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Key highlights
· Market sentiment has improved over the last few weeks as the global growth 

rate of Covid-19 cases is slowing, and an unprecedented combination of fiscal 
and monetary support has been issued. 

· Nonetheless, there is no shortage of risks, associated primarily with the 
possibility of a second virus wave as well as the negative economic side-effects 
of large-scale lockdowns.

· It is now certain that the global economy is facing a deep recession. However, 
the external nature of the shock together with the sizeable fiscal and monetary 
stimulus make us optimistic that the second half of this year will see a gradual 
economic recovery.

· The confluence of a world GDP recovery with near-zero rates in the US and a 
sizeable expansion of the Fed’s balance sheet argue for a weaker dollar against 
major reserve currencies such as the EUR, CHF, JPY, and GBP.

· However, the USD could remain supported against a large number of emerging 
market currencies, which are dependent on (lower) commodity prices and/or 
are vulnerable to the virus epidemic due to poor health infrastructure.

· That said, we maintain the view that the CNY and parts of Asia FX are likely to 
outperform.

· The key risk here is the possibility of a strong second virus wave that could 
reignite a dollar liquidity squeeze (akin to that in March), which in turn would 
result in renewed USD appreciation. 
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The last few weeks have seen a partial 
reversal of the asset price moves that marked 
March. Global equities have risen, oil prices 
have rebounded from the lows on the 
OPEC+ decision to cut oil production by 10 
mn barrels a day, and the USD has come off 
by 3% since its high on 23 March. The 
backdrop for all this has been the global 
growth rate of confirmed Covid-19 cases 
slowing visibly, and monetary and fiscal 
policies stepping into uncharted 
expansionary territory.
Nonetheless, there is no shortage of risks. 
Uncertainty regarding the virus spread is 
still present (not least because of the 
possibility of a second wave), while national 
lockdowns are beginning to take their toll on 
economic activity. Still, policy responses 
have been enormous and will likely cushion 
the deep impact.
In summary, our working assumptions 
remain unchanged and revolve around the 
following topics:
1. The virus pandemic and the associated 

country lockdowns have thrown the 
global economy into a deep recession. 
However, we still see the odds favouring 
a recovery in H2 2020 as confinement 
restrictions are gradually lifted. We note 
that this process will be aided by the 
significant amount of stimulus deployed 
by governments and central banks.

2. The US Federal Reserve (Fed) appears to 
have been successful (at least so far) in 
taming the huge problem of USD 
liquidity squeeze that led to the USD 
surge in mid-March. Consequently, the 
recent normalisation in FX and money 
markets is likely to continue.

3. We still feel that the significantly lower 
US yields and the enormous expansion of 
the Fed’s balance sheet (which will start 
including junk-rated bonds) will trigger a 
depreciation of the USD on a trade-
weighted (TW) basis.

Introduction

The last few weeks have 
seen a partial reversal of 

the asset price moves that 
marked March. 

4. As for energy prices, the USD 10-15 bn 
barrel-per-day (bpd) cut promised by 
OPEC-Plus and Western producers – 
while commendable – has seen energy 
prices give up their some of their gains. 
With a likely large degree of demand 
destruction (between 15-35 mn bpd) and 
supply cuts expected to occur from May 
onwards, energy prices face downside 
risks. However, our EMFX valuation 
model suggests the asset class is fairly 
valued at best, implying that downside 
risks remain for several EM currencies. 

We continue to see EURUSD at 1.16 for 
year-end, EURCHF at 1.08, GBPUSD at 
1.28, and USDJPY at 103. However, we 
reiterate that uncertainty remains high and 
the price action may be subject to increased 
volatility.
On the other hand, we expect the USD to be 
well supported against large parts of EMFX 
given the new “low-for-longer” backdrop for 
energy prices. However, we still anticipate 
that the CNY and parts of Asia FX will 
outperform after the initial shock.
Accordingly, our theme of a “tale of two 
dollars” remains intact: softer against the 
G10 reserve currencies (EUR, JPY, CHF, and 
gold), but stronger against EMFX (barring 
CNY and parts of Asia).
Clearly, the risks to our view are sizeable, but 
also symmetric. They include the following 
factors: 1) the pandemic worsening further 
and delivering a more severe and durable 
blow on the global economy (USD-positive 
via more severe USD liquidity squeeze); 2) 
failure by the Fed to address the USD 
liquidity stress issue (USD-positive); and 3) a 
very sharp rebound in the global economy in 
H2 2020 (USD-negative).
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FX forecasts – G10 and gold

Current spot Q2 20 Q3 20 Q4 20 Q1 21 Estimates of long-
term fair value1

EURUSD 1.08 1.13 1.15 1.16 1.16 1.17

GBPUSD 1.25 1.23 1.26 1.28 1.30 1.38

EURGBP 0.87 0.92 0.91 0.91 0.89 0.85

EURCHF 1.05 1.06 1.07 1.08 1.08 1.13

USDCHF 0.97 0.94 0.93 0.93 0.93 0.97

USDJPY 108 105 104 103 102 95

EURJPY 117 119 120 119 118 111

EURSEK 10.85 9.47 9.26 9.18 9.14 8.40

USDSEK 10.00 10.70 10.65 10.65 10.60 9.83

EURNOK 11.28 9.73 9.48 9.35 9.31 7.91

USDNOK 10.39 11.00 10.90 10.85 10.80 9.25

AUDUSD 0.64 0.65 0.66 0.67 0.68 0.72

NZDUSD 0.60 0.61 0.62 0.63 0.63 0.64

USDCAD 1.41 1.40 1.38 1.37 1.36 1.26

Gold 1’685    1’600  

1 The estimates of long-term (LT) fair values are calculated as the average value estimated using FEER and BEER models. The FEER 
(fundamental equilibrium exchange rate) model calculates the exchange rate required to bring macroeconomic balance, i.e. 
full-employment, low inflation and a sustainable current account balance. The BEER (behavioral equilibrium exchange rate) model 
uses econometric methods to estimate equilibrium FX rates based on a set of macroeconomic variables (our model uses terms of 
trade, investment as a share of GDP, and real rates within a panel data set across G10 FX).  
Please refer to page 22 for a more detailed explanation.
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Asia

