
 

Our central view remains that less US outperformance than before should lead to n

a less-strong Dollar over time. We first formulated that view in April 2025 as we 
judged that the net effect of policy changes in the US and abroad was likely to 
narrow the spread between US performance and the rest of the world and 
diminish demand for US assets. While the Dollar moved substantially lower over 
subsequent months, it started to move sideways as policy changes moderated 
somewhat and the US economy proved to be surprisingly resilient. We expect a 
similar push and pull on the Dollar in 2026. Ultimately, we expect a shallower 
Dollar descent in 2026, led by more pro-cyclical currencies. 

Different Dollar Downside 
 
 

USD: A Shallow Descent 

The World Smiles With You 
Our central view remains that less US outperformance than before should lead to a 
less-strong Dollar over time. We first formulated that view in April 2025 as we judged 
that the net effect of policy changes in the US and abroad was likely to narrow the 
spread between US performance and the rest of the world and diminish demand for 
US assets. While the Dollar moved substantially lower over subsequent months, it 
started to move sideways as policy changes moderated somewhat and the US 
economy proved to be surprisingly resilient. 

We expect a similar push and pull on the Dollar in 2026. On the one hand, the sturdy 
global growth and more balanced returns that we expect should weigh on the Dollar 
given its usually negative correlation with risk sentiment. This is especially true 
considering that the Dollar enters 2026 still highly valued, which we think reflects the 
strong return on US assets for much of the last decade, but is no longer justified 
under the more balanced global conditions we expect going forward. On the other 
hand, and as we discuss in more detail below, our economists are well above 
consensus on US growth for the coming year, which should at least keep a floor 
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under the Dollar and occasionally provide some boost if US returns start to outshine 
others again. 

However, relative to 2025, when European currencies and EM carry led the way, we 
expect a different mix of Dollar downside in 2026. This is completely normal for FX 
cycles; Dollar peaks are always followed by a period of relatively rapid adjustments, but 
thereafter often become much shallower unless they coincide with an increase in spare 
capacity and much easier monetary policy (Exhibit 1). 

 

Against the backdrop of sturdy growth and steady prices, we expect more of a 
pro-cyclical tilt to global currency returns (Exhibit 2), which are likely to be more 
constrained than last year in an environment of less differentiation and less disruptive 
policy changes. We have therefore upgraded our view for many of the small, open G10 
economies that tend to perform well when risk sentiment is strong. While carry 
considerations still form a key part of our total return expectations—we look for more 
BRL outperformance ahead—we think currencies like ZAR that offer exposure to the 
cyclical beta together with some carry buffer should receive greater attention. 

 

Exhibit 1: Dollar peaks are always followed by a period of relatively rapid adjustments, but 
thereafter often become much shallower 
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Too Hot to Handle? 
In the familiar “Dollar Smile” framework, the Dollar tends to rise when US growth either 
outperforms (the “right tail”) or severely underperforms (the “left tail”). After spending 
almost all of 2024 at the top of the heap, US growth expectations were firmly in the 
middle of the pack—the “trough” of the Dollar smile—for much of 2025 (Exhibit 3). 

 

 

Exhibit 2: Against the backdrop of sturdy growth and steady prices, we expect more of a 
pro-cyclical tilt to global currency returns 

 
 

Source: Bloomberg, Goldman Sachs Global Investment Research

 

Exhibit 3: US growth expectations were firmly in the middle of the pack—the “trough” of the 
Dollar smile—for much of 2025 
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This simple framework coincides well with the Dollar’s performance in 2025, and it also 
helps illustrate what we see as the key upside risk to the Dollar. While expectations for 
US growth are still near the trough right now, our economists are well above consensus 
on US growth and it would not be too far from our baseline for US performance to be 
sufficiently strong to keep the Dollar’s high valuation in place. There is some risk that this 
outcome would lead to larger moves in FX than other asset classes after the Dollar’s 
sharp decline in 2025. 

US Exceptionalism—Diminished or Finished? 
While our baseline macro/market forecasts are consistent with a small dollar 
depreciation, a larger move is certainly possible. The Dollar remains ~15% overvalued 
even after the sharp fall in 2025, so a shift towards greater concern around the US labor 
market—from “jobless growth” to “Sahm rule/recession” risks—that forces the Fed to 
cut more deeply should see sharper depreciation, particularly versus the highly 
undervalued Yen. Deeper rate cuts could also come about without recession concerns if 
a reshaped Fed pushes further toward the bottom end of the range in the FOMC’s dots. 
Markets have generally relaxed about institutional risks, but deeper USD downside tails, 
where optionality looks quite cheap again, could be in play if those institutional risks 
resurface and real policy rates in the US drop more abruptly than in the rest of the world. 

A different type of downside risk for the Dollar could come from a sharper derating in US 
tech exceptionalism. Demand for US equity exposure has been increasingly prominent in 
funding the US current account deficit and supporting the Dollar’s rich valuation in 
recent years. Even though we expect US productivity to benefit from the spread of AI in 
the years ahead, there is still the question about whether those gains remain confined to 
the US or broaden out globally, and whether the returns on capital invested meet the 
high expectations reflected in lofty US tech equity valuations. Against that context, a 
“DeepSeek 2.0” moment may pose a significant challenge to the Dollar, beyond our 
baseline forecasts.  

More Cycling than Frightening 
While we see a number of familiar downside risks to the Dollar, we think it is still 
important to distinguish between Dollar depreciation and Dollar dominance. Our 
forecast for further, modest Dollar depreciation is consistent with more balanced global 
growth and an overvalued, overperforming, safe-haven currency. We have seen only 
limited evidence of de-Dollarization or displacement of the Dollar’s dominant 
international role in recent years and do not expect this to contribute to the Dollar’s 
performance on a day-to-day, or even year-to-year, basis. Similarly, we think investors 
often focus too much on the potential for repatriation or “flows” to drive FX 
performance. Instead, in our view, the question is whether the Dollar will need to 
continue to adjust lower in order to attract capital to fund the US current account 
deficit. We use these flows and cross-asset correlations to help gauge changes in that 
demand from foreigners. 

Lower but not That Low 
After a year in which FX was often at the center of macro market discussions, it is natural 
to see a somewhat narrower distribution of outcomes in the year ahead. Global trade 
and fiscal policy is unlikely to face the same sort of disruption again. However, we see an 
important distinction between comparing to last year and comparing to what is priced 
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into markets now (Exhibit 4). Policy uncertainty is still elevated, and late-cycle dynamics 
in still-imbalanced FX markets pose a number of risks that we are confident will provide 
opportunities in FX yet again. 

 

 

Exhibit 4: Our macro vol models indicated that EUR/USD implied vol is currently underpricing 
macro uncertainty 
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Source: Goldman Sachs Global Investment Research, Consensus Economics, Goldman Sachs FICC and Equities

Box: FX in 2035—Finding Fair and Getting There 
We recently introduced long-term forecasts for global currencies to complement our economists’ 
long-term projections and aid in structural investment decisions. Our new forecasts for 2035 include 
EUR/USD at 1.21, USD/JPY at 100, GBP/USD at 1.24, and USD/CNY at 5.17. 

Long-term FX forecasting exercises focus on the mean-reverting properties of real exchange rates, with 
some adjustments for structural changes over time. Academic consensus shows this approach outperforms 
a “random walk” and refutes the common misconception that FX forecasting is a futile exercise. GSDEER 
has been the workhorse model for assessing FX “fair value” at Goldman Sachs for the last 30 years, and we 
lean on it again to project the next 10. Overall, the trends in fair values over the next 10 years are 
consistent with those over the last 10, albeit slightly smaller in magnitude. The fair valuation anchor for 
currencies of economies that tend to target higher levels of inflation such as INR, MXN, ZAR and BRL 
should continue to drift weaker (that is, higher in USD/XXX terms). On the other side, lower inflation in 
Switzerland, China and many other Asian economies argues for nominal currency appreciation.  (Exhibit 5) 
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We take our 12-month forecasts as the cyclical “starting point,” and from 2027 onwards we embed an 
annual 20% convergence of exchange rates to the GSDEER fair value in real terms (except for CNY and CZK 
where we assume a 10% rate to account for tighter currency management).  At a high level, our forecasts 
point to continued Dollar depreciation (Exhibit 6) which is consistent with its starting point of around 15% 
overvaluation in our GSDEER framework. That said, the Dollar has sustained a high valuation for much of 
the last decade, and it is possible that fresh, AI-led productivity gains will help it defy the odds once again. 
Most of our strongest total return forecasts are in EM, which is consistent with harvesting long-term real 
carry premia and converging productivity. In particular, our new forecasts show very strong total return 
potential in many EM currencies that have historically struggled with inflation control, such as Brazil and 
South Africa. While new bouts of policy pressures are always a risk, these strong forecasts are consistent 
with academic findings that markets tend to overcompensate for drawdown risks in EM currencies, 
especially after economic conditions have already converged substantially.  

