk to growth. That said, we think that this risk is limited given 

Switzerland’s limited dependence on Russia trade, and diversified 

energy mix. A slowdown in growth in the Euro Area, rising domestic 

price pressures and higher SNB interest rates are likely to present a 

larger risk to Swiss growth, in our view. 

As mentioned, we have revised our Swiss franc forecasts higher 

across the board since the June SNB meeting, particularly in the 

near-term. So long as inflationary pressures remain high, which looks 

likely to remain the case in the next six to twelve months, we think 

that the Swiss National Bank will continue to adopt its policy of 

limiting franc depreciation. We think that the SNB will attempt to 

keep the EUR/CHF exchange rate within a relatively tight range 

around, or just below, parity. That said, we don’t think that this policy 

will be one that the SNB maintains in the long-run. Once inflationary 

pressures abate, we expect attention to turn back to supporting 

growth. At this point, we believe that interventions will become more 

one-sided in favour of allowing a gradual depreciation in the franc 

against the euro.
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USD/CHF EUR/CHF GBP/CHF

Q3-2022 0.94 0.98 1.17

E-2022 0.92 0.98 1.16

Q1-2023 0.92 1.00 1.19

Q2-2023 0.92 1.02 1.21

E-2023 0.93 1.05 1.25
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Australian Dollar AUD

The Australian dollar has continued to be one of the better 

performing major currencies so far this year.

With the exception of the G10 currencies in North America, AUD has 

outperformed all of its major counterparts in 2022 thus far. The 

currency has been reasonably well supported by both high 

commodity prices, and a hawkish turn from the Reserve Bank of 

Australia (RBA), which looks on course to raise interest rates at a very 

aggressive pace in the coming months. We also think that a very low 

risk of recession, and an economy well supported by a strong 

domestic labour market, should help support the Australian dollar 

this year, and allow it to be one of the better performers in the G10 

over our forecast horizon. 

Rates were raised for the first time since 2010 at the bank’s May 

meeting, by 25 basis points to 0.35%. In line with our initially out of 

consensus expectations, this has been followed up with three 

consecutive 50 basis point hikes at the June, July and August 

meetings. In its communications, the bank has delivered a hawkish 

pivot, saying that ‘extraordinary monetary support’ was ‘no longer 

needed’, and that the bank is committed to ‘doing what is necessary’ 

to ensure inflation returns to target.

The RBA’s recent hawkish rhetoric suggests that a continuation of the 

aggressive hiking cycle is on the way during the remainder of 2022, 

although it did deliver somewhat of a dovish pivot at the August 

meeting, saying that inflation was likely to peak later this year. That 

said, we still see another rate increase as essentially guaranteed at 

the bank’s September meeting, although there is likely to be a more 

even debate between a 25 or 50 basis point hike than at the previous 

three meetings. Governor Lowe mentioned in May that it would not 

be unreasonable to see the bank’s base rate rising above 2.5%, a 

level that we believe we are likely to see in Q4. We think that the size 

and pace of additional rate increases beyond this level will be 

data-dependent, with particular focus on both upcoming inflation and 

labour market prints. 

According to its August projections, the RBA expects inflation to end 

the year at 7.75%. So far, we are yet to see signs of a peak in this 

critical data point, which has continued to march to fresh highs. 

Headline inflation increased to 6.1% in Q2, from 5.1% in Q1, its 

highest level since Q2 2001. While this was slightly below 

expectations, a tight Australian labour market is likely to continue to 

feed its way through to rising inflationary pressures, in our view. While 

wages are not yet growing at a pace that would constitute an inflation 

problem, at 2.4% in the first quarter, earnings growth is now at its 

highest level since 2018. 
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Figure 22: AUD/USD (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

