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Key highlights
· Potential escalation in the Russia-Ukraine conflict and global growth 

downgrades are likely to bolster the USD. We lower our EURUSD forecast 
further to 1.02 and raise USDJPY up to 135. Risks are for a stronger USD

· The first quarter was predominantly about relative terms of trade shifts, with 
currencies of commodity exporters being rewarded at the expense of 
commodity importers 

· Now, dollar strength is broadening out, which suggests further differentiation 
may have to wait as the greenback reigns supreme 

· The RMB’s spectacular stability until Q1 has ended, with USDRMB now 
re-calibrating to a stronger dollar. We pencil in a 6.70–6.90 range for 
USDRMB and would consider further downgrading the RMB view if exports 
slow more than expected

· We expect gold prices to remain volatile and trade broadly within USD 1,900- 
USD 2,000/oz in the short term  

· In oil markets, supply-demand dynamics remain stretched, and we foresee a 
further price spike looming in the fourth quarter of 2022.





Introduction

The US dollar rally has broadened out: what started in Q1 as a 
divergent dollar (gaining ground versus commodity importers 
but softening versus exporters) has now become more uniform 
strength. The reasons, in our view, include a mix of an 
escalation in the Ukraine-Russia conflict and further Chinese 
growth downgrades. 

On the first driver, our central case scenario for the Russia-
Ukraine conflict was one of “prolonged conflict” i.e. where 
the fighting carries on but remains largely contained to the 
eastern part of Ukraine. Moreover, we assumed that while 
concerns over reduced energy supply would keep prices 
higher, gas would still continue to flow to Europe. 

Under this “base case”, we had penciled in EURUSD 
reaching 1.06. That said, recent events suggest that the 
possibility of moving to a worsening “war intensification and 
gas disruption” scenario has increased (see table below). Such 
a development would be even more EURUSD negative and 
would result in the pair breaking parity, in our view. Applying 
a higher probability for such a tail risk scenario, we settle on a 
new EURUSD forecast of 1.02, but risks are very much for 
further USD strength. Furthermore, our updated model 
estimate for EURUSD now stands at 0.98 (versus 1.05 prior), 
following the recalibration in expectations on US yields and 
the Fed’s accelerated monetary policy tightening (see EUR 
section). 

As for the second driver, renewed lockdowns in China, as well 
as signs of increasing supply-chain disruptions, have resulted 
in a worsening global growth outlook. While the RMB has 
been extremely stable over Q1, USDRMB has since risen 
sharply, while seeing little pushback from the Chinese 
authorities. We assume a 6.70–6.90 range for now for 
USDRMB, but would further downgrade the RMB view if 
there were more concrete signs that the country’s super 
strong trade surplus was being affected (see Asia section). 
We view the USDRMB rise as recalibration to a broader USD 
strength rather than a move to devalue the RMB (like in 2015). 
Nevertheless, it will have negative ramifications for several 
currencies. 

Finally, we would point out that the two developments cited 
above will not only pose risks to growth, but also upside risks 
to inflation, as they affect supply chains. Central banks have 
shown that they are placing more emphasis on upside inflation 
risks than on lower growth risks, and are likely to remain 
hawkish. To the extent that this results in global liquidity 
shrinking at a faster pace, the greenback is likely to remain 
very well supported.  Nor do we see any obvious signs that 
there is too much USD bullishness “in the price” when we 
survey relevant sentiment indicators (see G10: 3 key charts).

Baseline

Scenarios Ceasefire Prolonged Conflict War intensifies Global Escalation

EURUSD assumption 1.09 1.06 1.00 and below 0.95

Most preferred FX EUR, AUD, EMFX (CEE) USD, LatAm/CAD USD, CHF USD, CHF, JPY

Least preferred FX EUR, GBP, JPY EUR, GBP, JPY EUR, GBP, EMFX
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FX forecasts – G10 and gold