 

Exhibit 5: Changes in fair values over the last 10 years have mostly been driven by 
the inflation component, with larger terms of trade contributions in 
commodity-exporter currencies 
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EUR: Look How Far EU’ve Come 

Finding Fair, Almost There 
After leading the way in 2025, the Euro enters 2026 much closer to “fair” against the 
Dollar than it has been in some time (and it is now overvalued on a broad basis; Exhibit 7). 
Partly as a result, we think it is unlikely that the currency will be at the vanguard of strong 
performers versus the Dollar again this year. But even beyond the valuation argument, 
the factors that led the currency much stronger last year seem unlikely to repeat. The 
Euro’s move started with much larger fiscal spending commitments than had been 
previously expected. This was followed by the broad Dollar decline and an apparent 
shift in investor demand leading to shifting hedge ratios in the region. We think this 
combination goes a long way to explaining the currency’s outperformance relative to 
rate differentials. 

 

Exhibit 6: Our forecasts point to continued Dollar depreciation 
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While we do not expect to see EUR/USD outperform to the same degree again, those 
drivers provide the blueprint for why we think the currency can continue to appreciate 
somewhat further. Our economists expect that increased fiscal spending will deliver a 
cyclical upswing to the beleaguered German economy, and there are some early signs in 
recent hard data releases that this is starting to materialize. Partly for this reason, our 
equity strategists continue to emphasize the appeal of more geographical diversification 
ahead. Previous periods of more balanced global market returns have helped benefit the 
Euro given its exposure to the global cycle and persistent portfolio outflows over the last 
decade. 

Along for the Ride 
However, our rationale for EUR/USD to keep moving towards 1.25 continues to rest 
mostly on our Dollar view. The Euro has been strongly correlated with the broad Dollar 
over the last year, and we expect that to continue (Exhibit 8). Our FX outlook is mostly 
predicated on the view that less US outperformance than before should lead to a weaker 
Dollar over time, and the Euro should participate in that. This is in part because 
European portfolio flows have been a key component of the demand for US assets that 
have supported the strong Dollar over the last decade. In addition, while the Euro is far 
from the most cyclical currency, it still tends to be positively correlated with risk 
sentiment over time (though it also has some safe-haven properties) and should stand to 
benefit somewhat from the sturdy growth backdrop we expect. 

 

Exhibit 7: After leading the way in 2025, the Euro enters 2026 much closer to “fair” against 
the Dollar 
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Don’t Look Down 
In our view, the key downside risk to the Euro stems from its outperformance relative to 
other asset classes in 2025 (Exhibit 9). As we discussed above, we think this can be 
explained by macro factors, but it still leaves the currency somewhat vulnerable to a 
reversal in sentiment. This would not be without precedent; the last time the Euro ran 
ahead of rate differentials like this was in 2017, when expectations for better Euro area 
growth outturns led to significant, unhedged portfolio inflows and a currency move that 
outpaced our GSBEER model by a wide margin. However, when stronger growth outturns 
failed to materialize, the currency depreciated steadily in 2018-2019 to re-link with 
cyclical valuations. We are conscious that recently markets have been revising relative 
growth expectations between the US and Euro area wider again, and we see a clear risk 
that, after re-running the “2017 playbook” in EUR/USD this year, it might be time to turn 
the page. 

 

Exhibit 8: The Euro has been strongly correlated with the broad Dollar over the last year, and 
we expect that to continue 
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There is also some risk stemming from Chinese overcapacity. Our economists estimate 
that Euro area economies are some of the most vulnerable to a “China Shock 2.0”. 
However, we think this is more of a structural risk and our more upbeat cyclical view for 
2026 should have more of an influence on 2026 FX returns. 

JPY: A Dubious Funder 
We expect the Japanese Yen to strengthen modestly over the course of 2026, consistent 
with some further compression in rate differentials and roughly in line with the forwards. 
That said, we see scope for higher volatility along the way, including room for further 
tactical weakness if US growth picks up in Q1 and the odds of near-term Fed cuts 
decline. Our baseline macro forecasts of sturdy global growth, further disinflation, and 
limited monetary policy divergence that’s largely consistent with pricing—though with 
an even more procyclical mix on growth (higher) and inflation (lower)—often has mixed 
implications for the Yen. But two-way risks around both the fiscal outlook in Japan as 
well as the global macro backdrop leave plenty of scope for a sharp JPY response if the 
current baseline gets challenged. On the fiscal side, the risk premium priced in following 
Takaichi’s victory in early October has broadly persisted, proxied by the gap between 
USD/JPY spot and the level implied by our BEER model since then (Exhibit 10). That 
leaves room for an unwind if fears of more permanent fiscal changes do not materialize. 
However, larger fiscal stimulus alongside greater limitations on the BoJ could easily push 
that premium even higher, and our economists see spending risks as skewed to the 
upside. PM Takaichi’s reported consideration of dissolving the Lower House to trigger an 
early election, likely in February, should further raise those concerns on the margin. 

 

Exhibit 9: In our view, the key downside risk to the Euro stems from its outperformance 
relative to other asset classes in 2025 
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The risks around the macro are also two sided. On the one hand, the Yen could 
appreciate more significantly than we expect if any of the lingering downside risks 
materialize around the US labor market, Fed independence, or AI valuations. A much 
narrower rate differential could drive more meaningful repatriation, reinforcing JPY 
strength in that backdrop, though we do not anticipate portfolio flows will be the 
primary driver of JPY in 2026. The risk of direct FX intervention has also risen in recent 
weeks, as policymakers appear to be more actively debating the urgency to push back 
on Yen weakness. We continue to believe that the odds of direct operations should rise 
as USD/JPY rallies, and (temporarily) successful action tends to follow monetary policy 
decisions that lean in the same direction (e.g., a dovish Fed and a hawkish BoJ). But the 
Yen remains at less stretched levels on a real trade-weighted basis than just before the 
last few rounds of intervention in 2022 and 2024 (Exhibit 11). And we have repeatedly 
seen that intervention fails to change the direction of travel when the broader macro 
justifies the weakness, as it does today. For both reasons, there may be continued 
hesitancy to deploy that tool so soon but it should remain a source of caution for tactical 
JPY shorts. On the other hand, any signs of re-tightening in the labor market alongside a 
reacceleration in growth could push the Fed to pivot towards hikes—the main risk to our 
bearish Dollar view, assuming the rest of the world also fails to keep pace. Taken 
together, the global macro outlook should dominate, but evolving fiscal expectations 
should nevertheless remain a key driver in 2026. We think the risk of higher volatility in 
both directions should favor using the Yen as a hedge (i.e., short USD/JPY) in a 
procyclical portfolio rather than to fund procyclical or carry positions (i.e., long AUD/JPY 
or long ZAR/JPY, for example). One exception is EUR; we continue to prefer being long 
EUR/JPY as a more defensive expression that should still benefit in a positive macro 
backdrop with relatively less vulnerability to a risk-off shock. CHF/JPY should also see 
further gains if geopolitical risks continue to rise. 

 

Exhibit 10: The risk premium priced in following Takaichi’s victory in early October has 
broadly persisted, proxied by the gap between USD/JPY spot and the level implied by our 
BEER model 
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GBP: Europe’s Laggard 
Sterling was a clear underperformer relative to its European peers for much of 2025, and 
we expect that trend to continue in 2026. But while much of the Sterling price action 
throughout 2025 was driven by the ebb and flow of UK fiscal risk premium, we think the 
stage is set for a much more ‘conventional’ form of underperformance in 2026 driven by 
data, policy, and valuation. 

We ultimately expect fiscal premium in Sterling to stay contained next year, but fiscal 
consolidation measures from the UK government are an important ingredient to 
achieving that and entail their own challenges to UK macro going forward. Fiscal 
restraint in the UK differentiates it from its G10 European peers, who generally have 
much more space to ease, and comes at a time of an already challenging period for the 
domestic cyclical outlook in the UK. The softening trend in recent domestic data stands 
in contrast to improvements in the Euro area, and there are meaningful downside risks to 
the forward UK cyclical outlook as well. A Sahm rule indicator—while not historically a 
reliable predictor of recessions—remains elevated in the UK, particularly relative to G10 
peers. A slowing UK labour market and deceleration in inflation and wages still have 
more room to run as a negative for Sterling through more aggressive BoE easing than 
markets are pricing. Our economists’ modal expectation is for three further 25bp BoE 
cuts by year-end, with our global forecasts implying greater downside risks to market 
pricing of Bank Rate than anywhere else in G10 over that period (Exhibit 12). 

