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Key highlights
· The dollar has recently pared back most of its September gains. Depreciation 

likely to continue, but with more "two-way" price action

· We keep our EURUSD forecast at 1.21 by year-end

· EURCHF should gradually gain, as Swiss outflows pick up

· Odds of a Brexit deal have increased, and GBPUSD is poised for a rebound 
towards 1.35

· We continue to expect gradual strength for JPY

· We maintain our forecasts for USDCNY downside, but would view a Biden 
presidency as bullish for the CNY

· In EMFX, we stay constructive on TWD, KRW, CZK, and PLN, but cautious on 
TRY, ZAR, and RUB. This month, we downgrade our view somewhat for the 
MYR and HUF.
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The US dollar has by now given back most of 
its gains from September’s "mini" USD rally. 
This reflects still-weak momentum 
dynamics, fundamental dollar headwinds, 
and low market appetite for chasing the 
greenback higher. We maintain the view of 
further dollar downside based on 1) the 
Federal Reserve (Fed)’s ultra-
accommodative long-term stance, 2) 
negative US real yields, 3) a still-material 
dollar overvaluation, and 4) our base 
scenario of a Democratic sweep in the US 
elections. This last factor would likely lead 
the market to price in the reversal of the 
corporate rate tax cut.

That said, risk events and challenges do 
exist, including Brexit progress, uncertainty 
on the US election outcome, and 
developments on the pandemic front. This 
suggests that pace of USD depreciation 
has entered its second phase that will be 
slower and subject to more "two-way" 
price action.

We keep our target of 1.21 for the euro/US 
dollar (EURUSD) by year-end, and see some 
further modest gains in 2021. At the same 
time, we expect EURCHF to gravitate 
somewhat higher, especially since balance-
of-payments data suggests a pick-up in Swiss 
outflows.

Turning to sterling, we believe that the time 
is ripe to turn constructive again. Despite 
political posturing, the two sides have made 
some progress and should become more 
pragmatic as time runs out. With sterling 
still undervalued and speculative positioning 
very clean, we think the currency is set for a 
hefty rebound towards 1.35. As for JPY, we 
still expect a gradual yen appreciation, 
which however now runs the risk of being 
slower given USDJPY’s ongoing decoupling 
from yield differentials.

Introduction

The US dollar has by now 
given back most of its 

gains from September’s 
"mini" USD rally. 

In the Nordics, we see some further gains in 
the NOK against both the EUR and the USD. 
For the core commodity FX bloc, we see 
limited upside for now.

We maintain our bearish USDCNY view, 
forecasting 6.75 and 6.68 on three- and 
twelve-month views, but risks remain to the 
downside. Improving growth, a less dovish 
PBOC, and sharply improving balance-of-
payments dynamics support our more 
constructive view. While we assume a Biden 
win in the US presidential elections, we are 
not betting it would mean an automatic or 
rapid reduction in Section 301 tariffs on 
China goods. Still, a reduction is plausible, 
and would introduce substantial downside 
risks to our current forecasts.

In emerging markets (EM), we remain 
structurally neutral on the overall GBIEMFX 
index ahead of the US elections. While a 
Democratic sweep could result in reduced 
trade tensions that support large parts of 
EM, increased fiscal spending and a 
potentially steeper US treasury curve could 
actually first hurt some of the yield-
sensitive, current account-deficit EM 
currencies. Accordingly, we maintain our 
preference for TWD, KRW, CZK, PLN and 
CLP. 

Main risks to our views: First, a second 
strong Covid-19 wave that again 
significantly disrupts economic activity, 
reduces liquidity and increases demand for 
dollars. Second, the euro appreciation may 
have become an unwelcome consequence for 
the ECB. Although the room for policy 
action is far more limited than in the past, 
any verbal intervention is likely to weigh 
somewhat on the common currency and act 
as a brake. Third, a Trump victory in the US 
elections would suggest a return of global 
trade frictions and increased demand for 
dollars.

Back to cover page
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FX forecasts – G10 and gold

Current spot Q4 20 Q1 21 Q2 21 Q3 21 Estimates of long-
term fair value2

EURUSD 1.18 1.21 1.22 1.23 1.23 1.18

GBPUSD 1.31 1.33 1.35 1.37 1.38 1.38

EURGBP 0.90 0.91 0.90 0.90 0.89 0.86

EURCHF 1.07 1.11 1.12 1.12 1.12 1.03

USDCHF 0.91 0.92 0.92 0.91 0.91 0.88

USDJPY 105 101 100 100 100 91

EURJPY 123 122 122 123 123 106

EURSEK 10.37 10.25 10.25 10.25 10.25 9.95

USDSEK 8.79 8.47 8.40 8.33 8.33 8.51

EURNOK 10.95 10.40 10.35 10.30 10.25 9.49

USDNOK 9.28 8.60 8.48 8.37 8.33 8.11

AUDUSD 0.71 0.73 0.74 0.74 0.74 0.74

NZDUSD 0.67 0.67 0.67 0.67 0.67 0.65

USDCAD 1.32 1.31 1.30 1.30 1.29 1.28

Gold 1905  1850-2000 1600 

2 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 26 for a more detailed explanation.
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Asia

Current spot Q4 20 Q1 21 Q2 21 Q3 21

USDCNY 6.70 6.75 6.73 6.70 6.68

USDHKD 7.75 7.75 7.75 7.75 7.75

USDIDR 14 698 14 734 14 771 14 808 14 845

USDINR 73.3 73.3 73.2 73.0 72.90

USDKRW 1 147 1 154 1 144 1 133 1 123

USDMYR 4.15 4.12 4.10 4.07 4.05

USDPHP 48.6 48.47 48.32 48.16 48.00

USDSGD 1.36 1.35 1.34 1.34 1.33

USDTWD 28.9 28.70 28.43 28.17 27.90

USDTHB 31.2 30.86 30.71 30.56 30.75

LatAm

Current spot Q4 20 Q1 21 Q2 21 Q3 21

USDMXN 21.3 21.0 20.8 20.9 21.0

USDBRL 5.61 5.65 5.67 5.65 5.66

USDCOP 3 849 3 895 3 940 3 985 4 030

USDCLP 803 787 780 786 775

USDPEN 3.58 3.61 3.60 3.57 3.55

CEEMEA

Current spot Q4 20 Q1 21 Q2 21 Q3 21

USDRUB 78.2 80.3 81.9 80.6 79.4

USDTRY 7.95 8.17 8.41 8.66 8.92

USDZAR 16.6 16.8 17.0 17.3 17.5

USDILS 3.44 3.38 3.34 3.31 3.24

EURPLN 4.57 4.55 4.54 4.53 4.52

EURCZK 27.3 27.2 27.2 27.1 27.0

EURHUF 365 367 368 370 372

FX forecasts – EM
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G10FX: Three key charts

This past year the trade-weighted (TW) USD and equities have 
been moving in near-perfect sync (see chart 1). From a 
historical perspective this high correlation (-0.87) is somewhat 
unusual, but it does highlight that currently the dollar is being 
seen as a pure risk on/off play. Consequently, absent a major 
and sustained correction in risk assets, the dollar will struggle 
to gain any prolonged support.

3. USD speculative positioning may slow dollar’s depreciation

Sources: Bloomberg, Lombard Odier.

1. USD and equities in near-perfect sync

Sources: Bloomberg, Lombard Odier.

Sources: Bloomberg, Lombard Odier.

2. USD still significantly rich relative to yield differentialsThis is also corroborated from a fundamental standpoint. 
Despite the 10% TW USD depreciation since late March, the 
dollar remains considerably overvalued as US real yields have 
plummeted (see chart 2). This underscores that further dollar 
weakness is quite likely. 