Current spot Q2 22 Q3 22 Q4 22 Q1 23
Estimates of 

long-term fair 
value2

EURUSD 1.05 1.04 1.03 1.02 1.02 1.171

GBPUSD 1.249 1.24 1.23 1.22 1.22 1.41

EURGBP 0.844 0.840 0.837 0.835 0.835 0.841

EURCHF 1.035 1.014 0.992 0.970 0.965 1.021

USDCHF 0.983 0.975 0.963 0.951 0.946 0.881

USDJPY 130 132 135 135 133 951

EURJPY 137 137 139 137 135 1111

EURSEK 10.39 10.32 10.25 10.17 10.10 9.611

USDSEK 9.87 9.92 9.95 9.97 9.90 8.241

EURNOK 9.90 9.83 9.76 9.74 9.62 9.861

USDNOK 9.40 9.45 9.48 9.55 9.43 8.461

AUDUSD 0.71 0.71 0.72 0.72 0.73 0.791

NZDUSD 0.64 0.64 0.64 0.64 0.64 0.671

USDCAD 1.28 1.28 1.27 1.27 1.25 1.231

Gold (USD/Oz) 1 944 1 900-2 000 1 900-2 000 1 900-2 000 1 900-2 000

Oil (Brent, USD/bl) 101 100 110 120 120

Copper (USD/mt) 10 324 10 500 10 500 11 000 11 500

1 Forecasts/fair value estimates under review

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 (behavioural 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 24 for a more detailed explanation.

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Asia

Current spot Q2 22 Q3 22 Q4 22 Q1 23

USDRMB 6.66 6.71 6.75 6.80 6.85

USDHKD 7.85 7.80 7.80 7.80 7.80

USDIDR 14 497 14 475 14 463 14 450 14 450

USDINR 76.4 76.5 76.8 77.2 77.0

USDKRW 1266 1 2191 1 2161 1 2121 1 2001

USDMYR 4.35 4.171 4.171 4.171 4.141

USDPHP 52.5 52.21 52.61 53.11 53.21

USDSGD 1.38 1.36 1.37 1.37 1.37

USDTWD 29.5 27.91 27.81 27.81 27.61

USDTHB 34.5 33.11 33.31 33.41 33.31

LatAm

Current spot Q2 22 Q3 22 Q4 22 Q1 23

USDMXN 20.3 21.1 21.1 21.2 21.0

USDBRL 5.02 4.97 4.93 4.89 4.81

USDCOP 4052 3 9131 3 9421 3 9911 4 0981

USDCLP 860 7901 7771 7631 7501

USDPEN 3.81 3.721 3.711 3.691 3.681

CEEMEA

Current spot Q2 22 Q3 22 Q4 22 Q1 23

USDRUB 75 128.51 139.01 149.51 160.01

USDTRY 14.8 15.00 15.20 16.20 17.20

USDZAR 15.8 15.8 15.8 15.8 15.8

USDILS 3.39 3.251 3.221 3.201 3.161

EURPLN 4.68 4.801 4.771 4.731 4.701

EURCZK 24.6 24.51 24.61 24.81 24.91

EURHUF 378 3801 3771 3731 3701

FX forecasts – EM

1 Forecasts/fair value estimates under review

Note: Past performance and forecasts are not a reliable indicator of future performance.
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G10FX: Three key charts

Downward global growth revisions and higher real yields 
suggest US dollar strength may broaden out. We have 
highlighted in prior editions that the USD should be seen in a 
global context and tends to trade counter-cyclically. Hence, 
when global liquidity and growth is above trend, the USD 
weakens (like over mid-2020 to mid-2021). However, when 
the reverse holds (like the situation from Q421), the USD has 
natural support. An alternative measure, which uses global 
growth forecast revisions, relative US growth performance 
and US real yields, provides a similar positive USD stance. 

USD sentiment does not signal a peak: Despite the strong 
USD rally in recent months, consensus forecasts remain for a 
relatively sluggish USD going forward. The year-end 
Bloomberg median forecast for EURUSD stands at 1.13 
(vis-à-vis 1.06 at Lombard Odier). The move in consensus 
forecasts has been modest despite the large EURUSD sell-off 
since October 2021 (when we moved to a bearish EURUSD 
stance). Consensus also hasn’t shifted too much since the 
onset of the Ukraine-Russia conflict. This could suggest 
analysts are not placing as much emphasis on the negative 
terms of trade shock the EUR will face given the eurozone’s 
dependence on Russian gas and oil. 