 

Exhibit 11: The Yen remains at less stretched levels on a real trade-weighted basis than just 
before the last few rounds of intervention in 2022 and 2024 
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Set against these constraints from the domestic macro, we expect limited help for 
Sterling from abroad. The currency is less levered than most of its regional peers to shifts 
in European growth—where we remain more optimistic on upside outcomes this year—
and there is no strong valuation case for the currency to appreciate. While other 
European currencies still have some ground to cover to close out Dollar strength, this is 
not the case for Sterling. Mostly due to higher inflation in the UK, Sterling is the most 
structurally overvalued G10 currency under our GSDEER model (Exhibit 13). We see the 
range of aforementioned domestic and regional cyclical drivers as being underpinned by 
this valuation argument, which is particularly clear versus the likes of NOK and SEK in 
Europe. 

 

Exhibit 12: Our economists’ modal forecasts imply clearer downside risks to BoE policy rate 
pricing than for other G10 central banks 
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All told, we expect the Sterling to return to its trend of steady underperformance, and 
forecast EUR/GBP to rise to 0.89, 0.90, and 0.92 in 3, 6, and 12 months. Meanwhile, we 
continue to think Sterling underperformance is best targeted on European crosses, with 
GBP/USD much more likely to be a function of EUR/USD and the evolution of the broad 
Dollar more generally. Our Sterling underperformance balances out to an extent with our 
continued bearish thesis for the Dollar, and we forecast only a modest drift higher in 
GBP/USD to 1.35, 1.36, and 1.36 over the same horizons. 

CNY: How Far, How Fast? 
CNY is one of the most undervalued currencies on our currency fair value estimates. 
Since the Covid pandemic in particular, China’s continued investment in manufacturing 
capacity and low and deflating prices compared with the inflation surge in the rest of the 
world have together resulted in an exceptionally competitive real exchange rate. While 
concerns persist around US tariff policy and potential payback effects from 
front-loading and trade rerouting, our economists expect real export growth to expand 
by 5-6%yoy in coming years. This level of export growth and ongoing market-share gains 
in global trade demonstrate the competitiveness of China’s currency. As we have been 
highlighting, the degree of CNY undervaluation is now comparable to the period of the 
“China shock” in the mid-2000s, which was followed by large currency appreciation 
(Exhibit 14); and our current account forecast for the years ahead is approaching similar 
levels (as a % of global GDP). 

 

Exhibit 13: Sterling remains structurally overvalued relative to other G10 currencies 
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We have already seen a shift towards CNY appreciation this year, with the USD/CNY fix 
gradually but steadily stronger since “Liberation day”. We expect that move to extend in 
the year ahead, but the two big questions for investors are how far and how fast? Our 
USD/CNY forecast of 6.85 in 12m is stronger than consensus forecasts, but after the 
sharp move in December forward pricing has caught up to that, so a relatively gradual 
move from here would just about match the negative carry embedded in short USD/CNY 
positions. We certainly see scope for a larger move. The starting level of undervaluation 
is significant, and we think a much larger move is likely over the next decade, as per our 
10-year-ahead forecasts (Exhibit 15). Besides, as China’s exports continue to grow, 
allowing some meaningful currency appreciation back towards fair value could be one 
way to stave off the likely protectionist pressures from other jurisdictions. 

But we remain skeptical that such a move would occur quickly. Amid strong export 
performance, the macroeconomy remains highly bifurcated, with weak domestic 
demand, so policymakers will likely want to continue to lean on the external side to 
generate growth and jobs for a while longer. And on the market side the Renminbi is a 
heavily managed currency and policy authorities appear in no mood to relinquish the 
tight currency management regime of recent years. So, long CNY positions will likely be 
most attractive when the market grows skeptical after a flatter period, or will need to be 
coupled with other lower-carry currencies.  

 

Exhibit 14: The last time China’s external sector was similarly dominant (at the time of the 
first “China shock”), it was followed by a large currency appreciation 
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Exhibit 15: CNY remains deeply undervalued on GSDEER, and we expect the USD/CNY fair 
value to continue to trend lower over time 

4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.5
9.0
9.5
10.0

4.0
4.5
5.0
5.5
6.0
6.5
7.0
7.5
8.0
8.5
9.0
9.5

10.0

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

20
08

20
10

20
12

20
14

20
16

20
18

20
20

20
22

20
24

20
26

20
28

20
30

20
32

20
34

20
36

USD/CNY

GSDEER fair value

USD/CNY USD/CNY

-40

-30

-20

-10

0

10

20

4.0

4.5

5.0

5.5

6.0

6.5

7.0

7.5

8.0

8.5

9.0

9.5

10.0

19
95

19
97

19
99

20
01

20
03

20
05

20
07

20
09

20
11

20
13

20
15

20
17

20
19

20
21

20
23

20
25

20
27

20
29

20
31

20
33

20
35

20
37

Valuation (RHS)

USD/CNY

GSDEER fair value

USD/CNY %

 
 

Source: Goldman Sachs Global Investment Research, Goldman Sachs FICC and Equities

Box: The Deal with Currencies—Cross-Border M&A and FX Markets 
Cross-border M&A deals are an important driver of currency markets, both because deals represent a 
substantial portion of equity FDI and also because they can require a large and fast directional FX flow that 
leaves an imprint on markets. In recent work, we calibrated the sensitivity of FX markets to cross-border 
M&A flows and highlighted a series of key takeaways for both investors and corporates in how they assess 
the relationship between deals and currencies. 

Using Bloomberg data on cross-border M&A deals valued at $100mn or higher, we measured the response 
of the target firm’s local currency versus the acquiring firm’s local currency, expressing the move as an 
excess return versus the forwards over various horizons.¹ 

The beta of the move in a currency pair to the size of a deal (measured as the basis point excess return in 
the exchange rate per $1bn in deal size) is positive and statistically significant in Dollar pairs against EUR, 
GBP, JPY, CNY, and CAD. This beta of a ~2.8bp move per $1bn peaks around 5-7 days after the deal is 
announced, before trailing off to zero after around two weeks (Exhibit 16).  
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Our estimates of the FX impact from deal announcements underscore the importance of tracking net M&A 
flows—both for their short-term impacts and also because there may exist more gradual, harder to 
observe growth-driven boosts to the target currency from an increase in FDI. Data for 2025 points to sharp 
net US outflows (Exhibit 17)—particularly in May, July, and August—with Canada and Euro area the 
clearest beneficiaries of net inflows. We have also argued previously that expressing these flows relative to 
their historical trend should have the clearer implications for FX markets, as opposed to purely the 
absolute direction and pace of flows.  In that context it is notable to us that 2025’s data for the US implies a 
reversal of the net M&A inflows seen over the 2010-2022 period (Exhibit 18) and should be additive to the 
Dollar-negative consequences from US portfolio outflows earlier in the year. 

 

¹We exclude deals that involve a pegged currency or where the target and acquirer nation use the same 
currency, and we only include deals recorded as using cash payment, rather than equity or debt swaps.

 

Exhibit 16: We find the FX impulse from M&A deals tends to peak around 5-7 days 
after the deal announcement 
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Exhibit 17: The US saw clear net cross-border M&A 
outflows in 2025 

 

Exhibit 18: EUR and CAD were two of the clearest 
beneficiaries of net M&A inflows in 2025 
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INR: From Last to Laggard 
2025 was a dismal year for the Rupee, which finished last among major EM currencies, in 
an otherwise banner EM year. The underperformance, while unexpected, is 
understandable. India started the year perceived as a geopolitical “sweet spot” amid 
US-China trade and political disagreements, but as that relationship thawed, India found 
itself at the receiving end of additional US tariffs on account of Russian oil imports, 
followed by steep increase in the cost of issuing H1B visas, where Indian software 
companies are predominant. Service sector and software export revenues have been a 
persistent tailwind for India’s balance of payments, just as oil imports have been a 
perennial headwind, so both sides of that equation faced unfavourable impulses and the 
current account widened meaningfully in H2 2025 (Exhibit 19). Coupled with foreign 
equity outflows from an overvalued equity market into the rest of Asia, Rupee 
underperformance is understandable. 