Current spot Q2 20 Q3 20 Q4 20 Q1 21

USDCNY 7.07 7.03 6.94 6.83 6.70

USDHKD 7.75 7.75 7.75 7.75 7.75

USDIDR 15’465 15’875 15’906 15’708 15’480

USDINR 76.4 77.6 77.0 76.2 75.4

USDKRW 1’218 1’226 1’214 1’202 1’190

USDMYR 4.37 4.44 4.41 4.35 4.31

USDPHP 50.9 50.8 50.8 50.7 50.6

USDSGD 1.42 1.42 1.42 1.41 1.40

USDTWD 30.1 30.0 29.7 29.4 29.1

USDTHB 32.6 32.8 32.6 32.4 32.3

LatAm

Current spot Q2 20 Q3 20 Q4 20 Q1 21

USDMXN 24.0 24.3 24.3 24.1 23.7

USDBRL 5.24 5.34 5.42 5.47 5.50

USDCOP 3 931 4 029 4 090 4 151 4 213

USDCLP 846 851 850 841 829

USDPEN 3.41 3.41 3.40 3.38 3.36

CEEMEA

Current spot Q2 20 Q3 20 Q4 20 Q1 21

USDRUB 74.0 75.3 76.0 76.6 77.2

USDTRY 6.90 7.21 7.39 7.50 7.61

USDZAR 18.8 19.3 19.7 20.0 20.2

USDILS 3.59 3.59 3.56 3.52 3.47

EURPLN 4.52 4.59 4.64 4.63 4.60

EURCZK 27.2 27.5 27.8 27.8 27.5

EURHUF 352 354 357 356 355

FX forecasts – EM
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G10FX : Three key charts

The adjacent chart shows that the global growth rate of 
Covid-19 cases peaked in late March – around the time that 
global equities bottomed – and has started to decline. This, 
alongside substantial fiscal and monetary policy response, has 
triggered a relief rally in risk assets. It may be too soon to 
declare victory (not least because of the possibility of a second 
virus wave as well as asset price spillovers from the economic 
side-effects of country lockdowns), but risk appetite has 
certainly improved.

3. US yields collapse but USD funding stresses push them 
higher

Sources: Bloomberg, Lombard Odier.

1. Growth of confirmed virus cases declines and markets 
pick up 

* right hand scale 
Sources: Bloomberg, Lombard Odier.

Sources: Bloomberg, Lombard Odier.

2. Volatility gradually normalising lowerThis is also depicted in the adjacent chart, which shows a 
gradual but marked normalisation lower in implied volatilities. 
The market has not yet reverted to its normal range, 
suggesting that anxiety is still ingrained in market psychology. 
Nonetheless, the direction of travel unequivocally points to 
cautious optimism. 

Since the Fed’s announcement of renewed asset purchases, 
the central bank’s balance sheet has increased by over USD 1 
trn – an unprecedented rate of change. Effectively, the Fed is 
increasing the supply of dollars in order to purchase various 
types of security. As the amount of dollars in circulation rises, 
the dollar’s value should be eroded. The adjacent chart shows 
the relationship between the annual growth rate of the Fed’s 
balance sheet and the TW dollar, with the two having a 
correlation of -0.64. According to this relationship, the USD 
should be trading considerably lower than current levels. What 
is keeping the dollar high to a large extent are the various risk 
premia associated with the uncertainty of the epidemic and its 
impact on the world economy. However, recent trends in the 
infection curves suggest that we are reaching a plateau, 
something that should alleviate some of the previous concerns 
regarding extreme scenarios. In our view, this should start to 
weigh on the greenback, and will do so most vividly in H2 20.

Global equities, (r.h.s.*)
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EURUSD

US 10 Y  yield - Ger 10 Y yield, 
%, inverted (r.h.s)
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FX majors and gold

EUR: Euro gains, but lags other G10 FX against the 
USD
As we discussed in our last FX monthly (“a tale of two 
dollars”), our constructive view on EURUSD is based on the 
following factors. First, the collapse in US yields following 
unprecedented Fed easing measures. Second, and related to 
the above, we believe that as rates are on a more “level playing 
field”, rate differentials – which have been unusually 
irrelevant for the FX market since 2014-15 – will start gaining 
in importance. On this metric, the trade-weighted USD is now 
about 15% overvalued, having already depreciated by more 
than 3% since 23 March. This is likely to lead to higher FX 
hedging ratios, especially for foreigners who are purchasing 
US government securities. Developments over the past few 
weeks have reinforced this view. US 10Y yields have fallen 
from 1.2% in mid-March to 0.75% presently, and the 10Y 
yield differential between the US and Germany has narrowed 
further on a trend basis. Based on this metric, EURUSD 
should be trading considerably higher than its current 
1.08/1.09 area (see chart 4). Additionally, strains in the USD 
liquidity market appear to be abating, with the EURUSD swap 
basis (which measures dollar squeezes due to high USD 
demand for converting euros to dollars) normalising, while the 
Libor-OIS spread (which measures credit risk in money 
markets) has started narrowing again.
However, it is true that the euro has lagged all G10 currencies 
in this rebound against the dollar (see chart 5). This largely 
reflects risk premia associated with 1) the virus epidemic in 
Europe and 2) concerns about lack of coordination in the EU’s 
response to the regional virus-induced crisis. However, 
infection rates in Europe show clear signs of slowing, while the 
agreement last week reached by the Euro group on a common 
fiscal support package should lessen the above concerns. 
Consequently, we anticipate that EURUSD has bottomed, and 
it will likely gradually recover – especially if the global 
economy recovers in the second half of the year. In our 
portfolios, we look for opportunities to express this view by 
initiating a EURUSD overweight vs our Strategic Asset 
Allocation (SAA) benchmark.
Risks to our view: 
1. A strong second wave of virus spread in Europe 

(EUR-negative). 
2. The strong fiscal package by the US administration could 

restore some confidence to the domestic economy that 
may provide a short-term support to the USD. 

3. A re-emergence of the USD liquidity squeeze 
(USD-positive). 

4. Euro area failing to recover convincingly due to poor 
implementation of the fiscal package.

4. US-GE yield differentials suggest EURUSD should be 
trading higher

Sources: Bloomberg, Lombard Odier.

Sources: Bloomberg, Lombard Odier.