Neither does positioning: Similarly, our gauge for the 
slower-moving US real money sector suggests investor 
positioning has moved from USD underweight to modestly 
overweight. We are still some way from peak USD sentiment, 
which has coincided with a peak in the USD in prior cycles. 
With positioning having scope to re-adjust still, this gives us 
confidence in our positive USD view, so long as the 
fundamentals (global growth, liquidity, etc) continue to 
suggest a stronger USD as a path of least resistance still.

Note: Past performance and forecasts are not a reliable indicator of future performance.
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US real money positioning indicator not yet providing a 
contrarian negative USD signal 

Sources: Bloomberg, Lombard Odier

Less accommodative global monetary settings historically 
consistent with stronger USD

Sources: Bloomberg, Lombard Odier
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FX majors

EUR (euro):  We have downwardly revised our 
EURUSD year-end target to 1.02 dollars per euro 
(from 1.06 previously). 

The pair was confined to a 1.0780-1.1180 range earlier in 
the year, but the euro hit a five-year low against the dollar on 
27 April, as investors sought safety in the dollar, as well as 
pricing in faster US monetary tightening and weaker European 
growth, driven by the war in Ukraine. We see no imminent 
reprieve in the factors weighing on the euro, and see the 
single currency moving further towards parity with the dollar. 

The USD should remain resilient given tightening global 
liquidity and softer global growth forecast revisions. Our 
analysis does not suggest that USD sentiment is near a 
peak yet. Our view remains that the global liquidity and 
global growth outlook remain most important for the 
greenback. A combination of tighter global liquidity, higher 
real yields, and downgrades to global growth should keep the 
USD resilient. At the same time, positioning and sentiment 
do not suggest that a USD peak is imminent (see G10FX: 
Three key charts covering these points). 

For the EUR, we believe that because of the eurozone’s 
heavy dependence on Russian energy, negative terms of 
trade effects will matter more than the European Central 
Bank (ECB) policy outlook per se. We believe the currency 
will need to weaken in order to absorb the negative terms 
of trade shock brought about by the Russia-Ukraine conflict. 
The eurozone’s heavy dependence on Russian oil and gas 
poses downside risks to the balance of payments outlook. We 
assume that the current account, so far the only positive 
contributor to the eurozone balance of payments, will weaken 
as a result. At the same time, while the ECB appears intent on 
normalising monetary policy to contain inflation (even at the 
cost of growth), portfolio inflows are unlikely to provide much 
of an offset. As mentioned in previous FX Monthly editions, 
we do not believe a shift to non-negative deposit rates will 
lead to a big improvement for the EUR. This is because we 
find that large debt capital outflows since 2014 have coincided 
more with the relative yield between German Bunds and 
global peers (US Treasuries, UK gilts). This was also the case 
before 2009, when it was clear that the yield advantage drove 
flows (rather than the level of the deposit rate per se). 

Key events: FOMC meetings (4 May, 15 June, 27 July, 21 
September, 2 November, 14 December), French parliamentary 
elections (12 & 19 June), ECB meetings (9 June, 21 July, 8 
September, 27 October, 15 December), and eurozone core CPI 
figures (29 April, 31 May, 1 July, 29 July, 31 August).

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Current account and equity flow support for EUR more at risk 
than debt flows
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Sources: Bloomberg, Lombard Odier

EURUSD model estimate has declined from 1.05 to 0.98
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CHF (Swiss franc): USDCHF has risen more than we 
had assumed in reaction to sharply higher US 
Treasury yields.  

While USDCHF had remained on either side of the 0.92 level 
since mid-2021, most recently the pair has risen above 0.95 
following the sharp rise in US yields. However, we do not 
believe this breakout will last and expect the pair to 
remain in a range (perhaps a slightly higher range of 0.925 
– 0.9450, but a range nonetheless). The recent move higher in 
USDCHF has led some market participants to compare the 
pair to USDJPY, with the latter having seen an explosive move 
of 12% in recent months (see JPY section for more). However, 
we believe that the Swiss franc is unlikely to follow the 
Japanese yen. In contrast to Japan, Switzerland’s balance of 
payments remains supportive of currency appreciation. The 
country’s trade balance stands at 12% of GDP on an annual 
rolling sum basis, the strongest since at least the early 1990s. 
At the same time, unlike the Japanese yen, which is influenced 
by US yields (likely due to the long history of Japanese investor 
purchases of US Treasuries), the Swiss franc remains much 
more closely tied to real yield differentials for the eurozone. 
The latter signal ongoing downward pressure for the EURCHF 
pair. This should eventually see EURCHF decline below 
parity and, taking into account our downwardly revised 1.02 
EURUSD assumption, translates to 0.95 on EURCHF (versus 
0.97 previously). 