 

However, much of the bad news is now in the price, the Rupee is modestly undervalued 
on a trade-weighted basis (Exhibit 20), and the macro fundamental picture is still robust. 
Inflation is very low and, while we expect it to pick up, it should stay solidly within the 
target zone, and there is scope for the RBI to ease further if fresh shocks materialise. 
Foreign reserves have been rebuilt over the course of the year and are approaching 
US$700bn again, and growth and current activity indicators remain firm despite the 
external shocks, with financial and fiscal deregulation providing further support in the 
quarters ahead. 

While the solid macro fundamental picture and RBI management should together limit 
further weakness and currency volatility, that is unlikely to translate into spot 
appreciation. Stronger currency performance is likely to come only alongside more 
strongly positive equity inflows. Foreigners net sold US$20bn last year (the 
second-largest historically), pushing foreign ownership and mutual fund allocations near 
two-decade lows. However, recent reversals suggest improving foreign risk appetite and 
flows as earnings have started to recover, and our equity strategists have raised India 

 

Exhibit 19: India’s current account deficit  widened significantly in H2 2025 
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back to overweight after a year. If, at some point, there is also a fuller rapprochement in 
relations with the US, that could open up more upside. Overall, we expect a steadier 
performance from the currency in the year ahead, with USD/INR depreciating modestly 
towards the 91 level in the coming 12m, and expect that the Rupee will once again 
provide a source of resilient and low-vol carry.   

 

G10 Euro Satellites: Tempered Tailwinds 
The Scandis were among the top performers in the G10 in 2025 driven by a “perfect 
storm” of factors including upside surprises on European defense spending 
announcements and historically large reallocation flows. While this “perfect storm” of 
factors is unlikely to repeat itself in 2026, and Scandi outperformance therefore less 
likely to be as outsized in 2026 as it was in 2025, we still expect global and regional 
fundamentals to promote SEK and NOK to being the outperformers of G10 Europe in 
2026. Support for both high-beta currencies from a pro-risk global cyclical backdrop, 
solid domestic fiscal positions, and exposure to the fiscal-driven European growth 
upside we expect this year should all be key tailwinds for the Scandis (Exhibit 21) 

 

Exhibit 20: The Rupee is modestly undervalued on a trade-weighted basis  
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Meanwhile, important challenges remain for both currencies from the domestic front. 
Deteriorating labour market conditions in Sweden and Norway present downside risks to 
FX performance—particularly for NOK given our economists’ expectation for a sharper 
set of Norges Bank cuts this year than is priced. Both countries will also likely face an 
outsized drag from financial conditions this year (Exhibit 22), with both small open 
economies sensitive to trade-weighted FX strength from 2025. On net though, we 
expect the global drivers to dominate, supported by clear undervaluation of both SEK 
and NOK relative to their European G10 peers under our GSDEER model. We forecast a 
drift lower in EUR/SEK to 10.40 and EUR/NOK to 11.40 by year-end. 

 

Exhibit 21: The Scandis are more levered to European growth than their regional G10 peers, 
as evidenced by price action during the fiscal re-rating last March 
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Elsewhere in the European complex, a pro-risk global cyclical backdrop where growth 
remains resilient and the Fed is easing should weigh on the safe-haven CHF (though less 
so than JPY—see JPY section). This should support EUR/CHF in the medium term 
particularly given the limited domestic policy impulse where our economists expect 
both the ECB and the SNB to remain hold from here, though with two-sided risks for the 
ECB and risks skewed to the downside for the SNB. Along those lines, we recently argued 
that some sign that there is pressure on the currency would likely precede any further 
policy adjustment. Though we continue to see little evidence of clear currency pressure 
that could prompt a shift in stance, we will be watching for any shifts in the SNB’s 
messaging should deflation challenge their expectation for inflation to rise in the coming 
quarters. A stronger correlation with Euro was also a key tailwind across the Euro 
complex in 2025, evidenced by the historically rare outcome of CHF and SEK having risen 
in tandem against the Dollar a majority of months (Exhibit 23). Despite the more 
challenging macro backdrop, CHF should still benefit from this tailwind alongside 
elevated geopolitical risks, which we expect will remain in focus in 2026. We forecast a 
drift lower in USD/CHF to 0.76 and a drift higher in EUR/CHF to 0.95 by year-end. 

 

Exhibit 22: Norway and Sweden should both face meaningful financial condition drags in 
2026 
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Small Open G10 Currencies: Here Comes the Sun 
Our baseline macro outlook for above consensus growth in the US, China, and much of 
EM argues for outperformance across procyclical currencies, including AUD, NZD, and 
CAD. Domestic factors such as stronger activity data and less dovish monetary policy 
should also support stronger performance across these currencies. However, we see 
scope for some near-term differentiation and prefer AUD and NZD to CAD, where 
downside growth risks remain more elevated. 

AUD and NZD are the most pro-cyclical currencies in G10 and should benefit from 
stronger global growth alongside higher beta EM currencies. AUD has performed well 
over the past quarter, in line with its typical beta to risk and other high beta EM FX. 
Australia’s resilience throughout the cycle also partly reflects more gradual RBA hikes 
and a lower peak policy rate than other G10 economies (Exhibit 24). Meanwhile, New 
Zealand and Canada saw more and faster policy tightening in 2022. As a result, both 
have seen larger increases in the unemployment rate on net and a slower recovery 
despite recent policy easing. NZD, for this reason, has underperformed AUD and its 
typical beta to risk since October (Exhibit 25). The domestic backdrop in New Zealand 
has begun to show genuine signs of improvement in recent months though, and we see 
its previous underperformance as scope for NZD to make up ground. This is one of the 
key rationales for our long NZD trade recommendation. We think AUD still has room to 
run this year as well. It is well-positioned among G10s to benefit from our more bullish 
CNY outlook, given its exposure to intermediate demand, and its beta to CNY and 
Chinese equities. 

 

Exhibit 23: A stronger correlation with the Euro drove a high proportion of months with 
positive returns in both CHF and SEK in 2025 
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Canada seems likely to benefit from better global growth alongside AUD and NZD, but 
with some caveats that may see this outperformance a bit delayed. CAD is pro-cyclical 
currency, and we typically see the biggest divergence between CAD and USD in periods 
of strong global growth. Additionally, we are above consensus on US growth, which 
should benefit Canada on crosses. However, we see a couple of reasons that CAD 
outperformance could come later than AUD and NZD. First, while the latest activity data 
has surprised to the upside and seems to be bottoming out with the unemployment rate 
trending lower recently (Exhibit 26) and the CAI stabilizing, it has yet to show clear signs 
of improvement (Exhibit 27). The burden of proof remains on the data to confirm that 
growth has not just stabilized but is on an upward trajectory. Second, uncertainty 
regarding US-Canada trade relations remains a key near-term risk, with USMCA’s 
mandatory joint review due in July 2026. The highest degree of CAD weakness in 2025 
was off the back of US-Canada trade tensions in January, after President Trump 
proposed a 25% tariff on Canada. While most Canadian exports to the US are exempt 
under USMCA, Canada has been more affected than most by US trade policy 
uncertainty, with rising unemployment in some trade-intensive sectors and stickier 
domestic inflation following reciprocal tariffs on the US. 

 

 

Exhibit 24: Australia’s resilience reflects more gradual RBA 
hikes and a lower peak policy rate than other G10 
economies 

 

Exhibit 25: NZD has underperformed AUD and its typical 
beta to risk since October 
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Exhibit 26: The latest activity data in Canada seems to be 
bottoming out with the unemployment rate trending 
lower recently... 

 

Exhibit 27: …and the CAI stabilizing, though it has yet to 
show clear signs of improvement 
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Better domestic data across these economies have seen markets price rate hikes for 
2026. The market pricing some risk of hikes into the end of the cutting cycle is not 
unusual though and seems fitting when inflation is still running close to or above target 
in these economies. While our economists do not forecast hikes for any of these central 
banks in 2026, the market could press further on this theme especially if green shoots 
turn into more sustainable improvements in the data. In the near-term, we remain more 
cautious on CAD, but think AUD and NZD could see further upside versus the Dollar. 
However, we prefer expressing policy convergence across Australia and New Zealand in 
short AUD/NZD. Over the course of the year though, we see a good opportunity to be 
long AUD, NZD, and CAD to capture stronger global growth. 

BRL & COP: Switching Gears 
BRL and COP were among the best-performing EM currencies in 2025, reversing a large 
part of their 2024 depreciation and outperforming their typical betas to other market 
developments (with greater outperformance for COP than BRL). This largely reflected a 
“reach for carry” within EM FX, as well as a decline in investor focus on fiscal and policy 
risks. Fiscal policy remained loose in both jurisdictions, but these risks are well 
understood by market participants and to a degree reflected in rate curves, and both 
central banks have pivoted to a more hawkish stance. When it comes to monetary policy, 
our economists forecast a switch in gears, with the BCB cutting rates and BanRep 
embarking on a hiking cycle. While higher real rates can partially offset currency risks in 
Colombia from greater fiscal slippage, we think that this shift would have limited 
implications for relative spot returns as real rates remain elevated in both Brazil and 
Colombia relative to the rest of EM (which should be supportive of total returns) (Exhibit 
28).  