5. FX spot % performance vs the USD since 23 March
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CHF: When will the franc start to depreciate?
We retain our view that in the near term, EURCHF will 
remain anchored close to the 1.06 level. Swiss franc demand 
remains in place (albeit to a lesser degree) due to the virus-
related risk premia in Europe, but it will be continuously 
countered by SNB intervention (see chart 6). As these risk 
premia gradually decrease (and euro finds its footing), we 
expect a gradual appreciation of EURCHF, mostly during the 
second half of the year. At that point, the Swiss National Bank 
will have considerably eased FX intervention, allowing the 
market to find the equilibrium value of the exchange rate 
(which our valuation models suggest is higher, and close to 
1.10).
Risks to our view: 
1. A strong second wave of virus outbreaks in Europe 

(CHF-positive). 
2. The SNB deciding to prematurely step back from currency 

intervention due to the already exceptionally large size of 
its balance sheet (CHF-positive).

GBP: Sterling finds its mojo
GBP has powered ahead in recent weeks, rising by nearly 9% 
against the USD and by 6.5% against the EUR (since 23 
March). In part, this move can be explained by the previous 
unprecedented decline that saw GBPUSD dropping from 1.31 
to 1.15 in the space of ten days in early March. Additionally, 
the slowing of the Covid-19 spread appears to have improved 
sterling sentiment, as can be seen in chart 7. We maintain our 
constructive view based on these factors. First, the broad 
dollar downside that we see for the rest of the year; second, 
GBPUSD’s significant undervaluation; and third, our view that 
there will be no “no-deal Brexit” by the end of the year. That 
being said, the rally has been too rapid and sterling may either 
take a breather in the near term or be subject to a short-term 
pull-back.
Risks to our view: 
1. The virus outbreak turns out to have a larger impact on the 

UK (the number of virus tests is significantly lagging those 
of similar advanced economies), which will imply a 
significant hit to the economy, flows, and the currency 
(GBP-negative). 

2. The EU and the UK failing to reach any agreement by the 
end of the year, and the UK defaulting on WTO rules 
– something that would have profound negative 
implications for UK trade and would be clearly 
sterling-negative.

FX majors and gold

7. Sterling rises as the UK infection rate slows

Sources: Bloomberg, Lombard Odier.

6. SNB estimated to have purchased nearly CHF 43 bn 
worth of foreign exchange since mid-January

Sources: Bloomberg, Lombard Odier.
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JPY: Further USDJPY downside ahead
The yen has risen by about 3.5% against the dollar since 23 
March (when the TW USD peaked), despite an improvement in 
risk appetite that has sent global equities higher. As we have 
noted in the past, JPY can still appreciate even if risk assets 
rally, as long as the conditions for a lower USD are in place. In 
our view, this is what is happening currently. We maintain the 
view that USDJPY will experience further downside and keep 
our target for year-end at 103. As discussed before, this view is 
based on the following factors. First, the decline in US yields 
that is putting enormous pressure on the US-JN yield 
differential (see chart 8); and second, the re-setting higher in 
Japanese investors’ FX hedge ratios, which should weigh on 
USDJPY. As USD hedging costs have come crashing down, the 
incentive to FX-hedge foreign debt holdings has risen. In our 
portfolios, we remain overweight in JPY (against the base 
currencies) vs our SAA.
Risks to our view: 
1. Material interest rate cuts by the Bank of Japan would be 

JPY-negative. However, we assign a low probability to this 
event given BoJ members’ discomfort with the adverse 
effects of negative rates on the financial system. 

2. A failure by the Fed to address USD liquidity shortages 
could see USDJPY higher for a while.

Gold: Expansionary monetary policy to keep gold 
price elevated
Gold has been supported lately by the central banks’ balance 
sheet expansion fuelled by the pandemic shock, which in our 
baseline scenario should remain temporary. Medium term, as 
we have argued many times, the key variable to watch in order 
to gauge the present and future direction of the gold price is 
real yields. With US rates at near zero for the foreseeable 
future, US real yields will likely remain suppressed. We 
therefore stick to our medium-term target of USD1600/oz and 
maintain the position in portfolios despite the recent 
overshooting. Strategically, gold should remain in investors’ 
portfolio allocation because it offers these benefits: first, it is 
one of the best alternatives to government bonds in periods of 
zero rates; and second, it often (not always) represents a 
protection against a revival of market stresses.
Risks to our view: An abrupt upward reversal in the global 
economy, sooner and stronger than we expect (gold-negative).

FX majors and gold

9. Gold price driven by US real yields

Sources: Bloomberg, Lombard Odier.

Sources: Bloomberg, Lombard Odier.

8. USDJPY still trading considerably higher than the US-JN 
yield differential
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Nordic currencies: Oil production cut lifts the NOK
In our previous FX monthly, we revised higher our EURNOK 
forecasts, but kept the trajectory downward-sloping, looking 
for the pair to end the year at around 10.80. Since then, the oil 
price has rallied – bringing Brent crude above USD 30 per 
barrel – on the back of the OPEC+ deal to cut oil production by 
10 mn barrels per day – though recent days have seen a 
reversal. The NOK has reacted strongly, rising against both 
the EUR and the USD. As we also highlighted last month, 
EURNOK was trading significantly higher than the (lower) oil 
prices would suggest. In fact, the pair is now much more in line 
with Brent crude prices (see chart 10). We maintain a 
constructive view on the NOK based on the following: first, 
despite significantly easier monetary policy, the NOK still 
offers attractive carry in relative terms – the highest in G10 
alongside Canada, Australia, and New Zealand. Second, 
cyclical currencies like the NOK should benefit in H2 2020 
from the expected global recovery. Third, a rise in the price of 
oil towards USD 40 per barrel (our current forecast) would be 
in line with EURNOK in the 10.70-10.80 area.
In contrast to Norway, Sweden was hit by the virus outbreak at 
a point when economic fundamentals were already weak, with 
the country’s industrial sector facing significant headwinds. 
Nonetheless, EURSEK has managed to depreciate in the last 
few weeks largely due to some improvement in risk appetite. 
We continue to anticipate modest additional SEK strength (our 
year-end forecast stands at 10.65) for these reasons. First, 
still-significant SEK undervaluation; and second, the SEK’s 
sensitivity to euro-area growth, which we expect will rebound 
in H2 20.
Risks to the view: 
1. Bigger impact from the virus outbreak (especially in 

Sweden where no lockdowns have been implemented), 
affecting cyclically-exposed currencies. 