That said, a key risk to our view for the USDCHF remaining in 
a range would be if the Swiss National Bank (SNB) decides to 
defend certain levels (like 1.02 on EURCHF, for example). 
Assuming EURUSD continues to decline, this would imply 
further gains for USDCHF. In recent weeks, the SNB appears 
to have conducted larger amounts of intervention. However, 
we deem these operations as aimed at smoothing the pace of 
CHF appreciation, rather than reversing it. We maintain our 
assumption that the SNB will take a more hands-off 
approach to intervention given its already large balance 
sheet, and with economic fundamentals (real exports and core 
inflation) stronger than prior instances of persistent 
intervention. Key events: SNB meetings (16 June, 22 
September, 15 December).

FX majors

Note: Past performance and forecasts are not a reliable indicator of future performance.
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GBP (pound sterling): We expect sterling to weaken 
against both the US dollar and the Swiss franc, but to 
remain range-bound against an independently 
weaker euro. 

We maintain our weaker sterling view against both the US 
dollar and the Swiss franc. Our updated forecast now stands at 
1.22 for GBPUSD (versus 1.27 previously) and 1.14 for 
GBPCHF (versus 1.17 previously). EURGBP should remain in 
the vicinity of 0.8350.  

With the pace of UK rate normalisation potentially 
slowing, we believe sterling will lose support. Balance of 
payment trends should remain soft once repatriation of 
foreign asset gains is out of the way in April. One of the main 
drivers for sterling outperformance – expectations of Bank of 
England policy normalisation – is in question. Unlike the 
approach taken by the US Federal Reserve, which has 
continued to talk up expectations for larger hikes of 50 bps, 
the Bank of England (BoE) appears to have shifted to a far 
more cautious approach, amid sharp signs of an economic 
slowdown. Interest rates were hiked a further 25 bps in March, 
but the voting pattern showed far less urgency than before, 
with policymakers dialling up concerns on growth, 
notwithstanding high inflation. Markets are pricing in just 
under 150 bps of hikes by year-end, and weaker activity data 
(that validates the BoE’s growth concerns) should weigh on the 
currency. We believe the currency likely held up better in April 
due to special factors (repatriation of income on foreign assets) 
– support we think will likely prove temporary. The UK’s 
balance of payments dynamic also remains troubling and 
should result in a weaker currency. Pure bearish sterling 
sentiment, which is reflected in the short interest of leveraged 
investors, has risen, but is far from providing a contrarian 
positive buying signal for sterling. Accordingly, we believe 
there is scope for sentiment to turn more negative on the 
currency. 

Key events: BoE meetings (5 May, 16 June, 4 August, 15 
September, 3 November, 15 December).

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Real yields no longer providing clear bearish EURGBP signals

*adjusted for inflation expectations and country risk  
Sources: Bloomberg, Lombard Odier

Sterling should be weaker on a balance of payments argument

*investments 
Sources: Bloomberg, Lombard Odier 
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FX majors

JPY (Japanese yen): While we had already pencilled in a 
higher USDJPY, the pair has rallied far more than we 
envisaged. 

USDJPY has increased from 115 to over 125 in a matter of a 
month. The main driver has been the surge in US 10-year 
yields to over 2.70% (for context, consensus year-end 
expectations stood at 2.10% at the time of publication of our 
last Monthly). Given our assumption that the terminal Fed 
funds rate could be approximately 2.75-3.00%, an overshoot 
in US 10-year yields seems quite possible. In prior tightening 
cycles, US yields tended to rise in the early stages of policy 
normalisation, and in 2015 yields peaked 70 bps above the 
terminal rate. 