 

 

Exhibit 28: Real policy rates to remain elevated in Brazil and Colombia relative to the rest of 
EM 
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Our benign global outlook for 2026 argues for a continued decline of the risk premium 
still embedded in these currencies, especially if there is a “gear switch” towards greater 
fiscal discipline and market-friendly policies after the elections (in March and May in 
Colombia, and in October in Brazil). However, headline noise is likely to pick up in the 
run-up to these elections and lead to an erosion of carry-to-vol ratios, which may cause 
investors to seek steady carry returns elsewhere (for instance, USD/BRL implied volatility 
has picked up ahead of the last three Presidential elections, Exhibit 29). Nonetheless, in 
Brazil’s case, to the extent that market participants focus on a less market-friendly 
election outcome, we think this would be better reflected as a lower probability that the 
full extent of BRL’s risk premium is unwound, rather than a significant underperformance 
relative to the premium already embedded in forwards. Moreover, we have found that a 
significant part of BRL’s appreciation through 2025 can be explained by other market 
developments, including improving terms of trade, such that the Real continues to have 
a healthy valuation buffer. Instead, we think that COP screens as more vulnerable 
heading into the elections given the continued deterioration in the fiscal outlook and the 
fact that it outperformed their typical betas to other market developments to a greater 
extent in 2025, and looks increasingly dislocated from the negative skew in our oil price 
expectations.  

 

 

Exhibit 29: USD/BRL implied volatility has risen ahead of the last 3 Presidential elections 
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Box: FX Positioning—Follow the Fast Money 
Positioning metrics in FX markets across different investor groups are often used as key inputs for trading 
decisions. Long net positioning in a given currency pair is typically seen as a marker of a ‘crowded’ trade 
and as a contrarian indicator for future returns.  

In recent work, we tested the direction and reliability of the forward-looking signals from a range of 
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different FX positioning measures and overall found more support for the idea that bullish positioning is a 
reinforcing signal for future spot returns rather than a contrarian one. As a starting point, we follow the 
approach of Czech et al. (2022) in using publicly available DTCC options data to test the forward-looking 
signal from FX options volumes for future returns. The hypothesis is that, given the market’s structural 
positive net Dollar demand, higher volumes in a given Dollar pair indicate greater short positioning in the 
quote currency.¹ 

Czech et al. find that trading rules that go long the Dollar in higher volume pairs tend to outperform versus 
trading rules that go long the Dollar in lower volume pairs—implying better relative returns in currencies 
with positive positioning versus those with negative positioning. We confirm the result of Czech et. al. but 
adjust their approach slightly to include a broader set of 18 Dollar pairs and by forming trading rules based 
on volumes relative to their historical mean rather than on absolute volumes. We view the outperformance 
of Trading Rules 1-4 (Exhibit 30) as a clear argument for a reinforcing signal for future spot FX returns 
being sent by volumes-based positioning metrics. Crucially though, these results are only significant in 
periods of structurally positive Dollar positions and do not apply to periods of structurally negative Dollar 
positioning.  

 

Beyond the options-volumes-based results, we find that risk reversals—the difference between the implied 
volatilities of an out-the-money call option and an equally out-the-money put option—can be used to 
produce even stronger signals for future spot returns. In order to improve the quality of the signals from 
the risk reversals, we first strip out the structural hedge-based premiums embedded in skew across 
currency pairs by examining them relative to their historical beta to risk (Exhibit 31). The strong negative 
relationship between pairs’ beta to risk and their current 1-month risk reversal is a result of structural 
demand for downside protection to risk.  

 

Exhibit 30: Trading rules based on options volumes for key Dollar pairs tend to 
diverge over time 
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Trading Rule 1 initiates a Dollar long versus the currency with the highest traded volume (relative to its historical 
mean). Each subsequent rule initiates a long against the currency with the next highest traded volume. Trading 
rules are rebalanced daily, and are inclusive of carry, but not inclusive of transaction costs. We use a sample of 
January 2014 to present. 
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Similar to the volumes-based positioning measures, we can use these beta-adjusted risk reversals to 
construct trading rules for the same set of 18 Dollar pairs. We find clear divergence across the trading rules 
for this approach as well, with notable outperformance in the rules that go long the Dollar versus the 
currencies with the most negative beta-adjusted risk reversals (Exhibit 32). In other words, short 
positioning translates into further depreciation, on average. The ‘slope’ across these trading rules is also 
steeper than it is across the option-volumes based trading rules, which we think argues for a slightly better 
forward-looking bullish signal from the risk-reversal-based measures. 

 

Exhibit 31: Risk reversals are typically negatively influenced by the underlying 
pair’s correlation to risk 
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MXN & ILS: Tagging Along, But Not For Long 
Elsewhere in Latin America, MXN was a quiet outperformer in 2025 despite Banxico 
delivering large rate cuts. In addition to MXN’s elevated carry, a reduction in 
tariff-related risk premium (which had increased in the run-up to the US election) and 
better-than-feared US growth outcomes supported the currency. Our economists’ 
expectation for US growth to outperform consensus expectations argues for the Peso to 
continue performing well in 2026. And, while not our base case, in a scenario where 
market focus returns to “US exceptionalism”, EUR-funded MXN carry longs screen as 
attractive, in our view. While a less natural pairing, MXN and ILS share a key feature in 
their sensitivity to US cyclical pricing, whereby the relative outperformance of EM 
equities has not historically led to stronger currency performance (Exhibit 33). 
Therefore, as long as US cyclical assets are performing well, this will place appreciation 
pressures on both the Mexican Peso and the Israeli Shekel. 

 

¹Krishnamurthy, A. and Vissing-Jorgensen, A., 2012. The aggregate demand for treasury debt. Journal of 
Political Economy, 120(2), pp.233-267.

 

Exhibit 32: The divergence across our risk-reversal-based trading rules implies 
clear advantages to treating short positioning as a bearish signal 
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However, as we go through the year, we think these currencies will likely reach their 
appreciation limits, and the skew of risks will flip towards depreciation, for two key 
reasons. First, valuations are likely to become more of a constraint as both currencies 
now screen as overvalued on our frameworks (Exhibit 36 below). Second, local headline 
noise may pick up through the year. In Mexico, following this year’s reduction in tariff risk 
premium, the upcoming USMCA review may lead to renewed increases in this premium, 
even if temporary. And in Israel, the relaxation in political noise post the ceasefire 
agreement could reverse, with a legislative election to be held no later than October 
2026. 

Still, there are important differences between the two economies. Growth in Mexico 
slowed considerably in 2025 and our economists only expect a small re-acceleration to 
still-below-trend growth in 2026. Conversely, our economists forecast above-consensus 
Israeli growth on a sharper post-conflict recovery, which could positively surprise FX 
investors (Exhibit 34). And, if FX hedge ratios of local institutional investors were to 
increase in the year ahead (though they were largely unchanged in 2025), this could 
prove to be an added tailwind for the Shekel. However, on the carry front, MXN’s high 
carry means that ILS may be the more attractive short between the two for investors 
looking to hedge their US tech exposure.  

 

Exhibit 33: MXN and ILS are highly levered to US cyclical pricing and the outperformance of 
EM equities has not historically led to stronger currency performance 
Monthly returns of EM FX vs. USD (CEE vs. EUR), in periods of out/underperformance of MSCI EM vs S&P 
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ZAR, CLP & PEN: Pedal to the Metal 
Among the more pro-cyclical high-carry currencies, ZAR stands out as a candidate with 
positive domestic tailwinds, with the ongoing fiscal consolidation, a rating upgrade, and 
a lower inflation target all supportive for the Rand, in our view. And while CLP and PEN 
carry is lower, these currencies share the global tailwinds with ZAR that we think will 
lead them to outperform in 2026 (with PEN as a lower volatility expression given tighter 
currency management). First, these economies have seen a surge in their terms of trade 
with the rally in copper, iron ore and precious metal prices, and the decline in oil prices 
(Exhibit 35); and our commodities team’s forecasts suggest that this metals vs. energy 
divergence can carry on in 2026. 