However, speculative positioning in the FX market remains 
significantly USD-short. This suggests that 1) there will be 
more two-way price action going forward (as shorts are 
occasionally squeezed) and 2) The pace of broad USD 
depreciation is likely to slow as market participants become 
more prudent (see chart 3).
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FX majors and gold

EUR (euro): some further appreciation but mind the longs
· We maintain a constructive view on EURUSD (euro/US 

dollar)

· Interestingly enough – and despite the September dollar 
rebound, EUR longs remain stretched

· This is likely to act as a speed limit to euro appreciation 
and induce more "two-way" price action

Following a brief drop towards 1.16 in September, EURUSD 
has rebounded in October although it has found strong 
resistance at the 1.18 level. Our constructive EUR-view 
remains in place as our underlying macro assumptions have 
not changed. However, as we discussed in our previous FX 
monthly, we believe that – at least until the US elections – 
EURUSD appreciation will be slow and be subject to "two-
way" price action. We reiterate below our reasoning 
(unchanged from last month) and explain why we took the 
decision to book profits by closing more than half of our 
EURUSD longs in our portfolios.

First, the USD remains overvalued, largely driven by the 
collapse in US real yields. As various related risk premia are 
reduced, further dollar downside (albeit on a slower path) 
should help lift EURUSD higher.

Second, European-related risk premia have experienced a 
structural decline due to the agreement on the EU’s recovery 
fund.

Third, a Democratic sweep (which has become a more likely 
outcome to the US elections) should bode ill for the dollar due 
to the probability of 1) unwinding of the corporate rate tax cut; 
2) a higher government budget deficit compounding an 
already very wide twin deficit (see chart 4); and 3) odds of a 
reduction in tariffs imposed on Chinese goods being priced in.

4. A widening US twin deficit is a headwind for the dollar

Sources: Bloomberg, Lombard Odier.
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5. Speculative long positioning in EUR remains stretched

CFTC net speculative positioning, 
% of open interest
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All that being said, in September we took the decision to cut 
our EURUSD exposure by more than half and book some 
profits. This move was driven primarily by three factors: 1) 
stretched EUR long speculative positioning, which we thought 
(and still think) would put the brakes on EUR appreciation 
(chart 5); 2) prudence, as the EURUSD ascent was quite rapid 
when Covid-19 confirmed cases were rising in Europe. To 
clarify, we do not consider the second virus wave serious 
enough to trigger another round of general lockdowns (as the 
rise in infections reflects mostly a greater testing capacity, and 
the case fatality rates are dropping).It does however have the 
ability to steer appetite away from dollars, at least temporarily; 
and 3) the drop in US real yields was quite abrupt, suggesting 
that in the short term there might be some consolidation or 
reversal.

Main risks to our view: 
1. Global growth (and trade) recovery faltering. 
2.  The recent pandemic resurgence escalating, threatening 

fresh (local) lockdowns. 
3.  The ECB openly endorsing a weaker exchange rate (quite 

unlikely in our view). In all these risk scenarios, we would 
expect the common currency to come under pressure.

https://www.lombardodier.com/files/live/sites/loportail/files/news/2020/September/20200922/FX monthly_09.2020-media.pdf
https://www.lombardodier.com/files/live/sites/loportail/files/news/2020/September/20200922/FX monthly_09.2020-media.pdf
https://projects.fivethirtyeight.com/polls/president-general/national/
https://projects.fivethirtyeight.com/polls/president-general/national/
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CHF (Swiss franc): A pick-up in Swiss outflows (Q2 
20), if sustained, would lend support to EURCHF
· EURCHF is still lagging significantly behind EURUSD

· However, recent data on portfolio flows suggest that 
Swiss residents have started acquiring foreign assets 
again

· Absent a reversal in risk appetite, this trend should 
continue lending support to EURCHF

Since the EURUSD rebound began in mid-May 2020, 
EURCHF has gained just over 2%. This however pales in 
comparison to the EURUSD’s 9% appreciation. Consequently, 
and as we noted last month, there is now a big wedge between 
EURUSD and EURCHF (see chart 6). Our view has been that 
this gap is likely to close with EURCHF playing catch-up 
(consistent with the past), but we have cautioned that the move 
may be modest in the absence of Swiss portfolio outflows.

However, balance of payments data for Q2 20 (recently 
published) shows that Swiss residents’ appetite for foreign 
asset acquisition (mostly bonds) has increased (see chart 7). 
We suspect that these outflows were directed to the periphery 
of Europe, as risks of a euro-area break-up were priced out (the 
BTP-Bund spread is now below 130 bps, its lowest since 2014), 
as well as potentially to some EM countries. Absent a reversal 
in global risk appetite, this trend seems likely to continue and 
should lend support to EURCHF. On balance, we maintain our 
constructive view for EURCHF.

Main risks to our view: CHF could rise if:
1. the pandemic worsens; and 
2. if euro-area recovery runs out of steam.

FX majors and gold

7. Recent pick-up in portfolio outflows is likely to support EURCHF

Sources: Bloomberg, Lombard Odier.

Swiss portfolio outflows, 
8Q average. CHF 

millions

EURCHF, RHS

1.00

1.10

1.20

1.30

1.40

1.50

1.60

1.70

-5000

0

5000

10000

15000

20000

12.01 02.04 04.06 06.08 08.10 10.12 12.14 02.17 04.19

6. A big and unusual wedge between EURUSD and EURCHF

Sources: Bloomberg, Lombard Odier.
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GBP (Pound sterling): Time to turn constructive 
again
· Despite political brinkmanship, both the EU and the UK 

have made some progress towards an agreement

· The odds of a "deal-Brexit" have increased

· With GBPUSD still undervalued and speculative 
positioning clean, an agreement would support sterling 
over the next few months

During the summer months – when GBPUSD appreciated 
strongly – we argued that sterling was not adequately 
reflecting the "no-deal" Brexit risk premium. Our view was 
that the currency would first weaken as markets aligned better 
with the deadlock in EU-UK negotiations, before starting to 
strengthen again once both sides became more pragmatic and 
a (basic) deal became imminent. We think the time has come 
to turn constructive on GBPUSD once again.

First, there have been positive signals from both sides. The 
first high-level discussions underscored the importance of 
intensifying talks in order to break the deadlock. In addition – 
and despite some political posturing – progress has been noted 
by several officials in various areas (including the level playing 
field). For example, the UK negotiator David Frost recently 
admitted before a UK parliamentary committee that talks 
have been constructive; the EU negotiator Michael Barnier 
highlighted that the EU should not maintain a "radical" stance 
on the issue of fisheries. In addition, the UK is more willing to 
discuss commitments on state subsidies (level playing field) 
that exceed the usual scope of free trade agreements. Last 
week’s comments by Boris Johnson about the UK “walking 
away” from the negotiations should also be seen in the right 
context. First, they represent another act of diplomatic 

FX majors and gold

Sources: Bloomberg, Lombard Odier.

8. GBPUSD still undervalued
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9. In contrast to most G10 FX, speculative positioning in GBPUSD 
is clean

Sources: Bloomberg, Lombard Odier.
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choreography as the UK attempts to secure the best deal 
possible. Second, and importantly, the UK is not abandoning 
the discussions but has rather diplomatically invited the EU to 
come forth with a better offer. In our view, discussions will 
continue. All this is illustrative of both sides’ willingness to 
strike an accord.

Second, as the end of the transition period is approaching (31 
December 2020) pragmatism is increasingly likely to 
outweigh political posturing. A trade deal will be economically 
beneficial to both (relative to a no-deal result). Furthermore, 
the incentive to reach an agreement has now risen, as 
everyone involved would like to avoid economic disruption on 
top of the economic hardship inflicted by the pandemic.

Third, there are sterling-specific factors that suggest a 
constructive stance on GBP. The currency is still undervalued 
(see chart 8), it has lagged other major currencies (vs the USD) 
on a YTD basis, while speculative positioning (in contrast e.g. 
to the EUR) is very clean (see chart 9).