We raise our USDJPY assumption to 130 with a peak of 
135. Incorporating current market pricing for US-Japanese 
yields and our assumptions for the evolution of central bank 
balance sheets, USDJPY appears “fair” around 124 (an 
overshoot in the US 10-year to 3.5% would see fair value at 
130). Furthermore, we find that USDJPY overshot fair value 
during the 2004-07 Fed tightening cycle by some 10%. This 
suggests that USDJPY in a 130-140 range is quite plausible, 
assuming our macro assumptions remain intact (Fed 
normalisation continues, while BoJ at most widens the yield 
curve target in H2). That said, for now we take a somewhat 
more conservative approach and pencil in a peak of 135 for 
USDJPY. We believe currency intervention to cap USDJPY 
may cause some short-term volatility. However, if intervention 
is not coordinated with a major hawkish BoJ policy shift and/
or foreign governments, it is unlikely to change the USDJPY 
trend. As mentioned in prior monthlies, JPY weakness is being 
driven by stickier slower-moving flows (softer current account 
and foreign direct investment outflows) rather than 
speculative investor behaviour. On the latter, while positive 
USDJPY sentiment has risen, it is not yet extreme. USDJPY 
could eventually decline in 2023 in the event that US 
recession risks and a fast peak in inflation results in the Fed 
turning less hawkish. However, for the months ahead, we 
maintain a negative view on the Japanese yen. 

Key events: BoJ meetings (17 June, 21 July), inflation figures 
(20 May, 24 June), and the lead up to upper house elections 
(June, July).

Note: Past performance and forecasts are not a reliable indicator of future performance.
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USDJPY fair value near 124, but overshoot plausible during Fed 
tightening cycle
based on current forward pricing and CB balance sheet assumptions

Sources: Bloomberg, Lombard Odier
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FX majors

Nordic currencies and commodity bloc

Price action shifted as we moved into Q2, with USD 
strength broadening out from commodity-importers to 
also test the strength of commodity currencies. This 
suggests that some corrections are likely across the board. 

Beyond any correction in the weeks ahead, we maintain a 
preference for CAD while the NZD remains our favoured 
bearish conviction. SEK could outperform in the quarter 
ahead, but we remain cautious further out.

Some correction likely for the commodity bloc, with CAD 
likely to weather the storm best: Over Q1, the immediate 
aftermath of the geopolitical conflict in Russia-Ukraine and 
resultant higher energy prices had us favouring both the 
Canadian and Australian dollars, as key energy exporters. 
Indeed, both currencies notched up strong gains against a US 
dollar that continued to strengthen against low-yielding, 
energy importing currencies like the EUR and JPY. That said, 
there are signs that dollar strength could broaden out as US 
real yields rise and global growth forecasts are downgraded. 
We believe the CAD could hold up better than other 
currencies in this group given its exposure to US growth, 
which is holding up better compared to that of the eurozone or 
China. A tight labour market and elevated inflation could see 
the Bank of Canada hike in 50bp increments, similar to the 
Fed. 

Stay bearish on NZD, and wait to express positive AUD 
view but correction likely first: Given renewed Chinese 
growth concerns on local lockdowns, the Asia-Pacific (APAC) 
commodity currencies (NZD and AUD) could face more 
depreciation relative to CAD, NOK and SEK, given the higher 
exposure to Chinese growth. China, Japan, and the Asia-
Pacific region generally account for more than 75% of exports 
of both countries. Of the two, the NZD remains our most 
bearish conviction. The hiking cycle appears to be well priced 
in to the currency, which is also far more dependent on 
portfolio inflows on account of New Zealand’s current account 
deficit, while the economy is susceptible to Covid-related 
disruptions to tourism. The housing market is also showing 
signs of softening, and in this context, a more aggressive 50bp 
hike in April (vis-à-vis the 25bps expected) actually resulted in 
the currency eventually losing ground. On the other hand, 
while the AUD should face some depreciation pressures on 
weaker Chinese growth, strong external balances, export 
exposure to hard metals and liquefied natural gas (LNG) and 
still conservative investor positioning should provide some 
cushion. However, following a stellar Q1 for the AUD, expect a 
multi-week correction lower first. 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Main export destinations for the Scandies and commodity bloc 
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SEK could receive some near-term support as the central 
bank pivots in a more hawkish direction. However, some 
caution is warranted. The Swedish Riksbank has a notorious 
reputation for miscommunication, often pivoting from 
hawkish to dovish (as was the case in Q1). Most recently, in a 
newspaper interview, the central bank governor conceded that 
a string of hikes was possible this year already (at odds with 
communication in the last meeting that rates would remain 
low through 2022 and 2023). Hence, while the SEK could gain 
as markets re-price, the actual hike – if delivered with 
conservative forward guidance – could disappoint. Moreover, 
the SEK could remain eventually vulnerable to weaker 
eurozone growth revisions and higher US yields, given a 
still-low yield cushion (lowest yield in the ‘high-beta’ or higher 
risk G10 group). Against a more hawkish central bank, the 
housing market would need to be monitored. Any slowing 
could result in the SEK trading negatively as markets price in 
weaker growth amidst monetary policy tightening. On the 
more positive side, the currency is still coming off very cheap 
levels and the economy has robust external balances. 