The Reserve Bank of Australia was one of the last major central banks 

to signal higher interest rates were on the way in the current cycle, 

insisting as recently as February that rate hikes remained some way 

off. Policymakers did, however, finally accept reality in March, with 

governor Lowe acknowledging that higher interest rates were 

possible this year.
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We continue to think that the Australian dollar will be one of the 

better performing currencies in the G10 in the next eighteen months 

or so. Higher commodity prices, partly induced by the war in 

Ukraine, are a positive for the Australian economy and the dollar, as 

is our general optimistic view on the global economy and risk 

sentiment this year. We also think that there is plenty of room for 

additional interest rate hikes from the Reserve Bank of Australia, and 

that this hawkish stance has not yet been fully reflected in the value 

of AUD. We expect another rate hike in September, possibly of 50 

basis points, with additional ones to follow at every meeting during 

the remainder of the year. This should, in our view, keep the 

Australian dollar well bid over our forecast horizon. 
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Figure 23: Australia Employment Change (2016 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Unemployment is also extraordinarily low, with the jobless rate falling 

sharply to a fresh record low 3.5% in June, from 3.9% in May. Job 

creation also far exceeded expectations in the second quarter, with a 

net 149k jobs added in May and June (55k combined consensus). 

We think that the very strong performance of the Australian labour 

market should allay concerns over a possible slowdown and provide 

the RBA with confidence that the domestic economy will weather the 

impact of higher consumer prices. 

Figure 24: Australia PMIs (2019 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

So far, indicators of economic activity have held up reasonably well in 

the face of rising inflation. Consumer spending appears to be 

performing well, with retail sales expanding in month-on-month 

terms in eight of the last nine months to June. Exports have also 

continued to increase sharply amid the surge in commodity prices (a 

net positive for the Australian economy and the dollar), rising by 

9.5% month-on-month in May (5.1% in June), to a fresh record high. 

Australia’s composite PMI remains in expansionary territory, although 

a drop to a six-month low 50.6 in June presents a reason for caution 

(51.1 in July). The business confidence component of the index has 

also dropped to its lowest level since April 2020, which is not a 

particularly encouraging sign. 

That said, a move away from the government’s cautious approach to 

COVID-19, and a near complete removal of all virus restrictions, 

including the last remaining border restrictions, should support the 

outlook. We think that the risk of recession in Australia is among the 

lowest in the G10. 
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AUD/USD EUR/AUD GBP/AUD

Q3-2022 0.70 1.49 1.77

E-2022 0.72 1.49 1.76

Q1-2023 0.74 1.47 1.76

Q2-2023 0.76 1.46 1.74

E-2023 0.78 1.45 1.73
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New Zealand Dollar NZD

In a rather unusual fashion, the New Zealand dollar has significantly 

underperformed its antipodean counterpart, the Australian dollar, so 

far in 2022. 

Despite the Reserve Bank of New Zealand conducting the most 

aggressive tightening cycle in the G10 since the start of the current 

hiking process, NZD has lost around 5% of its value against the US 

dollar since the start of the year. The NZD/USD pair fell to its weakest 

position since May 2020 in July, with the currency also trading 

around its lowest level on the Aussie dollar since late-2017. We think 

that this underperformance relative to AUD partly has to do with the 

slightly weaker growth outlook in New Zealand, and the sharp 

decline in dairy prices since March - a key source of export revenue 

(around 25%). 

The Reserve Bank of New Zealand (RBNZ) was the second central 

bank to raise interest rates in the G10 in the current hiking cycle, with 

rates hiked for the first time back in October. Since then, the RBNZ 

has conducted the joint fastest pace of policy normalisation in the 

G10. At the latest policy meeting in July, the bank’s base rate was 

increased by another 50 basis points to 2.5%, in line with 

expectations and its third consecutive half a percentage point hike. Its 

rhetoric on rates was hawkish, indicating that additional tightening is 

on the way. The MPC reiterated that it was ‘resolute in its 

commitment’ to bringing down inflation, and that it would maintain 

its approach of ‘briskly lifting’ its base rate until inflation expectations 

are within the target range. While the RBNZ’s communications 

touched upon concerns to growth, it appears to be continuing to 

prioritise reining in inflation.