Finally, the USD factor (ongoing depreciation, albeit at a 
slower pace) should also underpin sterling.

For all these reasons, we decided recently to implement a 
2.5% overweight of GBP vs the USD in our portfolios. That 
said, if the GBPUSD rally manifests as we expect, we would be 
reluctant to chase the currency much above the 1.35 level as 
there are still a number of fundamental headwinds (a "deal 
Brexit" would still imply a structural hit to the UK economy, 
and the economy is facing its own fiscal cliff).

Main risks to our view: Clearly, the main risk to our 
constructive sterling view comes from a "no deal" Brexit. An 
additional risk stems from a resurgence in demand for dollars 
in case of another severe risk-off episode.
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Japanese yen: still trendless
· USDJPY has remained trendless in the 105-106 area

· We still expect USDJPY downside, although the 
adjustment lower may take more time

USDJPY has been trading in a tight range close to 106. We 
believe that this is due to the JPY being subject to two opposing 
forces.

On one hand, exceptionally low US nominal and real yields are 
pressuring USDJPY to the downside. At the current level of 
yield differential, the pair remains far too rich. On the other 
hand, the rally in risk assets is weighing on the JPY: in fact, the 
backup in USDJPY from 104.50 to above 106 has coincided 
with the rebound in equities from late September.

We maintain the view that USDJPY will be pressured to the 
downside, although the risk appears to be that the move will 
be slower that we had thought initially.

First, the Fed’s policy will remain accommodative for long, 
and the yield differential should maintain the bias in favour of 
JPY upside; however, the correlation between the currency 
pair and the US-JN 10Y yield differential has fallen recently, 
which raises the risk that the adjustment in USDJPY lower will 
take more time (see chart 10).

Second, and as we have discussed before, USDJPY has 
depreciated significantly in all previous USD-bearish cycles, 
even in the face of rising equity markets. Third, Japanese 
equity outflows have shown signs of decelerating recently (see 
chart 11). Fourth, on a fundamental level, USDJPY remains 
around 15% overvalued based on our estimates.

Main risks to our view: 
1. A far stronger global economic recovery than what we 

expect; 
2. the BoJ increasing its sovereign bond-buying programme 

(quite unlikely in our view); 
3. verbal intervention by Japanese officials to stem JPY 

appreciation – which we think is unlikely for now, as the 
TW JPY is in the middle of its long-term historical range; 

4. large fiscal stimulus (likely in the event of a Biden win) 
could raise US yields and pressure the yen, although 
USDJPY upside would be limited given that the latter is 
already too rich relative to the US-JN yield differential.

FX majors and gold

11. Japanese equity outflows are decelerating

Sources: Bloomberg, Lombard Odier.
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10. USDJPY correlation with the yield differential has fallen 
significantly

Sources: Bloomberg, Lombard Odier.
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Nordics: some recovery in the making
· The Nordic currencies (NOK and SEK) have managed to 

recover some ground

· Ongoing support to global risk assets should provide 
some backing…

· … although the NOK is likely to see a more durable 
appreciation.

NOK (Norwegian krone): Following a sharp rally in 
September, EURNOK appears to be normalising lower, now at 
10.85. This has been driven mostly by movements in risk asset 
prices; NOK is a pro-cyclical, trade-sensitive currency (see 
chart 12) that tends to have a high positive correlation with 
equity returns. We maintain our constructive view on the 
NOK, against both the EUR and the USD, based primarily on 
the following two factors. First, in a period of normalising 
global growth where risk premia are being priced out, 
cyclically sensitive currencies like the NOK should continue to 
trend higher. Second, with inflation running above the central 
bank’s target zone, Norwegian yields should remain supported 
– at least relative to other major economies – lending support to 
the Norwegian krone. That being said, oil price increases 
appear to be fairly limited for now, which suggests that the 
pace of NOK appreciation is likely to slow over the next few 
months.

SEK (Swedish krona): The SEK has similarly managed to 
recover somewhat in the last few weeks. We continue to 
believe that EURSEK and USDSEK will gravitate lower, 
although we expect the SEK to underperform the NOK as 
Swedish inflation is still extremely subdued, allowing the 
Riksbank to remain accommodative for longer.

Main risks to our view: In the case of NOK, there are two 
main risks that may be co-dependent: euro-area recovery 
faltering, and/or renewed oil price declines. In the case of the 
SEK, the main risk relates to external factors that could disrupt 
the global recovery and weigh on pro-growth currencies like 
itself.

FX majors and gold

12. NOK very highly correlated with global trade

Sources: Bloomberg, Lombard Odier.
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FX majors and gold

Commodity currencies: Limited upside for now
· USD downside will continue to offer support to 

commodity currencies

· However, a number of headwinds are likely to weigh for 
the foreseeable future

AUD (Australian dollar): In line with the improvement in 
broader risk appetite in the past few weeks, AUDUSD has 
rebounded from the 0.69 level and is now trading closer to 
0.72. In the September FX Monthly, we argued that the 
Australian dollar should continue to receive support from first, 
negative US real yields; second, the ongoing pick-up in iron ore 
prices; and third, the robust recovery in Chinese activity. 
However, we cautioned that the pace of appreciation was likely 
to slow appreciably, and the 0.74 level would remain a very 
strong resistance area. This remains still valid: valuation is no 
longer as compelling as it was, and good news appears to be 
largely priced in. Furthermore, recent remarks by Reserve 
Bank of Australia (RBA) governor Phillip Lowe have added to 
AUD headwinds: Lowe said that the bank is considering 
buying longer-dated government bonds to loosen financial 
conditions further. We maintain this view, especially since the 
ongoing diplomatic spat with China is another burden. From a 
tactical perspective, we continue to like buying AUDUSD 
below 0.72, with a target of 0.74. 

CAD (Canadian dollar): Last month we discussed that a 
similar narrative applies to the Canadian dollar. However, we 
argued that the CAD was likely to outperform within the 
core-commodity FX bloc largely because speculative 
positioning remained short. Since September, the CAD has 
indeed outperformed AUD and NZD, and USDCAD is now 
back at the 1.31/32 level (see chart 13). We remain modestly 
constructive, but are cognisant that subdued oil prices may 
(partly) offset any tailwind emanating from USD downside.

NZD (New Zealand dollar): NZDUSD remains stuck in the 
0.66-0.67 area. USD depreciation is likely to keep the 
currency supported, but a number of headwinds are likely to 
weigh, depriving NZD of any material upside. These 
headwinds include 1) the central bank of New Zealand 
(RBNZ) remains more dovish than other relevant central 
banks (for example, the RBNZ’s QE programme is 
significantly bigger in size [as a percentage of GDP] than the 
RBA’s); 2) New Zealand relies heavily on tourism and 
migration, two sectors still feeling the pain of the pandemic; 
and 3) dairy prices have yet to show any sign of upside 
potential.

13. CAD has outperformed other commodity FX since the end of 
August

Sources: Bloomberg, Lombard Odier.
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Main risks to our view: First, a second strong virus wave 
affecting China, and/or re-escalation of Chinese-US trade 
frictions would hurt the commodity FX bloc, most notably the 
AUD. Second, commodity price declines (due to subdued 
demand and/or increased supply) would deliver a blow to all 
commodity-linked FX. In the case of CAD, a Joe Biden 
victory in the US elections could add some anxiety in case the 
new president moves forward with his promise to scrap 
permits for the Keystone XL pipeline project (a project that 
would facilitate the flow of oil barrels from Canada to the US 
Midwest).

https://www.lombardodier.com/files/live/sites/loportail/files/news/2020/September/20200922/FX monthly_09.2020-media.pdf
https://uk.reuters.com/article/australia-forex/australian-dlr-slips-bonds-rally-as-rba-sounds-dovish-idUKL4N2H60BA
https://uk.reuters.com/article/australia-forex/australian-dlr-slips-bonds-rally-as-rba-sounds-dovish-idUKL4N2H60BA
https://www.reuters.com/article/us-usa-election-biden-keystone-idUSKBN22U2YZ
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Gold: Fed’s policy remains supportive of gold prices 
in the near term 
· Fed’s policy is capping yield normalisation and 

continues to offer support to gold

Gold has benefitted from strong positive momentum since late 
July, reaching an all-time high above USD 2050/oz in early 
August. The combination of real rate compression, TINA 
(There Is No Alternative for investors), and expansionary 
fiscal and monetary policies has lifted both equity markets 
and gold. In these conditions, we took partial profits on our 
long gold position. Indeed, gold can be a defensive asset to 
shield portfolios in a low-yield environment, but its inherent 
volatility (which is close to equity volatility) begs tactical 
management and discipline.

