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Elevated uncertainty around trade disputes, growth concerns and geopolitical risks in 2019, have
all made safe-haven currencies such as USD, JPY and CHF stronger. The greenback stayed strong for
the major part of 2019. However, it lost some momentum towards the end of the year owing to
improved risk appetite after the US-China phase-one trade deal. With the Fed likely to remain
accommodative in 2020 and with fading headline risks, we expect the USD to face more downside
risk than upside. Thus, we have a Neutral view with a Negative Tilt on the USD. We expect the EUR
to bottom out as the ECB’s monetary policy has apparently reached its floor and the economic
outlook looks likely to improve in the second half of 2020. Meanwhile, we are Neutral on the GBP
as uncertainty is likely to persist in 2020. JPY may regain its strength owing to seemingly limited
monetary support and to its safe haven role. On CHF, and despite an accommodative SNB, the
currency could see more inflows as demand on safe haven currencies rises. We are selective on EM
currencies.

Exhibit 48: G-10 Currencies (2019 y/y)
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Despite the Fed cutting interest rates by 75bps in
2H19, the relatively higher yielding USD assets also
offered a carry advantage. As a result, the USD
outperformed against most of the developed and
emerging markets’ currencies in 2019 despite the
threat posed by rising US fiscal deficit and
Presidential elections in 2020.
Looking ahead in 2020, a similar trend looks likely to
continue, though the headline risks such as Brexit
and the US–China trade dispute have somewhat
diminished. This has improved risk sentiment and the
safe-haven factor that had strengthened the USD in
2019 should gradually abate going forward.
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For the third consecutive year, contrarians were
successful in predicting US dollar movements, which
once again ended the year on a stronger note despite
the reversal in Fed’s monetary policy. The key
reasons for the dollar strength have been attributed
to the uncertain global economic outlook, rising
geopolitical risks, especially in the Middle East, and
relatively
solid
domestic
macroeconomic
conditions. While the monetary policy generally has
a significant bearing on the currency, we cannot
ignore the fact that a safe-haven appeal remains the
main driving force behind the USD strength.

Exhibit 49: Softening in the DXY index
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USD: DOLLAR STRENGTH TO FADE WITH
FADING TRADE RISK
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Fundamentally, the US economy is still in the sweet
spot amongst developed markets, backed by a
strong labour market and robust consumption
spending. The economy is expected to grow around
the long-term trend of 2%, considering that the
consumption-led growth story remains intact. Any
growth downgrade will bring out concerns over the
US twin-deficit (fiscal and current accounts), putting
pressure on the USD. For now, the Fed sees no hike
in 2020, and it has not ruled out more cuts if
macroeconomic conditions deteriorate. Thus, we are
Neutral with a Negative Tilt on the USD.

EUR: TO GET RESPITE FROM POLICY SHIFT
The EUR was under constant pressure for the greater
part of 2019, continuing the downtrend versus the
USD since the second half of 2018, as the regional
economic outlook kept worsening. The EUR
depreciated around 10% through 2019 and even
suffered deeper erosion by about 22% when
measured in terms of purchasing power parity. The
key factor that weighed on the EUR was ECB’s more
expansionary monetary policy. For quite a long time,
the ECB has been highly accommodative. Capital
fled out of the region, on the lookout of higher yields
elsewhere. Interest rates in the Euro zone are
apparently nearing their floor, yet they are likely to
remain low for a longer period in response to weaker
economic conditions.
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Exhibit 50: EURUSD Exchange Rate Movement
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JPY: STAY STRONG ON SAFE HAVEN
APPEAL
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In its December 2019 meeting, the ECB revised its
inflation forecast for 2020 to 1.1% from earlier
estimates of 1.0%. The central bank also revised its
growth forecast for 2019 to 1.2% (vs. 1.1%) while
reducing its expectations for 2020 to 1.1% (vs. 1.2%
earlier). Recession fears in the Euro zone should
gradually abate and the central bank may not dictate
more easing. On the other hand, the Fed is expected
to stay dovish. Thus, we are Neutral on the EUR with
a Positive Tilt.

GBP: UNCERTAINTY
BREXIT TO PERSIST

the GBP may come under heavy selling pressure.
However, if the UK gets an extension of the
transition phase, then the pound might get a strong
support with additional boost stemming from the
government’s fiscal impetus that could also reduce
the probability of a rate cut by the BOE next year.
Thus, we are Neutral on the GBP.