 

Exhibit 34: Growth to pick up in Mexico but to remain below-trend, whereas our economists 
forecast above-potential growth in Israel 
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Second, under our strong Chinese export growth forecasts, ZAR and CLP appear more 
insulated from increased trade competition and could benefit from demand for 
intermediate goods, keeping external balances supported. These currencies are also 
among the most sensitive to moves in CNY, which we think will continue to appreciate in 
2026. Third, and relatedly, CLP and ZAR (and PEN to a lesser extent) are among the most 
undervalued EM currencies versus the Dollar even after their strong 2025 performance 
(Exhibit 36). We think this tight linkage to CNY may help explain why these currencies 
remain so undervalued versus the Dollar, and a stronger CNY (beyond our expectations) 
may be required for this to shift more meaningfully. 

 

Exhibit 35: Chile, Peru and South Africa’s terms of trade have surged over the last few months 
on the back of the rally in metals prices and decline in oil prices 
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Fourth, fiscal fundamentals are strong across these economies, which we think warrants 
rate differentials reflecting a lower risk premium (Exhibit 37). While this narrowing of 
rate differentials has been a headwind (especially for CLP), these solid macroeconomic 
positions should be increasingly evident in FX outcomes over time. 

While we maintain a bullish outlook on these currencies, in part due to local 
developments, we think there are still risks worth monitoring on this front. In South 
Africa, the SARB has discussed the possibility of FX intervention to accumulate reserves. 
Active intervention with strong flow and signalling effects would go against the aim of 
lowering inflation expectations and reaching the new, lower inflation target of 3% on a 
sustained basis. We therefore do not think this would completely offset other market 
forces pushing in a ZAR positive direction, including foreign inflows into local markets (in 
addition to the aforementioned factors). In Chile, the BCCh’s narrow interest rate 
differential policy, which led to near-zero CLP carry, and its prioritisation of reserve 
accumulation over currency appreciation have been important headwinds over the past 
year. As the Peso trends stronger, it will be key to see whether these efforts step up, 
which could lead to lower CLP returns than otherwise. In Peru, the central bank resumed 
FX interventions in November 2025, after not having leaned against PEN appreciation 
for most of the year. This may mean that PEN appreciation in 2026 is slower than in 2025 
even as terms of trade continue to improve. There will also be a general election in Peru 
in April with a highly fragmented electoral landscape generating significant political 
uncertainty. While political risks were a key driver of PEN weakening in 2021, the impact 
was more muted during the removal of President Boluarte in October 2025. With the 
central bank holding around 28% of GDP in official reserves, we think the FX impact of 
any rise in political noise should be limited.  

 

Exhibit 36: CLP and ZAR (and PEN to a lesser extent) are among the most undervalued EM 
currencies versus the Dollar even after their strong 2025 performance 
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EM Asia FX: Tech-Related Currencies to Outperform High-Yielders 
We expect tech-related low-yielding Asian currencies (KRW, TWD and MYR) to 
outperform in 2026, given our above-consensus growth view for China and CNY, and 
that AI-related investment has room to run. Despite better-than-expected exports in 
South Korea over the past year and the KOSPI rising by 70% since April 2025, KRW came 
under pressure in H2-2025 from heavy portfolio outflows by domestic investors. To 
address this, policymakers announced a slew of measures in December aimed at 
supporting the Korean Won. The National Pension Service (NPS) has reportedly 
re-started its FX hedging program, which by our estimates, could result in 
US$50bn-worth of USD FX forward sales (Exhibit 38). The authorities also announced a 
tax incentive program for investors switching holdings from overseas to domestic assets. 
FTSE will start to phase Korean Treasury Bonds (KTBs) into the World Government Bond 
Index (WGBI) between April and November. We think ~US$20bn of pre-positioning flows 
has already happened but expect another US$40-50bn of index-related flows in 2026. 
Given that we are starting the year at relatively elevated levels for USD/KRW, we think 
the KRW has room to outperform Asian FX in 2026. 

 

Exhibit 37: Chile and Peru have two of the lowest fiscal deficits among emerging markets 
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It was a tale of two halves for TWD in 2025 and, after weakening in H2, the currency has 
underperformed NJA FX over the past month, as Taiwan’s regulators have proposed 
accounting rule changes reducing the FX hedge requirements for life insurance 
companies’ holdings in foreign assets. We think this resulted in the unwinding of FX 
hedges, as reflected by the rise in USD/TWD NDF points. However, we note that the 
medium-term FX fundamentals are still supportive for TWD. Growth is still buoyed by a 
robust export outlook. We expect the current account surplus to stay strong at around 
18-19% of GDP for the second consecutive year (versus 11-14% in 2020-2024). Foreign 
currency deposits onshore have risen to US$300bn, and we expect exporter FX 
conversion to pick up, as USD vs TWD differentials narrow and USD depreciates (Exhibit 
39). Lastly, despite accounting rule changes, if hedging costs cheapen with lower US 
rates, then hedging demand should pick up organically. We expect MYR’s 
outperformance of Asian FX in 2025 to be repeated in 2026. The current account 
surplus has been growing, supported by Malaysia’s linkages to the tech supply chain. FDI 
has been strong (particularly into data centres) and the BNM has a stable policy outlook 
(while other ASEAN central banks are still in easing mode). Following the unexpected 
outperformance in 2025, we think THB will underperform low-yield NJA FX this year. 
The growth outlook is weak, exports face stiff competition from China and tourism 
arrivals have been below expectations. Meanwhile, policymakers have repeatedly voiced 
concerns over THB strength (versus fundamentals) and have been actively looking for 
policies to delink the positive correlation between gold and THB.  

High-yielding currencies (PHP, IDR and INR) should lag in 2026. In the Philippines, with 
growth slowing and inflation low, we think the BSP will opt to cut rates further, while 
allowing more weakness in PHP. Moreover, as we have observed in neighboring 
countries, government spending (particularly capex) has a tendency to undershoot 
during periods of anti-corruption focus. Indonesia’s central bank has shifted its focus 
back to prioritizing IDR stability, and keeping policy rates steady in October, November 
and December, outlining that it wants to assess the impact of previous liquidity easing 

 

Exhibit 38: We estimate that NPS has room to increase their FX hedges by USD 50bn 
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measures. However, given the government’s desire for “8%” GDP growth, the sluggish 
external sector outlook (on lower commodity prices) and 3% annual fiscal deficit cap, we 
think the BI will cut rates if USD/IDR comes off its record highs. This suggests it will be 
challenging for the Rupiah to outperform peers if the BI is looking to cut rates further 
when possible.  

 

 

Exhibit 39: Foreign currency deposits have been rising in Asia, particularly in Taiwan, Korea, 
the Philippines and Malaysia 
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Box: FX Vol—Low for Now, but Not for Long 
FX volatility has declined in recent months alongside more benign US economic data and a relaxation in tail 
recession and inflation risks (Exhibit 40). We have previously argued that shifts in volatility are closely 
related to macroeconomic conditions. In this box, we quantify the impact of macro uncertainty on FX 
implied volatility and gauge how much economic conditions justify the lower levels of implied vol we see 
today. Our results suggest that FX implied volatility is currently underpricing macro risks. 
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In order to quantify the impact of macro uncertainty on FX implied volatility, we begin by constructing 
simple measures of economic uncertainty. We calculate these uncertainty measures using Consensus 
Economics surveys of forecast dispersion across GDP, inflation, and monetary policy for the US, Euro area, 
UK, and Japan. When the standard deviation of economic forecasts for the year ahead increases, we 
interpret it as an increase in uncertainty on the macroeconomic outlook. We measure the impact of macro 
risks on FX implied vol by running regressions of 3-month implied volatility on these measures of 1-year 
ahead macro uncertainty. 

Despite the broader relaxation in FX vols, the latest refresh of these macro vol models indicates that FX 
implied vol for EUR/USD should be somewhat higher due to increasing macro uncertainty (Exhibit 41) and, 
across macro factors, inflation uncertainty has had the largest cumulative positive contribution to implied 
vol over the past four months. In 2025, declining inflation uncertainty was the biggest drag on volatility. 
More benign inflation data after the April 2 tariff announcements allowed markets to narrow the scope of 
inflation outcomes. We think this is one of the key macro reasons for lower implied vol since then. More 
recently though, inflation uncertainty has picked back up, driven by more “extreme” forecasts on the left 
tail of the inflation distribution. In other words, the skewness of rising inflation uncertainty has turned more 
negative, suggesting more bearish inflation forecasts entering the mix. Nevertheless, the mean inflation 
forecast has increased slightly over this period. 