Still, the Fed’s policy is capping the potential of yield 
normalisation for now. Taking into account the high level of 
uncertainty surrounding the Covid-19 pandemic in the near 
future, we believe that gold is likely to continue to overshoot 
our medium-term target, trading in the USD 1,850-2,000/oz 
range. Hence, material upside seems limited. 

The impact of the Fed’s balance sheet should fade as the 
recovery materialises further – once a vaccine is widely 
distributed. Our base case remains one where gold trades 
lower in the medium term (our 12-month target is USD 1,600/
oz) once the recovery is well established and real rates can 
start normalising from their historically depressed levels. 
Specifically, US 10Y real yields rebounding towards -0.5% 
would be consistent with a gold price around USD 1,600/oz. 

Regardless of the recovery type, the pandemic will likely have 
a lasting effect on asset allocation. It will also continue to 
reinforce the role of gold as a strategic asset. Strategically, gold 
should remain in investors’ portfolio allocation because it is 
one of the best alternatives to government bonds in periods of 
zero rates. It thus often represents protection (albeit not 
always) against a revival of market stresses at a time when the 
hedging capacity of traditional safe havens will be limited.

FX majors and gold

US10Y real yield, %, 
RHS
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16. Period of CNY underperformance (vs MSCI EMFX) reversing 
as flows improve

Sources: Bloomberg, Lombard Odier

15.  EMFX - four buckets of EM currencies

Sources: Bloomberg, Lombard Odier

17.  PBOC could allow trade-weighted CNY appreciation beyond 
92-95 range if tariffs are reduced

 Sources: Bloomberg, Lombard Odier

EMFX buckets: from best to worst 

In emerging markets (EM), we remain structurally neutral on 
the overall GBIEMFX index ahead of the US elections. While a 
democratic sweep could result in reduced trade tensions that 
support large parts of EM, increased fiscal spending and a 
potentially steeper US treasury curve could actually first hurt 
some of the yield-sensitive, current account-deficit EM 
currencies.

Chart 15 shows our division of the liquid EMFX universe into 
four buckets – from our top favourites to our least liked 
currency picks. We continue to prefer currencies with low 
debt, exposure to Chinese infrastructure spending (KRW and 
CLP), EURUSD upside (PLN and CZK), and tech sector 
exposure (TWD). This month, we downgrade MYR by one 
notch to "modest performer" due to political uncertainty, and 
HUF to "modestly bearish" on a weaker balance of payments

The outperformers 
• Asia (TWD and KRW)
• LATAM (CLP)
• CEEMEA (CZK and PLN)

Modest performers 
• Asia (CNY, MYR, THB, SGD and INR)
• LATAM (MXN)
• CEEMEA (ILS)

Modestly bearish
• Asia (IDR and PHP)
• LATAM (BRL and PEN)
• CEEMEA (HUF)
• GBIEMFX index

Bearish EMFX • LATAM (COP)
• CEEMEA (TRY, ZAR and RUB)

A reduction in China tariffs would be a significant CNY-
positive surprise

In our base case, we forecast USDCNY at 6.75 (Q4 2020) and 
6.68 (Q3 2021) with risks to the downside. Our forecast takes 
into account the improvement in Chinese FX fundamentals 
(the better growth and balance of payments noted above), and 
we assume a Biden win that reduces some trade uncertainty. 
However, we do not expect that a Biden win will automatically 
and immediately bring a reduction in tariffs on Section 301 
Chinese goods. It could happen, however, and is an 
underappreciated scenario that could push the CNY trade-
weighted exchange rate above its 92-95 range of the past 18 
months (chart 17). This would make CNY rally against a host 
of currencies, and see USDCNY return closer towards 6.50. 

Improved BoP trends suggest CNY on strong footing

Over the past decade, the relative performance of the CNY 
(beyond controlled for the broader EMFXUSD trend) has 
followed Chinese balance of payments (BoP) trends. Before 
the China-US trade war, the trend was hot-money outflows 
given the botched 2015 CNY devaluation that led to CNY 
underperformance. These outflows have stabilised and 
drastically reduced over the past year, consistent with a trend 
of CNY outperformance. A reduction in China’s services 
deficit and a rise in portfolio investment (thanks to China’s 
inclusion in equity and bond benchmarks) suggest that a 
further balance of payments improvement will support the 
CNY (see chart 16). 

hot money outflows =  
CNY underperformance

decline in outflows = 
CNY ourperformance

Tariff increase 
were a big driver for 
CNY depreciation 
over 2018 and 
2019 (explanatory 
power = 55%)
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Asia FX
KRW and TWD to lead the way, with CNY catching up

18.  China’s onshore bond market has been attracting inflows
 Monthly change in foreign investor holdings, 

Sources: CEIC, Bloomberg, Lombard Odier

19.  KRW is the most straightforward Asian FX play on reflation

· Currencies of relatively industrialised Asian countries 
that have succeeded in containing the virus even 
without vaccines will continue to perform solidly in the 
coming weeks

· We maintain our USDCNY forecasts (6.75 year-end, 
6.68 Q3 2021) on positive fundamentals and strong 
inflows. We will lower these forecasts if the US election 
outcome points to tariff reductions

· Upside for THB, IDR, SGD, and KRW could increase if 
an effective vaccine arrives. We trim our expectations 
for MYR, and see the Bihar elections as a key near-term 
variable for INR.

CNY (Chinese yuan): constructive; prone to upside risks 

We maintain our (above-consensus) USDCNY forecasts of 
6.75 for year-end and 6.68 for Q3 2021, with the view that 
further strength of G10 and select emerging currencies will 
translate into a stronger yuan. First, China remains a strong 
magnet for foreign inflows due to its solid economic recovery 
since the Covid-19 shock, its robust control of the epidemic, 
and substantially higher domestic rates. The inclusion of the 
Chinese government bonds in the FTSE bond index and the 
widening external surplus amidst booming merchandise 
exports have also added to investors’ comfort (see chart 18). 
Second, the recent developments have confirmed, yet again, 
our view that Beijing is anxious to keep the value of the yuan 
versus its official basket of trading partner currencies in a 
stable range. The CFETS renminbi index has in fact 
rebounded rather steadily after dipping below its 92 level 
briefly in June. The People’s Bank of China’s removal of a 20% 
reserve requirement for FX forwards does signal the bank’s 
intention to slow the rise in the index, but we note that the 
measure also facilitates hedging activities by foreign investors. 
Third, a balanced outlook for the US presidential election in 
November should reduce the risk premium for the currency, as 
Biden’s presidency could lead to a more rational approach to 
bilateral trade – even if his team could prove as hawkish on 
China as Trump’s on other matters. We have not assumed that 
a Biden presidency (our base case) will automatically spell a 
rapid reduction in the Section 301 tariffs on China’s goods. 
However, if this were to occur, it would constitute a bullish 
CNY surprise and warrant a USDCNY forecast reduction, 
potentially to 6.50 and below. 