NOK has solid fundamentals but could trade with a lower 
correlation to oil going forward: The NOK ticks several 
boxes, given its exposure to oil and gas, the economy’s robust 
external balances and a hawkish central bank.  Natural gas 
and crude oil together account for close to 55% of Norway’s 
total exports. However, after the Norges Bank shifted from 
being a net seller of foreign currency to a net buyer in April 
(because of changes in the budget planning), we believe NOK 
could trade with a lower sensitivity to energy prices than was 
the case in prior months. 

Key events: BOC meetings (1 June, 13 July), RBA meetings (3 
May, 7 June, 5 July), RBNZ meetings (25 May, 13 July), Norges 
Bank meetings (5 May, 23 June, 18 August), Riksbank 
meetings (26 April, 30 June, 20 September, 24 November).

FX majors

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Commodity corner

Gold pulled in different directions

· The war in Ukraine and an environment of persistently 
high inflation is buoying gold prices, while the prospect 
of rapid US monetary policy tightening is acting as a 
drag

· We thus forecast prices to remain volatile, and to trade 
between USD1900-2000/oz in the short term

Gold remains subject to conflicting forces: sustained 
geopolitical risks and inflation fears are acting to inflate 
prices, while rising real rates and a hawkish Federal Reserve 
are dragging them down. Inflows into gold exchange-traded 
products hit an all-time high in March, and at the time of 
writing on 19 April, the yellow metal was trading at around 
USD1977/oz, 4% higher than its pre-Ukraine invasion level, 
but 3% lower than brief all-time highs reached on 27 
February. 

Before Russia’s invasion of Ukraine, we were of the view that 
dynamics in real rates would eventually weigh on gold prices. 
Today, however, real rates are no longer the prime driver of 
prices (see chart). We see commodity prices stabilising at new, 
higher levels across the board, in light of a geopolitical risk 
premium that is unlikely to fade any time soon (see chart). 
Persistent uncertainties could prevent a clear price trend from 
materialising. We thus forecast gold prices to remain volatile, 
and to trade between USD1900-2000/oz in the short term, 
with much depending on developments in Ukraine.

From an investment positioning perspective, we take a neutral 
stance on gold. Rather than favouring an outright tactical 
investment exposure, we have favoured holding a basket of 
diversified commodities across our client portfolios since 
end-February. This positioning includes not only gold but also 
oil, other precious metals and a range of industrial metals, the 
latter a sub-sector that we favour as an inflation hedge, and as 
key beneficiaries of planned infrastructure and energy 
independence/transition projects.    

Main risks to our scenario: Rising stagflation/recessionary 
fears, escalation in Ukraine conflict on the upside; more rapid 
Fed tightening on downside.

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Geopolitical risk premium here to stay
Gold price in USD/oz versus fundamental model

Sources: Datastream, Bloomberg, Lombard Odier calculations

Real rates no longer the only driver
Gold in USD/oz, US real rates in %, inverted

Sources: Datastream, Bloomberg, Lombard Odier calculations
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Commodity corner

Oil price spike could loom in Q4

· For now, strategic oil reserve releases are containing 
prices, though supply-demand dynamics in oil markets 
remain tight

· From Q4, we believe prices could spike higher, above 
USD120/bbl for Brent crude

Low inventories and a significant geopolitical premium are 
keeping oil prices high, as they are across many commodity 
sub-sectors. Supply-demand dynamics in oil markets remain 
tight. The Organization of the Petroleum Exporting Countries 
plus key non-members (OPEC+) accelerated production 
marginally at the start of April, but has little scope to do more. 
Outages in Libya have curbed output, and while the breakeven 
price for new US wells is significantly below current prices, 
supply chain bottlenecks and labour shortages could thwart 
efforts to raise production quickly. 