 

Exhibit 40: Implied vols remain exceptionally low relative to the past year 
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CEE: Holding On 
The CEE currencies were bolstered across the board by the strong Euro backdrop in 
2025. In our view, the relative performance—with HUF taking the lead, CZK following 
close behind and PLN lagging—was consistent with relative valuation constraints and 
central bank action. In particular, we have found a fairly tight correlation between 
front-end rate differentials for CZK and PLN that pushed CZK stronger over the last year, 
but led the Zloty weaker as the NBP pivoted to rate cuts (though this PLN beta to rate 
differentials has since declined, Exhibit 42). In the year ahead, there is likely to be some 
convergence on this factor as the NBP is reaching the later stages of its cutting cycle, 
which is well reflected in rates markets, whereas our economists’ outlook for rates in 
Hungary and the Czech Republic remains more dovish than current market expectations. 

 

Despite very low levels of vol presently, the upside of lower volatility means that directional views can be 
expressed more inexpensively, particularly in spots where investors think the macro is more likely to 
surprise. Given that our models show that implied vol is underpricing macro risks, we think this makes for 
an attractive backdrop to be long vol in crosses where implied vols remain at historical lows and macro risks 
still look elevated.

 

Exhibit 41: Our macro vol models indicated that EUR/USD implied vol is currently 
underpricing macro uncertainty 
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We think both CZK and PLN will hold on to their strength in the year ahead and trade in a 
relatively tight range, with HUF offering scope for a larger appreciation move. While 
there is likely to be some convergence in relative performance based on monetary 
policy, we maintain a preference for CZK over PLN over the medium term. This is 
because we have found more evidence of relative competitiveness erosion in Poland 
than in Czechia, and the Zloty has historically converged to its fair value faster than its 
regional peers (Exhibit 43). CZK’s low convergence rate is consistent with tighter 
currency management historically. Here, the main ‘right-tail’ risk to the Koruna is if the 
German manufacturing sector outperforms investor expectations given the strong 
supply chain linkages between the two countries. More broadly, Euro appreciation 
should continue to have small, yet positive spillovers onto the CEE currencies. And while 
we think there is a limited geopolitical risk premium embedded at this stage, we would 
expect the regional currencies to react positively to any breakthrough on the 
Russia-Ukraine war, with HUF and PLN outperformance.   

 

Exhibit 42: Over the last couple of years, monetary policy shifts have had a clearer impact on 
CZK and PLN returns than on HUF returns 
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Most of these external factors also apply to HUF, but here the key driver of the currency 
will likely be the April elections. We think the possibility of a closer relationship with the 
EU following the elections will continue to imply appreciation pressure over coming 
months. And, if realised, could eventually lead to a move of similar magnitude to the PLN 
move in 2023. But with the MNB pivoting its messaging in a dovish direction in 
December, we think monetary policy and potential election risks are now better aligned 
for rate receivers, though we maintain a constructive outlook on the currency. Plus, even 
after its outperformance in 2025, the Forint is still the least overvalued currency in the 
region on our frameworks (Exhibit 43).  

Elsewhere in the region, we maintain our baseline view that RON trends weaker versus 
EUR but in a relatively controlled way. The odds of a more front-loaded FX adjustment 
have declined and, on the fiscal front, external pressures for a faster adjustment have 
also eased and the Romanian authorities are targeting a reduction in the fiscal deficit in 
2026. But, while fiscal fundamentals are heading in a better direction, the twin deficits 
remain large and continue to be a source of depreciation pressure, in our view.  

TRY & Frontier FX: Uncorrelated Sources of Carry 
2025 was a year of strong performance in Frontier FX, particularly in CEEMEA, with EGP, 
GHS, NGN, and TRY all posting double-digit total returns. We think that Frontier 
currencies continue to represent an attractive total return proposition in 2026 under our 
baseline of a more range-bound broad Dollar environment relative to 2025: they feature 
higher carry levels but a lower correlation to Dollar strength and global volatility relative 
to EM HY FX counterparts. And importantly, on the back of a more benign external 
outlook, official reserve assets have risen across a number of these jurisdictions, 
providing an additional cushion to FX returns(Exhibit 44). In part because of this reserve 
accumulation, we see risks skewed towards FX appreciation for EGP, NGN and KES, 
which also screen as undervalued on our Frontier GSDEER framework (we maintain a 

 

Exhibit 43: CZK and PLN more overvalued than HUF; PLN has historically converged to its fair 
value faster than its regional peers 
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short USD/EGP trade recommendation opened in mid-July of last year). 

 

In Turkiye, official reserve assets have more than reversed their decline following the 
March 2025 Lira sell-off largely owing to the sharp rise in gold prices. With this reserve 
backing, the pace of TRY depreciation continues to be mostly a policy choice, where we 
think policymakers are mindful of not allowing the real trade-weighted exchange rate to 
appreciate significantly. Our economists expect headline inflation continue falling in 
2026, and we think this can lead to a slight decline in the pace of TRY depreciation. This 
would offset the reduction in carry as the TCMB cuts rates, such that TRY monthly total 
returns remain at around 1-1.5% (Exhibit 45). The main risk to our constructive view on 
these currencies is the elevated positioning in still relatively illiquid FX markets that could 
reverse sharply on a negative shock. Finally, we think the direction of travel for the 
Argentine Peso (ARS) is weaker along wider FX flotation bands, given the authorities’ 
objective to accumulate international reserves more rapidly this year from critically low 
levels. 

 

Exhibit 44: Official reserve assets have risen across various Frontier markets, providing an 
additional cushion to FX returns 
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Exhibit 45: TRY monthly total returns to remain steady around 1-1.5% 
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Global FX Forecasts 
 
 

 

Current
Spot

Forward Forecast Forward Forecast Forward Forecast 2027 2028 2029

G10
EUR/$ 1.17 1.17 1.18 1.18 1.20 1.18 1.25 1.24 1.23 1.23
£/$ 1.34 1.34 1.33 1.34 1.33 1.34 1.36 1.33 1.31 1.29
AUD/$ 0.67 0.67 0.68 0.67 0.69 0.67 0.70 0.73 0.75 0.77
NZD/$ 0.58 0.58 0.60 0.58 0.61 0.58 0.62 0.63 0.65 0.66
$/CAD 1.39 1.38 1.36 1.38 1.34 1.37 1.32 1.30 1.29 1.28
$/CHF 0.80 0.79 0.80 0.78 0.78 0.77 0.76 0.76 0.76 0.76
$/NOK 10.08 10.09 9.83 10.10 9.58 10.12 9.12 8.74 8.45 8.19
$/SEK 9.22 9.18 8.98 9.14 8.75 9.07 8.32 8.06 7.90 7.82
$/JPY 157 156 157 155 155 153 152 139 129 122
EMEA
$/CZK 20.8 20.8 20.5 20.8 20.0 20.7 19.1 19.5 20.0 20.4
$/HUF 330 332 318 334 313 338 304 312 319 325
$/PLN 3.61 3.61 3.60 3.61 3.54 3.62 3.40 3.48 3.54 3.59
$/RON 4.36 4.38 4.36 4.41 4.32 4.46 4.20 4.33 4.39 4.42
$/RUB 83.7 83.7 80.0 86.9 85.0 93.3 90.0 91.4 93.0 94.7
$/UAH 43.1 44.0 44.0 45.7 46.0 48.2 48.0 49.2 50.6 52.0
$/TRY 43.0 46.1 45.0 49.3 47.0 56.4 51.0 58.9 66.5 75.0
$/ILS 3.17 3.17 3.15 3.17 3.20 3.16 3.25 3.27 3.30 3.32
$/ZAR 16.53 16.64 16.80 16.75 16.60 16.99 16.40 15.84 15.41 15.10
$/NGN 1423 1466 1425 1514 1400 1616 1375 1561 1746 1882
Americas 
$/ARS 1463 1577 1630 1680 1720 1902 1870 1964 2069 2178
$/BRL 5.39 5.51 5.20 5.62 5.30 5.85 5.30 5.20 5.11 5.04
$/MXN 17.97 18.14 18.00 18.30 18.25 18.67 18.50 19.27 19.80 20.23
$/CLP 897 897 900 897 890 899 880 844 816 793
$/PEN 3.36 3.37 3.30 3.39 3.25 3.41 3.25 3.16 3.09 3.03
$/COP 3710 3800 3900 3873 3850 4035 3800 3821 3816 3796
Asia
$/CNY 6.98 6.93 6.95 6.89 6.90 6.83 6.85 6.54 6.29 6.09
$/HKD 7.79 7.77 7.80 7.76 7.80 7.73 7.80 7.80 7.80 7.80
$/INR 90.0 90.6 89.5 91.2 91.0 92.4 91.0 90.7 90.7 90.8
$/KRW 1453 1448 1440 1443 1420 1435 1390 1344 1311 1285
$/MYR 4.06 4.05 4.10 4.05 4.05 4.04 3.95 3.80 3.68 3.57
$/SGD 1.28 1.28 1.28 1.27 1.27 1.26 1.26 1.23 1.21 1.20
$/TWD 31.6 31.7 30.5 31.6 30.0 31.6 29.5 28.4 27.4 26.7
$/THB 31.52 31.37 32.00 31.22 31.50 30.93 31.50 30.60 29.90 29.24
$/IDR 16793 16876 16600 16911 16500 17041 16300 15940 15660 15438
$/PHP 59.2 59.4 60.0 59.5 59.5 59.9 59.0 58.6 58.3 58.1
Euro Crosses
EUR/GBP 0.87 0.87 0.89 0.87 0.90 0.88 0.92 0.93 0.94 0.96
EUR/CHF 0.93 0.93 0.94 0.92 0.94 0.91 0.95 0.94 0.94 0.94
EUR/NOK 11.76 11.81 11.60 11.87 11.50 11.97 11.40 10.82 10.42 10.10
EUR/SEK 10.75 10.75 10.60 10.74 10.50 10.74 10.40 9.98 9.75 9.64
EUR/CZK 24.29 24.37 24.20 24.44 24.00 24.55 23.90 24.17 24.64 25.13
EUR/HUF 385 389 375 393 375 399 380 386 393 400
EUR/PLN 4.21 4.23 4.25 4.25 4.25 4.28 4.25 4.31 4.36 4.42
EUR/RON 5.09 5.13 5.15 5.18 5.18 5.28 5.25 5.36 5.42 5.45
EUR/RUB 97.6 98.1 94.4 102.1 102.0 110.4 112.5 113.2 114.7 116.7
DXY -1% -2% -5%
USD TWI 0% -1% -1%
USD (simple average) -1% -1% -3%
Note: Spot values are as of Thursday's close. Dollar aggregates show spot returns.