Main risks to our view: A collapse of the "phase 1" trade deal 
before the US election would be a negative surprise. It could 
trigger the revival of tit-for-tat tariff disputes and China’s 
retaliation through a new yuan policy. On the positive side, 
stronger indications that a Biden presidency would result in 
the lowering of Section 301 tariffs would make us more 
CNY-bullish.
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KRW (Korean won): Further strength ahead

We expect the Korean won to strengthen in next twelve 
months. First, the country benefits strongly from 
synchronised global reflation due to its export sector, and its 
currency shows the highest sensitivity among Asian 
currencies to simultaneous rises in inflation expectations and 
the yuan’s value (see chart 19). Second, the Moon 
administration enjoys a high degree of flexibility in fiscal 
policy thanks to the ruling party’s sizable majority in the 
National Assembly (176 seats out of 300 after a blowout 
victory in April) and to the country’s sufficient fiscal space. 
While there has been a small second wave of infections since 
mid-August, we expect the government to flatten the curve 
effectively in due time with a calibrated social-distancing 
policy and new supplementary budget package enhancing 
individual compliance. Third, the widespread public 
discontent on rapidly appreciating urban home prices has led 
the government to tighten its macro prudential regulations for 
the sector, and the political pressure makes it difficult for the 
Bank of Korea to consider additional rate cuts. We note that 
the BOK has shown reluctance to bring the rates down to 0% 
due to the lack of alternative policy instruments and worries 
about US sensitivities on FX. 

Main risks to our view: Geopolitical risks surrounding China 
and North Korea will remain a key risk for the Korean won. We 
do not believe that the US election outcomes will trigger a 
distinct reaction from the currency relative to its peers.

TWD (New Taiwan dollar): Our favourite pick

The New Taiwan dollar is still our favourite pick in Asia due to 
its well-known sources of strength. First, the currency is 
underpinned by one of the most solvent systems in the world, 
with net claims on foreign assets, FX reserves, and external 
balances all a very high percentage of GDP. Despite steady 
growth over the years, TWD’s real effective exchange rate is 
still 17% below its 2000 level (see chart 20). This simply 
suggests that the currency is extremely cheap and is set to face 
structural appreciation pressures. Second, Taiwan’s 
policymakers have been signalling their comfort with the 
market-driven strength of TWD. Governor Yang of the 
country’s central bank (CBC) recently described the trade-
weighted value of the currency as "not strong". We note that 
Yang also hinted at the CBC’s shift in focus to financial 
stability issues in the medium term. Third, Taiwan’s economy 
will likely avoid outright contraction in 2020 due to its 
world-leading virus containment efforts, and the cyclical 
upturn outside the country and new smartphone product cycle 
will boost its already strong exports. The country’s balance of 
payments will likely improve even further and support the 
currency’s value. 

Asia FX
KRW and TWD to lead the way, with CNY catching up

21.  MAS will likely keep SGD NEER flat for another year
 SGD NEER curve and estimated MAS policy bands

Sources:Bloomberg, Lombard Odier.
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22.  INR over-correction in Q2 being normalised amidst solid inflows
 Balance of payments indicator, Q4 rolling sum

Sources: CEIC, Bloomberg, Lombard Odier
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Main risks to our view: Main risks are a potential direct 
confrontation with China on President Tsai’s hawkish stance 
on cross-strait relations, further escalation of tension between 
the US and China, and a shift in the US stance on Taiwan’s 
currency policy.

SGD (Singaporean dollar): Flat SGD NEER curve spells 
further gains vs USD

We expect the SGD to appreciate modestly vs the USD in the 
next twelve months. First, the Monetary Authority of 
Singapore (MAS) is unlikely to ease its policy again as the 
domestic public health condition has improved and growth is 
set to rebound strongly from Q3 onwards. The MAS in fact 
confirmed this in its October policy decision by putting the 
policy on hold. The SGD nominal effective exchange rate 
curve will thus likely move sideways in twelve months (see 
chart 21). Second, weaker USD trends create a modest upside 
risk for the SGD as it is trading near the midpoint of the MAS 
band, and could move to the upper band in a favourable 
market environment. Third, vaccine deployment would 
provide an outsized boost to the currency, as it would improve 
both local service sector activities and the external service 
balance. Merchandise exports are already rebounding 
strongly. Main risks to our view: Main risks are the impact of 
Q4 deceleration in the US and Europe, vaccine-related news 
flows, and public health and macroeconomic conditions in the 
surrounding South Asian economies.

HKD (Hong Kong dollar): Expecting gradual reversion to 
the linked rate (i.e. centre of band)

We expect the HKD peg to remain in place, but we believe that 
USDHKD will gradually move from the strong-side 
convertibility of 7.75 to the linked rate of 7.80. First, the 
temporary scarcity of liquidity related to Ant Group’s mega-
IPO will ease once the listing is complete, between October 
and November. Second, the city’s economic and political 
news flow remains uneven; medium-term concerns could 
motivate steady shifts in the FX allocation of the city’s 
residents, especially since strong-side convertibility of 7.75 
reduces the risk and reward of such adjustments. Third, a 
major change in the USD peg is still extremely unlikely, as HK 
does not have a logical alternative to the current system. 

Main risks to our view: Main risks are the magnitude of the 
IPO boom after the listing of Ant Group, and domestic 
political developments related to Legislative Council elections.

Asia FX
KRW and TWD to lead the way, with CNY catching up

23. Foreign support for IDR bonds has not yet fully recovered
 Outstanding IDR government securities, IDR trillion

Sources: CEIC, Lombard Odier
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Asia FX
KRW and TWD to lead the way, with CNY catching up

INR (Indian rupee): Modest gains amidst economic 
recovery

The Indian rupee will likely register a modest gain vs the US 
dollar in the next few months. First, INR’s recent gains have 
been rather limited despite the significant improvement in 
India’s overall balance of payments in Q2 (see chart 22). This 
is likely due to the Reserve Bank of India’s continued buying of 
FX. We suspect that the RBI will be somewhat less aggressive 
in FX market intervention as domestic growth and inflation 
stabilise. This indicates some scope for INR appreciation. 
Second, inflows could continue to strengthen as the economy 
has finally been bouncing back from the extreme contraction 
in Q2 on nationwide re-opening. Third, the country enjoys a 
unique advantage as a significant global supplier of 
pharmaceutical products and thus of key Covid-19 vaccines in 
development. Large gains for the currency are still unlikely as 
the country faces a large and sustained wave of virus 
infections, and the deterioration in public finances has already 
triggered a ratings downgrade by Moody’s. The upcoming 
Bihar state election outcome (7 November) will be closely 
watched, as it provides the first electoral verdict on the Modi 
cabinet’s performance in the Covid crisis. 

Main risks to our view: Sovereign ratings will be crucial to 
monitor, as Moody’s could downgrade again or be copied by 
other rating agencies. We still expect the country’s 
investment-grade rating to be maintained this year. India’s 
slowly worsening Covid-19 epidemic will also be a key issue 
for the currency.

IDR: Staying cautious, but vaccine to be a key variable in 
2021

We are now relatively cautious on the rupiah, even though we 
do not believe a large depreciation is likely in the medium 
term. First, while the country’s public health details of the 
burden-sharing agreement between the government and Bank 
Indonesia were more reassuring than initially feared, the 
parliament’s deliberation on bills to give government ministers 
voting rights at monetary policy meetings threatens to 
undermine the central bank’s independence at the wrong 
time. Second, foreign investors remain cautious on the 
country’s bond market when the government’s issuance is 
actually picking up due to deficits (see chart 23). Third, with 
both fiscal and external balance likely worse, the pressure on 
Bank Indonesia will be even greater to pick up the slack – even 
though it is already intervening actively after the agreement 
with the government. Fourth, there are downside risks to the 
country’s growth projections, as the epidemic does not seem 
fully under control despite attempts at aggressive social 
distancing in Jakarta. That said, still high real rates, the 
central bank’s better access to USD liquidity, positive market 

24. THB outperformance unlikely when external balance erodes
 Balance of payments

Sources: Bloomberg, Lombard Odier.
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25. Real rate attractive in Malaysia, too low in India and Philippines
 Benchmark policy rates minus CPI inflation, %

Sources: Bloomberg, Lombard Odier.
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Asia FX
KRW and TWD to lead the way, with CNY catching up

reception of the recent omnibus law on investments and labor, 
and stabilisation of bulk commodity demand will cap the 
downside for the currency. We note that Indonesia’s position 
on the vaccine procurement is stronger than South Asian 
peers’ due to its existing arrangement with China on China’s 
vaccine technology. 