2. Oil prices failing to recover even modestly (NOK-negative). 
3. The Riksbank resuming rate cuts (SEK-negative).

FX majors and gold

10. EURNOK now more in line with oil prices 

Sources: Bloomberg, Lombard Odier.
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Commodity FX bloc: A fragile rebound that may gain 
more traction in H2 20
Despite ongoing Covid-19 concerns, the cyclically sensitive 
commodity currencies have staged a significant rally since 
late March. This was largely driven by improved risk sentiment 
(as the virus infection curve is approaching a plateau), 
expectations of higher commodity prices on the back of 
sizeable fiscal and monetary policy stimulus, and the recent 
rebound in oil prices (see chart 11).
Last month, we highlighted that we expected the commodity 
FX rebound later in 2020, and expressed our preference for 
the AUD. This recovery has apparently started earlier than we 
had expected, although risks remain, related to these issues: 1) 
continued concerns about the extent of the virus outbreak, 
and 2) the impact of nations’ lockdowns on global demand. 
Nonetheless, our central scenario still envisages a global 
recovery starting in H2 20, which should underpin the 
commodity FX bloc. We still prefer the AUD due to its close 
linkages with China. The CAD may recover further somewhat, 
but assuming that oil prices do not return to 2019 levels, that 
rebound is likely to be modest.
Risks to our view: 
1. A bigger and longer-lasting impact of the virus and the side 

effects of lockdowns on global demand. 
2. Failure of commodity prices to stabilise and recover.

11. The commodity FX bloc has staged an impressive 
rebound

Sources: Bloomberg, Lombard Odier.
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EMFX: Three key charts

Since 1 April, several EM currencies have recovered about a 
third of their large March losses. The RUB, COP, and IDR 
have registered gains of 4-6%, following losses of 13-20% 
over March. The bulk of these gains have coincided with a 
recovery in energy prices, from near USD 23 per barrel (pb) to 
back above USD 30 pb over the past week. 
However, the promised USD 10-15 bn bpd cut by OPEC-Plus 
and Western producers – while commendable – has seen 
energy prices give up some of their gains. With the degree of 
demand destruction likely to be large (between 15-35 mn bpd) 
and the supply cuts likely to occur from May onwards, energy 
prices face downside risks in the near term. Consequently, 
with our EMFX valuation model suggesting the asset class 
is fairly valued, the GBI-EMFX asset class faces downside 
risks (see chart 12). 
Emerging market growth forecasts are being revised 
sharply lower on account of the impact of Covid-19 as well 
as the plunge in energy prices. Using a weighted average of 
growth for Brazil, Russia, India, Indonesia, and South Africa, 
growth is now forecast to slow to 1.60% in 2020, from 3.50% 
in 2019. Brazil, Russia, and South Africa are forecast to 
contract this year. However, the situation remains fluid, and 
further downward revisions are likely given that many EM 
countries are seeing sharp increases in virus cases and are 
responding with lockdowns. The Institute of International 
Finance projects weaker growth for India and Indonesia, too, 
and using their assumptions, BRIICS ex-China GDP is seen 
contracting 2.2% in 2020, worse than the 0% growth in 2009.
This time around, with both growth and inflation low, EM 
authorities will stay biased towards further monetary and 
fiscal easing. This is unlike the situations in 2013 (taper 
tantrum) and 2015 (China and commodity shock) when 
inflation was almost double today’s levels (see chart 13).
As expected, the CNY has significantly outperformed broad 
EMFX. Indeed, the Chinese yuan has strengthened in 
trade-weighted terms, even though USDCNY rose modestly 
over the past several weeks from 7.00 to 7.10. However, we 
find that the bulk of the move occurred in the third week of 
March when USD liquidity conditions tightened substantially 
(see chart 14). Indeed, even as the Fed cut rates to close to 0%, 
3M USD LIBOR rose from 70 bps to 140 bps.
However, with the recent Fed measures going further and 
helping to allay credit risk concerns as well, LIBOR-OIS 
spreads are slowly narrowing. This will see USD softening 
gradually against the majors (see G10 section), and USDCNY 
will reflect this development by gradually declining. 
We maintain a short USDCNH position in our portfolios.

Sources: Bloomberg, Lombard Odier.

12.  GBI-EMFX now fairly valued at current energy prices, 
downside potential thus remains great for local currency 
debt FX

* based on EM-US GDP differential, govt debt/GDP and energy price 
Sources: Bloomberg, CPB Netherlands, Lombard Odier  

.

Sources: Bloomberg, Lombard Odier.

13. EM GDP being rapidly revised lower, but inflation expected 
to remain low as well is keeping authorities in easing mode. 

14. March USDCNY rise coincided with USD liquidity 
tensions, now gradually abating
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Asia FX
Implications of the global compromise on the US dollar

· The US Fed’s new USD swap and repo facilities will 
likely motivate relative restraint in the easing efforts of 
key emerging Asian central banks. This is positive for 
the region’s currencies.

· We continue to prefer CNY and TWD for the multiple 
tailwinds we see for these currencies. KRW will remain 
a dark horse for strong performance in H2 2020.

· We maintain a relatively cautious stance for INR, PHP, 
and MYR, even though we also see some recovery for 
these currencies in the remainder of the year.

CNY: stay long
We reiterate our bullish view for the yuan vs the US dollar. 
First, China has been able to control the risk of second-wave 
infections despite re-opening its economy substantially since 
late February. The country will have some unique advantages 
in implementing a test-and-trace regime in the future, and its 
growth rates will be stronger in next two-three quarters as its 
rebound began earlier than others’. Second, Beijing has shown 
significant restraint in its currency stance thus far, with the 
value of the yuan versus the official currency basket at a 
relatively high level (see chart 15). We note that China’s 
onshore rates remain substantially above 0% despite 
significant rate cuts outside the country. This points to 
Beijing’s preference to keep peace on currencies while the 
world grapples with the global Covid-19 pandemic, and we do 
not think this bias will change. Third, persistently low 
commodity prices and reduction of service deficit tied to 
tourism should help the country mitigate the impact of falling 
demand for its merchandise exports – at least to a degree.
Events and risks to the view: Main risks are the second wave 
of infections from domestic sources, a growth dynamic 
triggering unexpectedly large rate cuts from the People’s Bank 
of China, and Beijing’s easing of property curbs.