3-Month Horizon 6-Month Horizon 12-Month Horizon Longer-term Forecasts (eop)

 

See dynamic table here (or click image above): https://publishing.gs.com/content/themes/fx-forecasts.html 
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Return Forecasts & Valuations 
 
 

 

Misalignment Misalignment
Current 

Spot Spot Carry Total NEER Estimate Bilateral Trade-
Weighted Estimate Bilateral Trade-

Weighted
Average 
Estimate PPP*

G10
EUR/$ 1.17 7.2 -1.5 5.6 4.9 1.21 -3% 9% 1.18 -1% -1% 1.20 1.51
GBP/$ 1.34 1.1 0.1 1.2 -2.9 1.22 11% 24% 1.29 4% 5% 1.24 1.49
AUD/$ 0.67 4.5 0.4 5.0 1.7 0.81 -17% 5% 0.70 -4% 2% 0.76 0.69
NZD/$ 0.58 7.8 -1.0 6.7 4.8 0.68 -16% 1% 0.57 1% 6% 0.64 0.67
$/CAD 1.39 5.0 -1.2 3.7 4.0 1.26 -9% -4% 1.41 2% 2% 1.32 1.17
$/CHF 0.80 5.1 -3.6 1.4 1.3 0.85 7% 15% 0.808 1% 3% 0.83 0.95
$/NOK 10.08 10.5 0.4 10.9 5.4 7.27 -28% -21% 8.72 -13% -13% 7.85 8.99
$/SEK 9.22 10.8 -1.6 9.0 4.6 7.44 -19% -10% 9.15 -1% -1% 8.12 8.38
$/JPY 156.9 3.2 -2.7 0.4 0.8 94 -40% -30% 125 -20% -14% 107 94
EMEA
$/CZK 20.83 9.0 -0.4 8.5 3.2 25.3 21% 30% 21.1 1% 2% 23.6 15.9
$/HUF 330 8.6 2.2 11.0 3.0 334 1% 8% 345 4% 4% 338 260
$/PLN 3.61 6.2 0.2 6.4 1.0 3.85 7% 15% 3.9 7% 6% 3.86 2.48
$/RON 4.36 3.9 2.2 6.2 -- -- -- -- 5.11 17% 16% -- --
$/RUB 83.7 -7.0 11.4 3.7 -9.9 84.27 1% 20% 90.86 9% 16% 86.91 40.75
$/UAH 43.09 -10.2 11.8 1.6 -- -- -- -- -- -- -- -- --
$/TRY 43.04 -15.6 31.1 10.6 -18.4 30.16 -30% -26% 42.56 -1% 3% 35.12 23.95
$/ILS 3.17 -2.3 -0.5 -2.8 -4.5 3.54 12% 25% 3.70 17% 6% 3.61 4.81
$/ZAR 16.5 0.8 2.8 3.6 -2.3 12.91 -22% -12% 16.4 -1% -1% 14.31 18.34
$/NGN 1423 3.5 13.5 17.0 -- -- -- -- -- -- -- -- --
Americas 
$/ARS 1463.3 -21.8 30.0 8.2 -23.5 -- -- -- -- -- -- -- --
$/BRL 5.39 1.6 8.5 10.3 0.7 4.34 -19% -6% 5.77 7% 13% 4.92 5.13
$/MXN 17.97 -2.8 3.9 0.9 -4.1 20.74 15% 24% 18.40 2% 2% 19.80 20.07
$/CLP 897 2.0 0.1 2.1 0.7 670 -25% -11% 918 2% 4% 769 759
$/PEN 3.36 3.5 1.5 5.1 2.3 2.84 -16% -3% 3.08 -8% -4% 2.93 3.99
$/COP 3710 -2.4 8.8 6.2 -3.4 3637 -2% 11% 3947 6% 7% 3761 3172
Asia
$/CNY 6.98 2.0 -2.2 -0.3 -0.8 4.98 -29% -21% 6.01 -14% -12% 5.39 6.11
$/HKD 7.79 -0.1 -0.7 -0.8 -2.5 7.02 -10% 14% 6.90 -11% -1% 6.97 5.97
$/INR 90.03 -1.1 2.7 1.6 -3.0 79.71 -11% -3% 81.48 -9% -4% 80.42 57.37
$/KRW 1453 4.5 -1.2 3.3 2.2 1189 -18% 0% 1268 -13% -7% 1220 917
$/MYR 4.06 2.8 -0.6 2.3 0.1 3.33 -18% -1% 4.25 5% 9% 3.70 2.01
$/SGD 1.285 2.0 -2.1 -0.2 -0.8 1.36 5% 25% 1.29 1% 6% 1.33 0.59
$/TWD 31.58 7.0 -0.1 7.0 4.4 25.9 -18% 2% 25.1 -20% -12% 25.6 13.9
$/THB 31.52 0.1 -1.9 -1.8 -2.5 30.22 -4% 18% 32.79 4% 9% 31.25 19.36
$/IDR 16793 3.0 1.5 4.5 0.7 14452 -14% 5% 14574 -13% -6% 14501 11000
$/PHP 59.19 0.3 1.1 1.5 -2.3 56.85 -4% 18% 59.10 0% 10% 57.75 52.44
Euro Crosses
EUR/GBP 0.87 -5.7 1.6 -4.1 -2.9 0.99 14% 24% 0.92 6% 5% 0.96 1.01
EUR/CHF 0.93 -1.9 -2.1 -4.0 1.3 1.03 10% 15% 0.96 3% 3% 1.00 1.43
EUR/NOK 11.76 3.1 1.8 5.0 5.4 8.78 -25% -21% 10.31 -12% -13% 9.39 13.58
EUR/SEK 10.75 3.4 -0.1 3.2 4.6 8.98 -16% -10% 10.82 1% -1% 9.71 12.65
EUR/CZK 24.29 1.6 1.1 2.7 3.2 30.49 26% 30% 25.00 3% 2% 28.30 24.01
EUR/HUF 385 1.3 3.7 5.0 3.0 403 5% 8% 407 6% 4% 405 393
EUR/PLN 4.21 -0.9 1.6 0.7 1.0 4.64 10% 15% 4.6 9% 6% 4.61 3.74
EUR/RON 5.09 -3.1 3.7 0.6 -- -- -- -- 6.04 19% 16% -- --
EUR/RUB 97.6 -13.2 12.9 -0.3 -9.9 101.7 4% 20% 107.4 10% 16% 104.0 --
Addendum
USD -- -2.5 -1.8 -4.1 -2.9 -- -- 14% -- -- 5% -- --

GSDEER GSFEER
Forecast: 12-Month Return (%)

 

See dynamic table here (or click image above): https://publishing.gs.com/content/themes/table.html?criteriaKey=1k2HGqqS2h 
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