Main risks to our view: Indonesia’s steadily rising Covid-19 
epidemic curve will be a key risk given its fragile healthcare 
system. The results of clinical trials involving China’s 
attenuated vaccines could be an interesting variable, as 
Indonesia’s vaccine portfolio depends heavily on that prospect.

THB: recovery dependent on vaccine and tourism

The worst is likely over for the Thai baht, but we do not see 
material appreciation for the currency before global 
deployment of an effective vaccine. First, Thailand’s vital 
tourism sector is still facing a dire situation due to the near-
total shutdown of the country’s borders to foreign visitors. 
While goods exports have offset the loss of tourist spending, 
the fallout from this unique shock on the country’s service and 
real estate sector could persist for two to three years (i.e. well 
after the vaccine deployment gives global consumers 
confidence to travel en masse). Second, the Bank of Thailand 
is unlikely to let the baht strengthen further despite the overall 
USD weakness, given its worries about the domestic economy 
in the medium term, and the recent shrinkage in the bank’s 
forward book is merely an attempt to focus on domestic 
liquidity provision via repo activities. Third, the strong public 
health outcome (very few Covid-19 infections at the national 
level) and global demand for goods will likely cap the 
downside for the currency. 

Main risks to our view: Main risks are the government 
decisions on border controls and the service sector. The 
currency could respond very strongly to any new development 
on the vaccine front. Political discontent among young voters 
could be another risk for the country.

MYR: Lowering expectations due to higher political 
uncertainty

The ringgit is still likely to strengthen vs USD in the coming 
months thanks to the ongoing global recovery, but we temper 
our expectations modestly. First, the current governing 
coalition has not been as stable as we had hoped. The main 
rival parties’ competing claims on the parliamentary majority 
are increasing the likelihood of a snap election in the next 
twelve months. Second, growth factors will remain favourable 
to the currency, especially since the country stands to benefit 
substantially from the recovery in global merchandise trade 
and the re-orientation of the manufacturing supply chain in 

Asia. Third, Bank Negara Malaysia has begun to signal the 
end of its easing cycle, and we expect the central bank to 
remain on hold for the next twelve months barring a new 
external shock. The relatively high real interest rate should be 
a draw for foreign investors (see chart 25). 

Main risks to our view: Major risks are the (unexpected) 
failure to pass the new budget in November, the trajectory of 
local confirmed cases of Covid-19, oil price trends and their 
impact on the government’s fiscal balance, and global demand 
for the country’s industrial commodities and mid-end 
manufactures.

PHP: Countercyclical outperformance likely to reverse 

We believe that the period of outperformance for the peso is 
coming to an end, even though we do not see significant 
depreciation in the next twelve months. First, the Philippines 
continues to face an unstable epidemic curve despite punitive 
lockdowns in key metropolitan areas – likely due to the 
extreme fragility of its public health infrastructure. While the 
situation is not as bad as in India or Indonesia, the lack of 
convincing flattening in the epidemic curve hints at the 
fundamental lack of control and the risks of repeated infection 
waves. This creates risks for the headline growth and fiscal 
balances. Second, the country’s external balance will begin to 
deteriorate with the resumption of economic activities and 
government spending that will push deficits to 8-9% of GDP. 
Third, the Bangko Sentral ng Pilipinas (BSP) might not cut 
rates further, but it will continue to support growth via 
liquidity operations and adjustments in reserve requirements 
for the banking sector. We note that BSP’s holding of 
government bonds has risen by roughly PHP 1.3 trillion since 
February (~5% of 2019 GDP). Main risks to our view: Main 
risks are the trajectory of local confirmed Covid-19 cases, and 
investor pricing for the likely period of political uncertainty 
ahead of 2022 elections. 
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· We maintain a neutral view on the BRL for the coming 
months assuming the debt ceiling remains intact

· MXN benefits from superior fundamentals in 2020, but 
could be hostage to a correction in global equity prices. 
2021 could be more challenging

· We would gain exposure to the Chilean peso on any 
setbacks driven by the constitutional referendum. We 
stay cautious on both the COP and the PEN. 

BRL (Brazilian real): debt ceiling removal would 
compromise stability 

Along with TRY and ZAR, BRL was – for the longest time – on 
our list of "underperformers" given rising political risks and 
extremely elevated debt levels. However, in September, we 
upgraded our view for the BRL to "modest underperformer). 
We believe a wide 4.70-5.70 range remains appropriate for the 
USDBRL. However, this assumes the debt ceiling remaining in 
place. First, economic indicators have shown strong advances 
in recent months, suggesting that the government’s Covid 
strategy – initially criticised for being lax – is helping. 
Generous cash handouts are likely also helping. Second, the 
slight recovery in the balance of payments suggests that 
USDBRL gains will remain capped, unlike just a few months 
ago when such flows gave a USDBRL bullish signal (see chart 
26). Third, our longer-term fair value model for USDBRL 
shows that, once we take into account the worsening fiscal 
trajectory and still-weak growth forecasts, USDBRL will be 
anchored within a wide range of 4.70-5.70. Fourth, fiscal 
deliberations will be key. We assume the negotiations for the 
2021 budget remain noisy and a source of headline risk, yet 
assume that the debt ceiling (95% of GDP) remains intact. 
However, in the risk scenario where the ceiling is scrapped, 
debt/GDP assumptions will rise, in turn feeding into a higher 
USDBRL forecast. Fifth, the BRL’s low carry is a break from 
history for the currency, and has likely changed the hedging 
behaviour of local and foreign investors. Corporates are 
finding it attractive to issue debt in local currency and swap 
into USD, while local and foreign investors who deem 
Brazilian equities and bonds attractive may find it worthwhile 
to hedge via being long USDBRL. These flows will prevent 
BRL from seeing a stronger rebound, in our view. A further 
rate cut cannot be ruled out. 

Main risks to our views: One downside risk is if the imposed 
debt ceiling of 95% GDP is removed. This would lead to 
further BRL depreciation and raise our estimate of USDBRL 
fair value. Another risk is if reformist economic minister 
Guedes and his entire team leave.

LatAm FX
Debt ceiling key for the BRL

USD-BRL YoY 
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26.  Ongoing external rebalancing has reduced our USDBRL 
bullish conviction in recent months

Sources: Bloomberg, Lombard Odier.
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28. MXN - most sensitive EM currency to equity market 
movements 

Sources: Bloomberg, Lombard Odier.
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A scrapping of the debt ceiling will raise
USDBRL fair value from 5.90 to near 6.20

27. A scrapping of the debt ceiling will raise USDBRL fair value 
from 5.90 to near 6.20
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MXN (Mexican peso): solid, but prone to a positioning 
shakeout near term

The Mexican peso falls into our category of "modest 
outperformers", and we had pencilled in gains of 2% by June 
2021; they have already been exceeded. However, taking into 
account the government’s unique conservative fiscal stance 
for 2020, and assuming rating downgrade risks materialise 
only in 2021, USDMXN could still move within a 20.30-23.70 
range in the months ahead, with the range representing one 
standard deviation band around our year-end USDMXN fair 
value estimate of 22.0. While external balances have been 
strong, overall, they are slightly less supportive than before. 
The broad basic balance has declined from +2% of GDP to 
+1.2% of GDP recently. Real rates have declined in recent 
months (to just +20 bps from around +300bps in May). Banco 
de México has suggested a pause in the easing cycle could be 
likely for the remainder of the year. The government has been 
even more conservative in its fiscal stance than previously 
assumed. This more conservative macro policy stance, which 
at sharp odds with the path taken by Brazil`s policy makers, 
should remain supportive for the MXN for the remainder of 
2021. Shorter-term, being the most correlated EM currency to 
equities (chart 28), a sell-off in global equities could result in 
an unwind of long MXN positions. Longer term, the main risk 
for Mexico is fiscal deterioration, although this is more likely a 
risk for 2021 ahead of the legislative election in July 2021. 
Slower growth outcomes in 2021 could increasing market 
pricing of rating downgrade risks and create a more 
challenging MXN backdrop for 2021. 