15.Yuan has actually been quite strong vs all non-USD currencies
 CFETS RMB index, 31 Dec 2014 = 100 (l.h.s*), USDCNY spot, 

inverted (r.h.s)

Sources: Bloomberg, Lombard Odier. Sources: CEIC,Bloomberg, Lombard Odier

16.  India has unique vulnerabilities to Covid-19
 Number of hospital beds per 1,000 people (latest available data)

INR: muted recovery
We are looking for the INR to recover in the remainder of the 
year, but the relative performance of the currency will be 
somewhat muted. First, while the Modi cabinet has begun to 
respond to the Covid-19 pandemic risk more aggressively with 
a lengthy national lockdown, it is unclear if these restrictions 
can effectively contain the spread of the virus given the fragile 
state of the country’s public health system (see chart 16). The 
restrictions will dampen the near-term growth outlook 
precisely when the country is struggling to climb out of the 
recent banking sector turmoil (i.e. rescue of Yes Bank). 
Second, the country’s limited fiscal elbow room means that 
the government does not have the adequate capacity to 
safeguard the country’s growth should the fall-out of the 
lockdown prove more punitive than expected. Third, the 
Reserve Bank of India likely prefers replenishment of its 
foreign currency reserves to exploit low oil prices and 
aggressive rates cuts to shore up the country’s growth. Both of 
these postures will limit the likely recovery of the rupee.
Events and risks to the view: Main risks are the impact of the 
growth slowdown on the country’s vulnerable banking sector, 
the further spread of Covid-19 despite relatively warm 
weather in the country, and a sharp reversal in oil prices.

KRW: the dark horse for a strong performance in  
H2 20
We now see KRW as the dark horse for strong outperformance 
in H2 2020, even though the currency’s performance has been 
mediocre this year. First, South Korea is set to boost its fiscal 
stimulus significantly as the ruling Democratic Party has won 
a decisive victory in the National Assembly election on 15 
April. Second, the country has been able to control the 
Covid-19 epidemic curve despite the initial challenges, and 
the disruptions from the epidemic might be more muted than 
in other OECD peers. Third, the Bank of Korea has shown 
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significant restraint in following the rate cuts outside the 
country, possibly due to relief over the establishment of USD 
60 billion swap lines with the US Federal Reserve and possible 
pressure from the Moon administration not to provoke the US 
with a weaker currency after this.
The fact that the BoK is expanding its liquidity operations 
without further cuts in the benchmark rate is rather telling in 
this regard.
Events and risks to the view: Main risks are second-wave 
infections that could arise from the country’s gutsy decision to 
go ahead with a national election amidst the Covid-19 
epidemic in mid-April, and profound and sustained softness in 
demand for South Korea’s key exports.

TWD: an island of stability
We still favour TWD as the strongest Asian currency, with 
asymmetric return potential. First, Taiwan has been an island 
of stability in the region thanks to its robust public health 
responses to Covid-19 in the early stages of the pandemic. 
Second, the currency is underpinned by one of the most 
solvent systems in the world, with net claims on foreign assets, 
FX reserves, and an external balance all very high as a 
percentage of GDP (see chart 18). Third, the ongoing rebound 
in China could help Taiwan mitigate the negative impact 
elsewhere of the Q2 slowdown on its merchandise exports. 
The latest rate cuts by the central bank will not have a 
significant impact on the currency, as they were mostly 
perfunctory in nature.
Events and risks to the view: Main risks are the magnitude 
of the slowdown in the US and Europe in the next few 
quarters, further escalation of tension with China, and a shift 
in the US stance on Taiwan’s currency policy.

Asia FX
Implications of the global compromise on the US dollar

Sources: KCDC, Lombard Odier

17. Low commodity prices should help KRW, TWD, and THB
 Oil and bulk commodity balance as % of GDP (2018 data)

IDR: under pressure near term but recover 
afterwards
The rupiah has staged a mini rally since the end of March 
thanks to the return of USD liquidity in the region. We expect 
the currency to be under pressure until June given downside 
risks to energy prices, but recover further over the remainder 
of the year. First, the country’s double-digit fatality rates from 
Covid-19 suggest that the Jokowi administration’s response to 
the epidemic has not been effective, and the fragility of 
Indonesia’s health system will be a key risk if the epidemic 
does not recede significantly in coming weeks. Second, 
contrary to our expectations, the Jokowi administration 
decided to widen the target fiscal deficit from 3% to 5% to 
mitigate the impact of the ongoing slowdown within and 
outside the country. This weakens the anchor for the currency, 
even if the new fiscal support measures contribute somewhat 
to headline growth. Third, Bank Indonesia will assume the 
role of disciplinarian in the coming months, as it will focus 
more on the stability of the rupiah against the difficult global 
market environment and weakening fiscal anchor. The bank’s 
latest decision to hold rates demonstrates this bias.
Events and risks to the view: Main risks are the evolution of 
the Covid-19 epidemic in Indonesia’s climate and 
demographic context, volatility of capital flows to emerging 
markets (the country’s dependence on foreign investors is 
high), and the outlook for bulk commodity prices.

THB: a very modest rebound
We now believe that the THB could rebound modestly before 
the end of the year, but the gain will not be significant relative 
to its other industrialised regional peers. First, the hit to the 
country’s important tourism industry has been exceptional, 
and the damage could be more lasting as global consumers 
exercise more caution on international travel (see chart 19).

Negative impact from commodity 
price collapse

Positive impact from commodity 
price collapse
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This fundamental shift will weigh on the country’s growth in 
the next one to two years. Second, demand for Thailand’s 
assets will be muted given the low rates in the Thai market and 
uncertainties on the services sector. Third, the Bank of 
Thailand will prefer to keep the baht on the weaker side to 
provide some cushion for the country’s tourism and export 
industries.
Events and risks to the view: Main risks are deterioration of 
the Covid-19 outbreak among Thailand’s neighbours, and the 
BoT’s response to the government’s possible breach of the 
2018 Fiscal Responsibility Act.

MYR: some stability for now
The ringgit’s performance has stabilised, and we now see a 
modest appreciation of the currency in the remainder of the 
year. First, the formation of the new coalition government 
under Prime Minister Muhyiddin Yassin ends weeks of 
political intrigue and creates some scope for policy stability in 
the next few quarters. We do not believe that a snap election is 
likely in 2020, since the current parliament has a mandate up 
to 2023. Second, the government’s record supplementary 
budget will ease the pressure on Bank Negara Malaysia to cut 
its benchmark rates aggressively, which the bank is likely 
reluctant to do given its usual focus on currency stability. 
Third, the country has been able to bend the epidemic curve 
substantially after suffering the ASEAN region’s largest 
outbreak of Covid-19 infections in March.
Events and risks to the view: Main risks are an unexpected 
snap election decision by the ruling coalition, the trajectory of 
local confirmed cases of Covid-19, oil price trends, and global 
demand for its industrial commodities and mid-end systems 
production.