We think that the latest inflation data warrants an additional 50 basis 

point rate increase at the August meeting, though the somewhat 

weaker growth outlook indicates that a return to smaller hikes may be 

on the cards beyond then. Inflation has risen sharply in New Zealand 

in the past few quarters, to a much greater extent than we have 

witnessed in neighbouring Australia. We think that this justifies the 

RBNZ’s aggressive rate hike cycle. Headline inflation jumped to 7.3% 

in Q2 (+1.7% quarter-on-quarter), both in excess of expectations. The 

increase in price growth continues to be driven largely by higher food 

and fuel prices, with the unleashing of pent-up demand following the 

removal of COVID-19 restrictions also likely contributing to the 

upside surprise. Policymakers expect inflationary pressures to ease in 

2023, although expect growth to slow significantly. This would likely 

justify a conclusion to the hiking cycle at the final meeting of 2022 in 

late-November. 
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Figure 25: NZD/USD (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022
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Since our last update, the Global Dairy Trade Price Index has 

collapsed to a near eleven-month low around the 1225 mark, down 

more than 20% from the peak in early-March. 
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Figure 26: New Zealand Inflation Rate (2004 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

As we mentioned in our last G10 update, we see the 2022 growth 

outlook for New Zealand as rather less favourable compared to most 

of the country’s major peers, with a number of downside risks likely 

to weigh on activity this year. The economy contracted in the first 

quarter of the year (-0.2% quarter-on-quarter), in no small part due to 

the imposition of tougher COVID-19 restrictions in response to the 

spread of the omicron variant. While authorities in New Zealand 

remain on the cautious end of the spectrum when it comes to the 

pandemic, the government has at least abandoned its ‘zero-covid’ 

policy, and the return to strict lockdowns appears a thing of the past. 

Activity data covering the second quarter of the year has improved, 

and a technical recession is set to be avoided. Most notable has 

been the increase in the services PMI to a more than two decade 

high 55.4 in June. Growth should also be well supported by the 

strong performance of the labour market. That said, we think that the 

sharp increase in domestic rates, high and rising inflationary 

pressures and deeply negative real income growth presents a risk to 

household consumption. The external situation is also not particularly 

favourable given the slowdown in the Chinese economy, which 

accounts for more than a quarter of New Zealand’s export revenue, 

and the recent decline in global dairy prices. 

NZD/USD EUR/NZD GBP/NZD

Q3-2022 0.64 1.63 1.94

E-2022 0.66 1.62 1.92

Q1-2023 0.68 1.60 1.91

Q2-2023 0.70 1.59 1.89

E-2023 0.71 1.59 1.90

Figure 27: NZD vs. Global Dairy Trade Price Index (2014 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

We continue to hold a fairly positive view on the New Zealand 

dollar, in large part due to our optimistic view on market sentiment 

and the currency’s characteristic as one of the most sensitive to risk 

in the G10. That said, we have softened our stance since our last 

update. While the RBNZ looks likely to continue raising interest 

rates, the weaker domestic growth outlook means that the hike cycle 

may draw to a close in November. The decrease in dairy prices and 

the slowdown in growth in China are also net negatives, and could 

lead to a continued underperformance in NZD against its Australian 

counterpart. 
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Canadian Dollar CAD

Aside from the US dollar, the Canadian dollar has been the best 

performer in the G10 since the start of the year. 

A confluence of factors have kept CAD well bid in the past few 

months, notably the sharp increase in global oil prices, a key 

Canadian export, and the hawkish stance adopted by the Bank of 

Canada (BoC). No other central bank in the G10 has raised interest 

rates more aggressively than the BoC has done so far in 2022, with 

markets expecting the central bank to be similarly active during the 

remainder of the year. This has allowed CAD to trade roughly 

unchanged  for the year against the broadly stronger US dollar at the 

time of writing. 

Policymakers shocked investors at the July meeting by raising rates 

by a full one percentage point to 2.5%, the largest single rate 

increase since 1998, after economists had pencilled in a 75 basis 

point move. We think that this is a clear admission that the BoC had 

underestimated the extent of the inflation overshoot, and now needs 

to correct this by getting rates closer to neutral levels much faster 

than they had originally anticipated. 