Main risks to our views: Downside risks include further 
downward revisions to growth that, in turn, lead to further 
rating downgrades and a loss of investment grade (IG) status 
(more of a 2021 story). Further weakness in the US economy, 
compressing demand for unskilled workers, would be another 
risk. The election outcome will likely be neutral for MXN. 

LatAm FX
Debt ceiling key for the BRL

29. Chilean referendum: event timeline

16.26.20 
Initial Referendum

10.25.20 
Initial Referendum

4.21.21
Election of Drafting Body

Date pushed due to pandemic If approved

Latest 4.21.22
Conclusion of delibaration 

period

Latest 6.20.22
Referendum to ratify new 

constitution

9 months + 3 months 
possible extension 

11.21.21
General elections

CLP (Chilean peso): Look to buy into any setbacks ahead of 
constitutional referendum

The CLP is the only LatAm FX to fall into our EMFX 
"outperformer" category. In July, we pencilled in 2.5% in gains 
until June 2021. While some of these gains have materialised, 
the currency could be held back heading into the 
constitutional referendum on 25 October (chart 29). That said, 
the currency is incorporating a fair bit of risk premia still, 
hence we believe that CLP should not see large setbacks. We 
believe any retracement in USDCLP towards 815 will present 
good selling opportunities. Valuation is compelling: the CLP 
screens as extremely undervalued against longer-term macro 
fundamentals, even allowing for some modest weakness on 
the fiscal side. Our model signals fair value moving from 750 
down to 720, with a range of 700-800 (chart 30). Chile has 
among the lowest government debt levels within LatAm. 
Gross government debt for Chile is expected to rise from 28% 
(end-2019) to a still relatively low 35% (end-2021). Hence, 
increased fiscal spending can support growth without 
undermining respective currencies. As the largest copper 
exporter in the world, supplying China as the biggest importer, 
we believe the CLP will benefit from increased Chinese 
infrastructure spending supporting copper prices. Chile has 
weaker external balances, with reserves covering only six 
months of imports (compared with some 25x for Brazil). That 
said, the authorities have been proactive in guarding against 
risks, and the central bank in mid-May presented a request to 
the International Monetary Fund for a flexible credit line. This 
should provide a backstop for the currency. 

Main risks to our views: In terms of risks, the main one is the 
constitutional referendum (25 October), which we will be 
monitoring.
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COP (Colombian peso): An overvalued LATAM currency  

The COP falls into our category of EMFX "underperformers" 
alongside the South African rand, Turkish lira, and Russian 
rouble. In recent months, COP has held up better than we had 
expected because of government USD sales (conversion of FX 
issuance to local currency). However, these supportive drivers 
should prove temporary and lessen in intensity in the months 
ahead. On our models, USDCOP screens as being 7% 
undervalued – the most since 2016. Using IMF projections for 
government debt, fair value may rise above 4,000 by the end 
of 2020, suggesting rising odds of a move up in USDCOP. The 
catalyst could be negative news on the fiscal front. Fiscal risks 
will likely remain and flare up in Q4. Gross government debt/
GDP is projected by the IMF to reach 58% (end-2020) from 
51% (end-2019), but is expected to decline modestly to 55% 
(end-2022). Similar to the Mexican case, a continued 
deterioration in public finances would pose rating downgrade 
risks. However, Colombia’s situation is more challenging, as 
there could be more political opposition for fiscal 
consolidation. Colombia’s sovereign rating is on thin ice: it has 
the lowest investment-grade rating from all three rating 
agencies, two of which have a negative outlook. 

Main risks to our views: A likely deterioration in growth on 
renewed lockdowns would make the fiscal math more 
challenging and could increase the risk of a sovereign rating 
downgrade. COP currently is overvalued and is not pricing in 
such a negative outcome, in our view.

PEN (Peruvian sol): Held back by political risks and FX 
hedging 

The PEN falls into our category of EMFX "modest 
underperformers" alongside the Brazilian real and Mexican 
peso. Pure fundamentals, such as low debt levels and exports 
linked to appreciating commodities (copper and gold), suggest 
PEN ought to have fared better. However, with FX carry 
extremely low and FX hedged Peruvian local bonds offering 
the most attractive yields in mainstream LatAm, short PEN 
hedging flows by investors have likely kept USDPEN 
extremely elevated. This is evident in a comparison of 
USDPEN alongside the global FX position held by Peruvian 
local banks. At the same time, there is a national election in 
2021, and the currency has historically remained under 
pressure ahead of such major political events. The domestic 
political climate remains polarised, with the opposition party 
having attempted to impeach both the President and Finance 
Minister in September. As the presidential campaign takes 
shape, a number of further "populist" measures (such as the 
recent pension fund withdrawal bill) could surface, placing a 
bigger risk premium on PEN. 

LatAm FX
Debt ceiling key for the BRL

30. USDCLP still overvalued in the grand scheme of things

Sources: Bloomberg, Lombard Odier
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Main risks to our views: The major risk remains on the 
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CEEMEA FX
External rebalancing delays ZAR depreciation

· Even though the RUB has cheapened in line with our 
view, we remain cautious heading into the US election

· Our bearish TRY call remains on track, but for now, 
external rebalancing is preventing a sharper ZAR 
depreciation

· We like the PLN, ILS, and CZK, but would look to sell 
HUF.

ZAR (South African rand): External rebalancing keeps 
USDZAR range-bound for now

Along with the TRY, COP, and RUB, ZAR is in our group of 
"fragile" EM currencies. That said, spot has been heavier than 
we assumed. We believe a key reason for this is the 
improvement in the countries’ balance of payments (chart 32), 
driven by a move to a trade surplus given a sharp decline in 
imports. This could potentially continue for some time, 
preventing ZAR from depreciating and thus reducing our 
near-term conviction of a ZAR depreciation. However, once 
this adjustment is mature, we believe USDZAR will re-align to 
fundamentals that point to a trend rise in fair value from 
16.80 currently to near 19 on a two-year view (chart 33). The 
fair value is driven by weakening productivity growth and 
higher debt levels, which are only modestly offset by improved 
terms of trade. We think a 15.50-19 range remains 
appropriate for USDZAR based on our fair value estimates. 
While a stronger China is positive for many emerging markets, 
South Africa’s share in total Chinese imports continues to 
decline, with the country having lost market share to other 
countries (Australia, Indonesia, Brazil, and Russia). This 
suggests the marginal benefit from a Chinese recovery will be 
lower for the ZAR than for peers. 

Main risks to our views: The medium-term budget statement 
(21 October) will be in focus, with markets assuming the 
government can deliver planned spending cuts worth ZAR 
230 bn for the coming two years. Anything that falls short 
could hurt the ZAR. On the positive side, a longer-than-
expected spell of external rebalancing could keep ZAR 
somewhat supported. 