PHP: a surprising outperformer but unlikely to last
The peso has been a surprising outperformer in Asia, due to its 
low sensitivity to China and its domestic growth recovery 
underpinned by fiscal spending. We are not particularly 
bearish on the currency, but we believe that there will be 
better opportunities besides the PHP when visibility about 
global recovery improves in H2. First, the island-wide 
quarantine for Luzon in response to the Covid-19 threat will 
cause growth to decelerate more than expected, and there is 
no guarantee that drastic public health interventions will bear 
fruit given the country’s weak health care system. Second, 
Bangko Sentral ng Pilipinas has maintained a clear dovish bias 
with its repeated rate cuts over the past few months (See chart 
20). Third, twin deficits will likely remain in place despite the 
positive impact of lower industrial commodity prices.
Events and risks to the view: Main risks are the trajectory of 
local confirmed cases of Covid-19, investor pricing for the 
likely period of political uncertainty ahead of the 2022 
presidential election, and industrial commodity price trends.

Asia FX
Implications of the global compromise on the US dollar

18. Taiwan has the strongest solvency metric in emerging markets

19. Hit on Thailand’s tourism industry could be more lasting
 Tourism balance (latest available annual figures) as % of GDP. 

Sources (charts 18;19;20): CEIC, Bloomberg, Lombard Odier

20. Real rates declined in Philippines
 Benchmark policy rate minus consumer price inflation, %

FX reserve as % of GDP (2018 data)
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LatAm FX
Fade the relief rally 

· Several oil-linked LatAm currencies have recovered in 
April, following energy prices higher ahead of the 
OPEC-Plus meeting. 

· However, we would fade the rally, and see more 
downside for currencies like BRL, MXN, and COP.

· PEN and CLP have been performing better because of 
lower sensitivity to energy prices and more fiscal space. 

MXN: likely weaker but close to become extremely 
undervalued
First, we would hence expect USDMXN to remain within the 
23.00-25.00 range for now, before moving lower in H2. The 
initial move is likely to be for USDMXN moving towards the 
top of this range given weaker energy prices, and with the 
virus curve in Mexico appearing worrisome, with news first 
likely to get worse. However, 25 will likely cap the move. 
Second, a model based on crude energy prices, growth 
differentials compared with the US, and government debt to 
GDP places USDMXN fair value at 22, sharply above Q4 
2019’s 18.40. However, at 25.00 and above, USDMXN would 
begin to look historically overstretched (chart 22). Third, 
Mexico actually scores better than either Brazil or Colombia 
for a few reasons. The country is a net importer of energy 
(though fiscal revenue is dependent on oil), and Mexico has 
lower debt levels. Fourth, the country’s government debt to 
GDP is relatively low, but will likely increase in the months 
ahead and hence increase downgrade risks are rising. S& 
downgraded the sovereign rating by one notch with a negative 
outlook (Chart 3). Other rating agencies could follow, but we 
assume eventually Mexico is able to maintain its investment-
grade rating. Finally, positioning in MXN appears far cleaner 
now than before. This suggests that while USDMXN will 
remain supported towards 25.00 in the weeks ahead, further 
swift rises may be less likely. 
Risks to our view: Main risks include a surge in virus cases 
and further downward revisions to growth that, in turn, leads 
to further rating downgrades and a loss of investment grade 
(IG) status. Further weakness in the US economy, weakening 
the demand for unskilled workers, would be another risk. 

COP: Surprisingly resilient, but fundamentally less 
secure
First, despite heavy dependence on oil, the COP has held up 
quite well and actually recovered 3% over the past month, 
whereas MXN and BRL saw declines of 6-8%. Second, a 
model based on crude energy prices and government debt-to-
GDP places USDCOP fair value at 3775, substantially higher 
than the 3015 in Q4 2019. The better performance of COP 
now makes USDCOP overvalued by just shy of 2%. However, 
historically it has been overstretched by as much as 10% to 
18%, as was the case in Q3 2019 and over 2008-09 (chart 23). 

21. Over the past month, PEN and COP have outperformed MXN 
and BRL

Sources: Bloomberg, Lombard Odier.

22. At 25-plus, USDMXN will begin to look extremely 
overstretched relative to macro fundamentals

23. Recent resilience sets up the COP for under performance

Sources: Bloomberg, Lombard Odier.

Sources: Bloomberg, Lombard Odier.
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This sets COP up for potential pressure in months ahead. 
Third, Colombia is the most dependent LatAm country on 
energy as far as FX flows are concerned: the energy trade 
surplus stands at 7% of GDP, which compares with a net 
energy deficit of -2% of GDP for Mexico.  Fourth, the medical 
infrastructure of Colombia (along with Chile) is weaker than 
that of Brazil or Mexico (chart 25). A sharper rise in virus cases 
would be problematic for the country and raise downside risks 
to growth. Fifth, Colombia faces a twin deficit issue of weak 
external balances and widening fiscal deficits. Debt levels for 
Colombia are already high, and the sovereign rating is shakier. 
Sixth, Colombia’s central bank (alongside Brazil’s central 
bank) are among those of a handful of countries studying the 
feasibility of buying sovereign bonds or private assets from the 
primary market, somewhat akin to QE. While such actions 
could support the bond market, it could see their currencies 
facing increasing pressure.
Risks to our view: A likely deterioration in growth and fiscal 
balances may increase the risk of a sovereign rating 
downgrade. We will keep a close eye on any comments from 
S&P, as the rating agency has set the sovereign just one notch 
above investment-grade. 