In justifying the bank’s decision to frontload the tightening cycle, 

governor Maklem noted that Canadians ‘are getting more worried 

that high inflation is here to stay. We [the BoC] cannot let that 

happen.’ Canadian headline inflation has lagged slightly behind the 

US, although it still jumped to another four decade high 8.1% in 

June. While this was largely a consequence of a sharp increase in 

gasoline prices (up over 50% on a year previous), core inflation has 

also not yet shown signs of peaking either, rising to 6.2%, well above 

the upper limit of the 1-3% target band. The hawkish rhetoric in the 

bank’s July communications suggests that additional rate increases 

are on the way at upcoming meetings. We do, however, think that the 

100 basis point move has done much of the heavy lifting, and that 

another hike of a similar magnitude won’t be required. 
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Figure 28: USD/CAD (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

The Bank of Canada was the first central bank in the G10 to tighten 

policy in 2021. The BoC began lowering the pace of net asset 

purchases way back in July last year, before abruptly bringing its 

quantitative easing programme to a close in October. Interest rates 

were raised for the first time in March this year, with policymakers 

following this up with an additional three hikes in April, June and 

July. 
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Figure 29: Canada Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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We continue to hold a mildly bullish view on the Canadian dollar 

versus the US dollar over our forecast horizon, particularly given 

elevated oil prices, the robust performance of the Canadian 

economy and the hawkish stance adopted by the Bank of Canada. 

We think that another 50 basis point rate increase is likely on the way 

at the next meeting in September, with a 25bp one to follow in 

October. This may spell the end of the hiking cycle, dependent on 

inflation data in the meantime. That being said, the outperformance 

in CAD in the past year, which has seen it trade higher against all of 

its G10 peers, save the US dollar, are likely to limit gains for the 

currency, in our view.

We remain encouraged by the growth outlook in Canada in 2022, 

though we think that this strong performance has already been 

largely priced in by markets. While the second quarter GDP figures 

won’t be released until the end of August, indicators of business 

activity and consumer spending released so far point to a fourth 

consecutive quarter of expansion. Most notable has been the steady 

performance of the retail sector, where sales have increased in each 

of the past five months (+2.2% in May). Industrial production data 

has held up well thus far, as has the manufacturing PMI. The latter 

has printed in excess of the level of 50 that denotes expansion since 

the first lockdowns in 2020, although it did fall to a two-year low 52.5 

in July.

We expect the official data to show that Q2 growth was well 

supported by the increase in global oil prices, a key source of 

Canadian export revenue (approximately 15%). We think that 

Canada’s lack of dependence on demand from China, and very 

limited exposure to Russian energy, are also positives for the 

outlook. That said, we have started to see signs of a slight 

deterioration in labour market conditions, which may weigh on 

consumer demand in the near-term. A net 43k jobs were shed in 

Canada in June, more than offsetting the number of jobs added in 

May and the largest decline in employment since the omicron 

induced restrictions were imposed in January. Canada shed another 

31k jobs in July, surprising economists that had pencilled in an 

increase in net job creation. Rising inflation and higher interest rates 

present additional risks to the outlook, although these are clearly far 

from idiosyncratic issues. 

USD/CAD EUR/CAD GBP/CAD

Q3-2022 1.28 1.33 1.59

E-2022 1.26 1.35 1.60

Q1-2023 1.25 1.36 1.63

Q2-2023 1.24 1.38 1.64

E-2023 1.22 1.38 1.65
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Figure 30: Canada Employment Change (2021 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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Swedish Krona SEK

The Swedish krona has appreciated against the euro since our last 

revision, recovering from falling to its lowest level in two years in 

early-March. 

The broadly weaker euro, together with the shift in monetary policy 

stance from Sweden’s central bank, the Riksbank, have allowed the 

krona to recover against the common currency of late. The krona has, 

however, depreciated sharply against the US dollar and is trading 

around its lowest level since March 2020. As one of the higher risk 

currencies in the G10, the risk-off mode that has prevailed in markets 

in recent months, and the broad strength of the dollar, have both 

weighed on the currency.

While policymakers signalled that additional rate increases are likely 

on the way, even keeping the door ajar to a 75bp move, the terminal 

rate was kept at close to 2%. This suggests that the bank may merely 

by front-loading its tightening plans, likely in recognition of the 

growing downside risks to growth, particularly weak consumer 

confidence. 

That said, the Riksbank is still widely expected to hike rates by at least 

50 basis points in September and November. We think there is a 

strong possibility of a 75bp move at the next meeting, particularly 

following the significant upside surprise in the June inflation data. 