SURROUNDING

The GBP surprisingly outperformed within the G-10
currencies for 2019, with most of the gains
materialising post the general elections held on 12th
December. The GBP gained around 11% versus the
USD from its trough reached in early August as the
risk of a hard Brexit was high.

The Japanese Yen (JPY) closed the year on a flat note
as the safe-haven currency pared most of its
strength towards the latter part of the year, owing
to improved market sentiments brought by the US–
China trade deal. The current weakness in the JPY is
unlikely to persist. Bank of Japan (BOJ) should remain
accommodative, yet a further rate cut to the
negative territory is unlikely, given the negative
effect on banks’ profitability. Furthermore, the
central bank is speeding up its co-ordination with
the government to stimulate growth and inflation.
This is evident from the hike in sales tax in October
and the announced fiscal stimulus of $120bn
(JPY13tn). Markets have been already speculating
over BOJ’s possible withdrawal of stimulus since
2018, which now seems more probabale. We take a
Neutral with a Positive stance on the JPY. Its safe
haven nature also supports our view.
Exhibit 52: USDJPY Movement
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Exhibit 51: GBP vs. USD
Brexit is not yet over as
pound still trades at 10%
discout versus just before
the 2016 referendum
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We believe that the pound may give up some of its
gains, as uncertainty is likely to persist in 2020.
While Johnson will get the withdrawal bill passed in
the parliament, movements in the currency will
depend on the nature of the trading relationship
with the EU. Both the EU and UK need to reach an
agreement on many issues, including trade, fishing,
security and foreign policy. In our view, the UK may
not be able to set a permanent trade deal with the
EU in just 10 months and this could bring back a
disorderly Brexit risk on the table. In such a scenario,
Mashreq Private Banking

CHF: BULLISH ON HAVEN ATTRIBUTES
The Swiss National Bank held the SNB policy rate at
-0.75% during its December meeting, articulating
that expansionary monetary policy continues to be
necessary given the country’s inflation prospects.
The SNB also added that they expect rates to remain
on hold throughout 2020 and 2021, citing sluggish
inflation as the main reason. For some time now,
inflation has been consistently below 0.5%, and
well below the 2% target. On the other hand, we
expect critical Brexit deadlines in January and
December 2020, a US election in November, and
various geopolitical risks to stir further volatility. All
these factors should lay support to the CHF, owing
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to its haven attributes.
On a technical note, we are still seeing USDCHF
trading on the lower-mid end of its range and see
bullish pointers for the Swiss Franc over the coming
twelve months. All considered, we therefore, are
positive on CHF.

EM CURRENCIES: TO BENEFIT FROM
CARRY TRADE
Emerging market currencies had a roller coaster ride
in 2019, especially in the second half of the year,
owing to Fed’s rate cuts and hopes for the US–China
trade deal. Several emerging markets countries also
joined the bandwagon of easing interest rate cycle.
That encouraged yield-starved foreign investors into
regional assets, especially in sovereign debt and
USD-denominated corporate debt. EMs’ external
position also looked better. Amongst EMs,
commodity-based currencies such as Russian Ruble
(RUB) and South African Rand (ZAR) outperformed.
RUB appreciated by a whopping 11.1% versus USD
in 2019, supported by heavy foreign inflows into the
local debt market and by a stable macroeconomic
condition. Mexican Peso (MXN) also gained 3.5%
driven by carry trades. Turkish Lira (TRY) saw
another turbulent year, losing 12.6% against the
USD due to economic woes, political instability and
sanctions threat from the US.
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Exhibit 53: EMs Currencies vs. USD (2019 YTD)
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Heading into 2020, we expect EM currencies to
benefit from the dovish monetary policy outlook in
the developed countries and from reduced trade risk.
Furthermore, most emerging countries are on the
verge of ending their rate cut cycles. A hunt for yield
may benefit currencies such as Indian Rupee,
Indonesian Rupiah, Brazilian Real and Russian Ruble,
given the promising economic growth outlook for
these countries. We are Neutral on Chinese Yuan
(CNY) and MXN as macroeconomic conditions look
a bit unstable and the rate cut cycle may be more
pronounced in both economies. South African Rand
looks attractive from a valuation perspective, but it
faces the risk of sovereign downgrade to junk status
from Moody’s.
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