BRL: Still looking for an undershooting
Our cautious view on the BRL rests on these factors. First, the 
Covid-19 numbers for Brazil remain large, with daily 
confirmed-case increases of over 1,400 and the death toll now 
at over 1,200, which is the second-highest number of deaths 
per unit of population in our coverage (six deaths per million 
people). This suggests downside risks on the news front in the 
weeks ahead. Second, while the BRL screens as undervalued, 
the currency’s undervaluation is not yet extreme. We update a 
model that uses government debt, terms of trade, growth 
differentials and US 10Y yields. Currently, USDBRL is 8% 
overstretched, but in 2014-15 it was as overstretched as +20% 
and in Q3 2018, +15% (see chart 24). Third, a weaker current 
account (C/A) position will likely offset a potential 
improvement in foreign direct investments (FDI) expected by 
market participants. The C/A was already deteriorating due to 
the non-commodity trade balance weakening on a number of 
factors, including weakness in Argentina, a major export 
destination. Fourth, risks of much slower growth in China 
may further hurt the commodity trade balance, which until 
now has managed to offset a weaker non-commodity balance. 
Fourth, to counter the growth shock, authorities have issued 
fiscal stimulus of nearly 6% of GDP that will worsen the debt 
profile down the line. Fifth, Brazil’s central bank is studying 
the feasibility of buying sovereign bonds or private assets from 
the primary market, which resembles QE. While such actions 
could support the bond market, it could see the currency 
facing increasing pressure. 
Risks to our view: Slowing of reform momentum ahead of 
October municipal elections. See also our Investment Strategy 
Bulletin: Has Brazil turned a corner? Five key points on what 
to expect in 2020. 

24.Scope for USDBRL to overshoot relative to long term drivers

Sources: Bloomberg, Lombard Odier.

25. Colombia and Chile have poorer health infrastructure

Sources: Bloomberg, Lombard Odier.
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CLP: May be LatAm’s relative outperformer as event risks 
postponed
We summarise our CLP view as follows. First, valuation is 
compelling: the CLP screens as extremely undervalued 
against longer-term macro fundamentals. Second, the decline 
in commodity prices will weigh on the country’s sizeable 
commodity trade balance. However, weaker growth may see 
the non-commodity balances recover and provide an offset 
(unlike for the BRL). Third, Chile has weaker health 
infrastructure (chart 25), which poses a risk should the virus 
situation worsen. Fourth, political risks remain, and protests 
have resumed. However, the risk of a constitutional 
referendum has been postponed from 26 April to Q3. This 
should allow the CLP to outperform LatAm peers like the COP 
and BRL. Fifth, Chile (along with Peru) has much lower 
government debt levels than other countries, hence increased 
fiscal spending can support growth without undermining the 
currency (chart 26).
Risks to our view: CLP may perform better if Chinese fiscal 
stimulus turns out stronger than expected and copper prices 
rally.

LatAm FX
Fade the relief rally 

26. More fiscal space implies lower risks for CLP and PEN in crisis 
response

Sources: Bloomberg, Lombard Odier.
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CEEMEA FX
Risks for Turkey and South Africa rising

27.  ZAR and TRY amongst the poorest performers in CEEMEA

Sources: Bloomberg, Lombard Odier.

Sources: WHO,Bloomberg, Lombard Odier.

28. Turkey shows among the worst virus trends in mainstream EM

Sources: Bloomberg, Lombard Odier.

29. TRY susceptible for an undershoot as reserves get depleted 

Daily new COVID19 cases
per million of persons
(as of 15th April)

· We remain bearish on both the TRY and the ZAR. TRY 
faces downside risks on larger-than-normal external 
debt maturities. 

· We continue to expect modest weakness for the RUB, 
though it will likely outperform both the TRY and ZAR.

· ILS and CZK, on the other hand, should perform 
relatively better over time.

TRY: Risk of sharper Q2 losses on large external debt 
payments
We are bearish on the TRY, and Q2 could be a delicate period 
for the currency. First, amongst emerging markets, Turkey is 
faring worst in terms of virus trends: it shows by far the 
highest new cases per unit of population (49 new cases per 
million people), as well as the highest death rate (16 deaths per 
million people – chart 28). Unlike several other EM countries, 
Turkey is engaging in only partial lockdowns, which could 
mean it may take longer for the virus curve to flatten. Medical 
infrastructure poorer: Turkey has only just over two nurses per 
1,000 population (for the UK or Italy, the figure is closer to 8). 
Second, in the coming two months, Turkey faces larger debt 
redemptions that will likely put pressure on the TRY. Of the 
next twelve months’ private sector external debt repayments, 
37% fall due between April and June (USD 18 bn in total). 
Third, on the more constructive side, the sharp fall in energy 
prices should help lower oil imports (and thus narrow the trade 
deficit). However, the decline in tourism due to a rise in virus 
cases should largely offset gains from lower oil prices by 
lowering the services trade balance: Turkey receives 40-50% 
of its tourism revenues between May and August. Fourth, net 
FX reserves are depleting fast and suggest that TRY would 
have fallen even more had authorities not intervened (chart 
29). This makes the currency vulnerable to an undershoot in 
the coming weeks. With still-large capital outflows, Turkey 
may require an external anchor in the form of IMF aid. 
However, President Erdogan continues to refuse to seek such 
aid. 
Risks to the view: Given the bearish outlook, we would 
highlight a positive risk: if Turkey seeks assistance from the 
IMF to get an external backstop. Net FX reserves appear 
dangerously low. A further negative risk would be if Turkey 
declines assistance and instead goes for strict or partial capital 
controls.
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CEEMEA FX
Risks for Turkey and South Africa rising

ZAR: vulnerable on fiscal risks
Over the past month, USDZAR has risen by a further 12% to 
above 18.50, making it the worst-performing currency in 
CEEMEA, including vs the TRY. We would make the following 
points. First, Moody’s finally downgraded the sovereign to 
sub-investment grade. This will likely generate widespread 
automatic selling by benchmarked funds, accounting for over 
2% of GDP in debt-related portfolio outflows. Second, South 
Africa is heavily dependent on risk-sensitive portfolio 
investment, in debt and equities, explaining the under-
performance of the currency. Third, despite the profound 
losses, the ZAR is not cheap when we factor in longer-term 
drivers like government debt and commodity prices. Fourth, 
South Africa will likely suffer from a poor growth outlook. The 
central bank recently revised down its growth assumption, 
looking for a 6% contraction in 2020. Fifth, South Africa 
could face rising fiscal risks and may need external assistance. 
The fiscal deficit, which was already wide at 7% of GDP, is 
expected to deteriorate further, to as much as 10% of GDP this 
year (chart 30). Sixth, the country’s real rate cushion has been 
eroded. SARB unexpectedly cut its interest rates by a further 
100 bps in mid-April to a record low of 4.25%, yielding a real 
rate cushion now of -0.35%. With the central bank flagging 
inflation risks as being on the downside, more easing is 
plausible. 
Risks to the view: Given the bearish view painted, we would 
highlight a positive risk: that of South Africa seeking 
assistance from the IMF to get an external backstop.