With the bank’s policy rate still low relative to its peers, there is plenty 

of room for additional tightening, in our view. We would not be 

surprised to see the Riksbank raise rates at each meeting in Q1 2023 

as well, i.e above the 2% neutral rate. Depending on how the 

economy performs between now and then, we think that the Riksbank 

may be in a position to call time on the hiking cycle towards the end 

of the first quarter of next year. 

The Riksbank’s main argument for not raising rates was that most of 

the inflation in Sweden originated from higher energy prices, rather 

than from the strength of Sweden’s underlying economy. Inflation 

has, however, shown signs of spreading to more components of the 

index in recent months, which forced the central bank to act. 

Headline inflation has continued to march higher since February, with 

the Riksbank’s preferred measure, the CPIF index, rising to 8.5% in 

June (8% in July), its highest level since 1991. Core CPIF has also 

continued to show no signs of peaking just yet, increasing to 6.6% 

last month, another more than three decade high. As inflation 

continues to far overshoot the central bank's forecasts, this could 

force the Riksbank to be even more aggressive than markets expect 

in the coming months.
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Figure 31: EUR/SEK (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

After months of being among the most dovish central banks in the 

world’s developed economies, the Riksbank delivered a hawkish 

surprise to markets in April. The bank unexpectedly raised rates by 

25 basis points, ending the era of zero, or sub-zero interest rates. 

After this first interest rate hike, the Riksbank raised its benchmark 

rate by a larger 50 basis points at its June meeting, bringing the main 

policy rate to 0.75%. 
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We will be paying very close attention to the Riksbank’s forward 

guidance in September. While inflation continues to run hot, a 

number of downside risks to growth, notably household 

consumption, may elicit a more cautious approach. Sweden's 

economy contracted at the start of the year, with GDP decreasing by 

a larger-than-expected 0.8% in the first quarter. The economy 

rebounded in the second quarter, posting quarterly expansion of 

1.4% (4.2% year-on-year). This was partly due to an easing in 

COVID-19 restrictions introduced following the spread of the 

omicron variant. 

The economy is expected to continue to recover, but the outlook is 

cloudy. Consumer confidence has collapsed to record lows, while the 

services PMI has dropped to its lowest level since February 2021 - 

though it remains at very high levels compared to its peers and 

comfortably in expansionary territory (62.8 in June). Rising inflation, 

higher interest rates and the surge in European energy prices are 

expected to weigh on activity during the remainder of the year. At its 

last meeting in June, the Riksbank cut its GDP growth forecast for 

this year to 1.8% (from 2.8%), and halved its 2023 projection to 0.7%.

USD/SEK EUR/SEK GBP/SEK

Q3-2022 10.10 10.50 12.50

E-2022 9.70 10.40 12.35

Q1-2023 9.45 10.30 12.30

Q2-2023 9.20 10.20 12.15

E-2023 8.85 10.00 11.95

We still hold our bullish view on high-risk currencies over our forecast 

horizon and think that risk appetite will improve during the remainder 

of the year. 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 towards a sooner interest rate hike than the bank’s 

current projections. We believe that the bank's view of not raising 

rates until 2024 is unsustainable given rising global inflation, so a shift 

towards a more hawkish tone, possibly at the April meeting, would 

also support the Swedish krona.

Figure 32: Sweden Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

Figure 33: Sweden Consumer Confidence Index (2012 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022
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Norwegian Krone NOK

The Norwegian krone has been well supported by the sharp increase 

in global oil prices in the past few months, a critical component of 

Norwegian GDP, particularly since Russia’s invasion of Ukraine. 

The krone appreciated below 9.50 against the euro in April, although 

it has since reversed some of its gains and is currently trading around 

the 9.90 level. While higher oil prices are a clear positive for the 

Norwegian economy, the slightly less aggressive stance on rates 

adopted by Norway’s central bank, Norges Bank, has limited gains 

for NOK in recent months. This has contributed to a rather mixed 

performance and, at the time of writing, NOK is trading around the 

middle of the G10 performance tracker since the start of the year.