RUB (Russian rouble): weak, but far too early to 
accumulate exposure

After having already being modestly bearish on the RUB in 
Q2, we have further downgraded the currency to our list of 
EMFX underperformers. We had said that USDRUB should be 
in a 73-78 range, and it is now near the top of that range. The 
main driver for the weakness in the currency is concern that a 
Biden win and Democratic sweep (our central scenario at 
Lombard Odier) will bring about a harsher foreign policy 
stance from the US. Markets have begun to fear financial 
sanctions, though more recently the conflict between Russian 

Sources: Bloomberg, Lombard Odier

33. Longer term, our model suggests USDZAR can trade higher on 
a worsening debt trajectory and weakening productivity 
differentials

Sources: Bloomberg, Lombard Odier.

32.  Current account adjustment supporting relative ZAR 
outperformance for now
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34. USDRUB could become more overvalued as it prices in a 
harsher US foreign policy stance under Biden
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ally Armenia and Turkish ally Azerbaijan may be having an 
impact. However, while USDRUB has breached the top of our 
assumed range, we think it is still too early to look to increase 
RUB exposure, and that further weakness will occur, for two 
reasons. First, at the peak of financial sanctions fears in 2018, 
USDRUB traded as much as 12% above fair value (see chart 
34). With our fair value estimate rising to 75 by March 2021 
(given modest increases in debt and assuming the budget rule 
remains in place), this means USDRUB could trade as high as 
85 (assuming sanctions fears become as heightened as in 
2018). Second, while RUB is weak, Russia’s USD bonds do not 
appear to be pricing in much sanctions risk, trading very tight 
compared to similarly rated credits like Colombia (even after 
accounting for Russia’s superior fiscal balances and 
movements in energy prices – chart 35). Hence, we believe that 
RUB could come under further pressure as sanctions risks 
become more fully priced into other assets. One factor that 
could slow the rise in USDRUB would be increased FX sales by 
the Russian central bank (CBR), linked to the sale of Sberbank 
shares to take place from October to December. 

Main risks to our views: We would view a Joe Biden US 
presidency, and especially a Democratic sweep, as negative for 
the RUB, and markets will expect US policy towards Russia to 
turn harsher. On the positive side, should the CBR turn 
hawkish or even hike interest rates, it could provide some relief 
to the currency. However, the bank appears comfortable with 
the relatively contained inflation, despite RUB depreciation.

Turkish lira: still the weakest link in mainstream EMFX 

We remain bearish on the TRY despite the September central 
bank (CBRT) hike of 200 bps. The bank’s action, while large in 
nominal terms, has merely served to switch real rates from 
sharply negative to slightly positive. The main rationale for our 
expectation of continued TRY depreciation is still-excessive 
credit growth (largely driven by fiscal expansion this past year) 
leading to weakening external balances and firm local 
dollarization trends. With net FX reserves running extremely 
low, the policy outcome implies a need for a fiscal and 
monetary tightening that slows credit growth, or a potential 
TRY depreciation shock (similar to 2018). The appetite for 
policy tightening, while improved, remains low. This suggests 
that the TRY will be poised to depreciate. Geopolitical 
tensions, which we have not factored into our forecasts per se, 
remain an upside USDTRY risk. Tensions between Turkey and 
Greece – and now between Turkish ally Azerbaijan and 
Russian ally Armenia – as well as recent reports that Turkey is 
planning to test parts of the Russian S-400 missile that it 
purchased from Russia, will be pressure points. We would 
view a Biden win and Democratic sweep as negative overall for 
the currency, as the US could take a harsher stance towards 
their Turkish NATO ally for procuring weapons from Russia. 

36.  Despite large hike, Turkey real rates are insufficient to prevent 
further USDTRY rises 

Sources: Bloomberg, Lombard Odier

35. Russia USD bonds are not pricing in sanctions like in 2018 
(when they priced in up to a 40-bps risk premium)

Sources: Bloomberg, Lombard Odier
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bonds, relative budget positions and energy prices

3

4

5

6

7

8

9

-1000

-500

0

500

1000

1500

10.17 03.18 08.18 01.19 06.19 11.19 04.20 09.20

Real policy rate (bp)
USDTRY (rs)

37 Despite marginally more hawkish CB, HUF to face continued 
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Main risks to our views: A positive risk would be if the 
government and the CBRT deliver strong fiscal and monetary 
tightening to slow credit growth ahead of time (a move to 
positive real rates is encouraging, but insufficient in our view). 
A negative risk would be a more hawkish foreign policy stance 
from the US under a Biden presidency.

Central and Eastern Europe FX: Preference maintained 
for CZK (Czech koruna) and PLN (Polish zloty) over HUF 
(Hungarian forint) 

A second wave of virus outbreak in CEE have resulted in a 
sharp CEE FX depreciation over October. Given lack of an 
efficient test-and-trace system and a lower level of testing (at 
least compared to Europe and the US), some further 
tightening of social restrictions could be unavoidable. This 
could hold back CEE currencies in the weeks ahead if the 
confirmed COVID cases continue to rise, but this weakness 
will at some point present opportunities to gain exposure. CZK 
appears well poised to perform. The Czech government has 
pledged a large fiscal support (23% of GDP, higher than 16% 
and 11% for Poland and Hungary, respectively). This will no 
doubt support growth at a time when wages remain high, and 
as a result, the Czech National Bank could be one of the first 
CBs to hike rates in 2021. On the other hand, Hungary also is 
more heavily reliant on tourism, and the recent decision to 
close borders to foreign travellers will negatively affect 
growth. While Hungarỳ s central bank has turned less dovish 
in order to cap EURHUF at 365, our preference would be to 
sell HUF on rallies. An important driver here is the trend of 
external balances: Hungary has seen its broad basic balance 
erode in trend terms over the past three years, in contrast to 
what has been seen for Poland, the Czech Republic as well as 
Israel. 

Main risks to our views: A slowdown in auto production is a 
negative risk for CZK and HUF. For the Polish zloty (PLN), the 
NBP has been expanding its balance sheet at quite a fast pace 
because of QE, and the country has seen portfolio debt and 
equity outflows. This could keep a check on PLN, though other 
parts of the balance of payments remain robust.  

CEEMEA FX
External rebalancing delays ZAR depreciation

ILS (Israeli shekel): Central bank likely to only slow ILS 
appreciation 

The Israeli shekel (ILS) is in our group of "modest 
outperformers" and we project USDILS declining to under 
3.30 on a 12M view. The resurgence in the virus and decision 
by authorities to move to a nationwide lockdown resulted in a 
short-lived back up in USDILS towards 3.50. Given that ILS 
fair value is quite dependent on the performance of tech shares 
(with Israel emerging as a tech hub) and US real yields, these 
needs to be monitored for the broader ILS view. There could 
be a tactical setback around the US elections if we do get 
strong fiscal spending and some increase in taxes on the big 
TECH firms. However, the longer-term narrative of "low for 
longer" US real rates and a continued structural 
outperformance of the TECH sector remains consistent with 
further ILS appreciation. The central bank`s response to ILS 
appreciation will be worth monitoring, but any intervention 
will likely slow a USDILS down move given the underlying 
strong balance of payments support. 

Main risks to our views: A structural underperformance of 
tech shares and/or strong rise in US real yields would weaken 
the ILS. The central bank`s FX policy would also need to be 
closely monitored in case the CB plans to move to more 
stringent FX measures like a le peg (as in Switzerland after 
2011 or Czech Republic after 2013). 
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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 
the exchange rate that would bring the 

economy into macroeconomic 
equilibrium (Current account balance 

sustainably financed by flows)

Output
Fair value estimates for major forex 
crosses Updated 2 to 3 times annually 
Weight: 50%

Usage
Anchor for long-term forecast

Output 
Fair value estimates for major FX crosses 

Updated 2 times annually Weight: 50%

Usage 
Degree of misalignment can be a 

sell or side signal

COMBINED OUTPUT – LO FX long-term fair value estimates
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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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