30.  South Africa – already wide budget deficit could 
approach 10% 

 Sources: Bloomberg, Lombard Odier.
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RUB: Relatively stable, but still biased weaker
The RUB has recovered about 6% since the beginning of April, 
largely coinciding with a bounce in energy prices. While 
Russia is among the stronger emerging markets, with fiscal 
surpluses and a strong balance sheet, we think this means 
other Russian assets (besides FX) could perform better. On the 
other hand, we believe authorities will continue to use the 
RUB as a shock absorber. We would make these points. First, 
following the dramatic turn in energy prices, the RUB screens 
as expensive rather than cheap: USDRUB fair value has now 
risen sharply from 60 to 80, using the budget cut-off oil price 
of near USD 42 per barrel (pb), and as high as 95 at current oil 
prices near USD 28 pb. Second, the budget rule, which will 
continue fiscal spending assuming USD 42 pb, implies a lower 
negative growth fallout FX sales from the National Welfare 
Fund (NWF). However, this will in our view at best slow the 
move higher in USDRUB. Third, authorities are less likely to 
actively intervene and try to cap USDRUB as they did in 
2014-15 when the country was hit by an oil shock and heavy 
financial sanctions. This is because the virus shock is not 
Russia-specific and, importantly, Russia now operates a freely 
floating currency regime and the currency will function as a 
“shock absorber”. Fourth, on the more positive side, corporate 
and banking balance sheets are much less exposed to 
exchange rate risk than in 2014-16 or 2008, and external 
balances remain strong, suggesting Russian credit markets 
should hold up better compared with history. 
Risks to the view: Our RUB view is directly a function of 
energy price movements and our assumption that authorities 
will allow FX to adjust to changing fundamentals. We would 
turn a bit more constructive when energy prices rebound (H2), 
or if the central bank moves to hike rates to support the 
currency.
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CEEMEA FX
Risks for Turkey and South Africa rising

ILS: CEEMEA’s FX safe-haven regains its composure
First, after having rallied sharply by 10% from 3.45 in early 
March to above 3.80 (mid-March), the shekel regained its 
composure in the latter half of March and has remained stable 
at around 3.55. A technical reason appears to be linked to the 
sharp unravelling: an unwinding of long ILS positions linked 
to foreign equity swaps (which are apparently very popular in 
Israel). From here on, we would expect the ILS to remain 
relatively stable and to outperform CEEMEA peers given 
strong external balances. Second, the ILS has strong balance 
of payments support, with the current account, FDI, and 
portfolio flows being positive. Despite these flows, the 
currency has traded at a discount of 8-10 percentage points in 
past periods of slowdown, such as in 2008 and 2015 (see chart 
31). The economy is expected to slow, with the central bank 
forecasting a 5.3% contraction in 2020 followed by an 8.7% 
rebound in 2021. Hence, the currency could see further 
modest pressure, though we would expect it to hold its value 
far better than most other EM currencies given strong savings 
surpluses and firm external balances. Third, Bank of Israel 
has introduced QE-like measures, as it did in 2009, and has 
suspended USDILS buying interventions while increasing its 
FX liquidity provision. The bank also cut rates by 15 bps to 
0.10%, its first move since 2015. 
Risks to the view: A sharp slowdown in the global tech sector 
is a downside risk for ILS.

CEE FX: Stuck between stronger external balances 
and weaker growth
First, we expect EURCZK, EURPLN, and EURHUF to hover 
in recent elevated ranges around respectively 27, 4.50, and 
3.50. Second, we believe Central Eastern Europe (CEE) is still 
in the process of pricing in a large negative hit to global 
growth. This will no doubt keep some downward pressure on 
the currencies of the extremely open economies of the Czech 
Republic and Hungary, but will also hurt relatively closed-
economy currencies like the PLN. Third, and on the other 
hand, CEE external balances and fiscal policy ammunition is 
superior to those of other CEEMEA countries, which should 
hold the currencies in good stead. Fourth, CEE countries 
imposed social distancing measures earlier in March, ahead of 
other EM countries. Hence, they may have a chance at 
opening their economies earlier than others, which could 
imply that growth downgrades will slow.
Risks to the view: A sharper slowdown in global growth and 
the auto sector is a negative risk for CZK and HUF.

32.CEE currencies like CZK pricing in a German slowdown

 Sources: Bloomberg, Lombard Odier.
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Our Lombard Odier long-term FX fair valuation framework

Definition
Econometric model, which estimates FX 
fair values by “mapping” the exchange rate 
to a set of fundamental economic variables 

Definition
Framework tries to identify the level of 
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Glossary

ASEAN
Association of South East Asian nations 

BEER
Behavioural Equilibrium Exchange Rate – one method for 
evaluating the fair value of a currency.

BIS
Bank for International Settlements

BRL
Brazilian Real

CEEMEA
Central eastern Europe, middle east and Africa

C/A
Current account

CFETS
China Foreign Exchange Trade System.

CFTC
Commodity Futures Trading Commission

CLP
Chilean Peso

CNY
Chinese Yuan

COP
Colombian Peso

CZK 
Czech Koruna

DXY index
US Dollar Index (DXY)

EM
Emerging market(s)

EMFX
Emerging market currencies

FEER
Fundamental-equilibrium exchange rate – rate consistent with 
a steady economy at full employment and a sustainable 
current-account balance.

GBIEMFX
JP Morgan Emerging Market Currency Index 

HUF
Hungarian Forint

IDR
Indonesian Rupiah

ILS
Israeli Shekel

INR
Indian Rupee

KRW
South Korean Won

LATAM
Latin America

MXN
Mexican Peso

MYR
Malaysian Ringgit

PEN
Peruvian Sol

PHP
Philippine Peso

PLN
Polish Zloty

RT
Real time

RUB
Russian Ruble

SGD
Singapore Dollar

THB
Thai Baht

TRY
Turkish Lira

TW
Trade-weighted (dollar, etc.)

TWD
Taiwan dollar

ZAR
South African Rand

1W
1-week
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