Following news of the invasion, the commodity surged above the 

$130 a barrel level, although much of these advances have since 

been retraced. Despite easing, oil prices remain sky-high above $100 

a barrel, with room for further advances should the ongoing energy 

crisis take another turn for the worse. Higher oil prices are a 

consequence of strong demand for energy, related to the global 

economic recovery and supply chain disruptions, and concerns 

surrounding a drop in Russia's oil supply. The historical trend we have 

tended to witness between NOK and oil futures has reasserted itself 

since mid-2021, although we think that there is still room to run in the 

rally. 

eb
ury
.co
m

Figure 34: EUR/NOK (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022
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Figure 35: NOK/USD vs. Brent Crude Oil Prices (August ‘21 - August ‘22)

Source: Refinitiv Datastream Date: 12/08/2022

Norges Bank was one of the first central banks in the G10 to raise 

rates in the current hiking cycle, raising borrowing costs by 25 basis 

points in September last year. Since then, the bank has continued to 

increase interest rates, announcing a surprise 50 basis point hike to 

1.25% at its last meeting in June, the largest increase in 20 years. 

Financial markets and economists had braced for a standard 25 basis 

point move. The vote was unanimous, with Norges Bank Governor 

Ida Wolden Bache saying in her statement that rates are likely to be 

raised further to 1.5% in August. 

Norway’s heavy dependence on petroleum production, which 

accounts for around 37% of export revenue, 12% of GDP, and almost 

10% of all jobs, has been a clear positive during the period of rising 

oil prices. Brent crude futures prices increased at a steady rate 

towards the $100 a barrel mark even prior to the war in Ukraine. 
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In its statement, the committee said that a ‘markedly higher’ policy 

rate was required in order to bring inflation back towards Norges 

Bank’s target of close to 2%, and that the policy rate would need to 

be increased at a faster pace than anticipated in March. 

Norwegian inflation has been rising steadily since the beginning of 

the year, with the annual inflation rate jumping to an above 

consensus 6.8% in July, its highest level since 1988. At its June 

meeting, the committee noted that it was concerned about a 

faster-than-expected increase in inflation in a period of ‘little spare 

capacity in the Norwegian economy’, the recent increase in global 

inflationary pressures and a weaker krone. As has been the case 

almost everywhere, Norges Bank has clearly underestimated the 

extent of the inflation overshoot, and is now in the process of 

catching up with policy normalisation following a rather steady 

approach in the first half of the year. We think this could justify 

another 50 basis point hike in August, particularly given the upside 

surprise in the June inflation print. 

In our view, a strong labour market and an economy that should be 

well supported by higher oil prices warrants more aggressive action 

in the second half of the year than witnessed in H1 2022. The 

Norwegian economy contracted by a less-than-expected 1% in the 

first quarter of the year, after showing no growth in the last quarter of 

2021. This was the first contraction in the economy since Q2 2020, 

amid supply chain disruptions and the impact of the Ukraine war. 

Mainland GDP, our preferred measure of growth that strips out the 

volatile oil and gas production component, also declined by 0.6% in 

Q1. Indicators of activity covering Q2 have been mixed, although 

high oil prices appears to be supporting business activity - the 

manufacturing PMI rose to a comfortably expansionary 54.6 in July. 

The labour market is also robust, which should support consumer 

spending. The unemployment rate fell to 3.3% in the second quarter, 

its lowest level since 2012. 

We think that there are plenty of positives for the Norwegian krone, 

and have the currency down as one of the best performers in the 

G10 over our forecast horizon. High oil prices and a tight domestic 

labour market should allow Norway’s economy to comfortably avoid 

recession. We also think that there is plenty of room for additional 

rate hikes from Norges Bank, which has been rather conservative in 

tightening policy relative to many of its peers. In our view, additional 

50 basis point hikes are possible at upcoming meetings, particularly 

given the latest inflation surprise and lower risk of recession. 
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Figure 36: Norway Inflation Rate (2013 - 2022)

Source: Refinitiv Datastream Date: 12/08/2022

USD/NOK EUR/NOK GBP/NOK

Q3-2022 9.40 9.80 11.70

E-2022 9.10 9.75 11.55

Q1-2023 8.90 9.70 11.55

Q2-2023 8.70 9.65 11.50

E-2023 8.50 9.60 11.45
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