From May to November, strategic reserve releases by the US 
and International Energy Agency (IEA) should help boost 
supply and thus stabilise the market. Demand, too, could 
weaken, as global growth slows, and Chinese mobility is hurt 
by Covid lockdowns. We expect oil prices to continue trading 
above USD 100/bbl in the coming months, with large moves 
depending mainly on Ukraine-Russia headlines. Oil remains 
an efficient hedge against political risk: one driver behind our 
overweight exposure to a broad commodity basket within 
client portfolios. Current conditions of ‘backwardation’ – 
where spot oil prices are above future prices (see chart) – also 
mean oil investors can earn attractive returns when rolling 
over contracts.

In the medium term, we believe oil markets will return to 
deficit, when the impact of the strategic releases fades away 
and even reverses later this year. At this point, it will become 
crucial to source new supply, we expect principally from Iran 
(see chart). For now, we express the upside risk in prices for the 
last quarter of the year in our new forecasts, with an 
expectation of Brent crude climbing again to USD120/bbl in 
Q4, and likely remaining around that level in Q1 2023.

Main risks to our scenario: Ukraine conflict escalates, with 
new sanctions/Russian retaliatory measures affecting oil 
supply; US shale industry not adding production capacities; 
deal with Iran fails to materialise.Iran fails to materialise.

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Brent crude futures curve in backwardation
Price (y axis) versus contract expiry dates for next 35 months
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EMFX: Three key charts

Having turned neutral EMFX in January, we believe 
caution is now warranted for USD based investors, but we 
are relatively sanguine for EUR based investors.  EMFX 
has delivered a spot return (ex-carry) of 7% versus the 
EUR. In Q1, rising commodity prices helped LatAm, which 
managed to offset underperformance seen in CEEMEA at an 
aggregate level. Overall performance could face more 
volatility as the USD rally broadens out from energy importers 
to exporters. 

Real yield cushion to improve for GBIEMFX, but by less 
than thought earlier: Looking at the relevant forwards on 
local bond yields and consensus inflation projections, we 
believe GBIEM weighted real yields are set to improve in the 
coming quarters. However, there has been a significant 
downward revision compared to before the Russia-Ukraine 
conflict, given a likely delay in the inflation peak. 

This month we downgrade both the RMB and CLP by one 
notch to modest performer, and the Hungarian forint by one 
notch to the underperformer category. USDRMB is likely to 
now settle in a higher 6.70 – 6.90 range given our revised 
forecast on EURUSD for 1.02 (vs. 1.06 prior). See the table for 
our updated EMFX preferences. 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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EMFX has performed well for a EUR based investor
GBIEMFX index divided by EURUSD from 2007 onwards

EMFX relative ranking

Sources: Bloomberg, Lombard Odier  
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Asia FX

· We now pencil in a higher 6.70 – 6.90 range for USDRMB 
but will consider further downgrading the RMB in the 
event that supply chain disruptions associated with 
Chinese lockdowns weaken goods exports 

· After its relative stability among EM currency regions 
over 2021, Asia FX, especially the commodity importers 
with low yields (TWD and KRW), have underperformed 

· In contrast, ASEAN country FX may hold up better, with 
the SGD, IDR and MYR some of our preferred currencies

Unusually stable RMB gives way to volatility. We pencil in 
a higher 6.70 – 6.90 range for USDRMB. Further rises will 
be contingent on extended lockdowns negatively 
impacting exports. 

The US dollar has gained against several currencies since the 
start of the year, yet the Chinese renminbi had been the 
bastion of stability, softening just 0.40% against the USD until 
mid-April. However, that changed very recently and over the 
latter half of April the RMB has seen a significant decline of 
2.90%. The trigger, in our view, has been a series of negative 
developments (disappointment with degree of 
macroeconomic policy support as well as renewed lockdowns) 
coming at a time when onshore trading volumes are 
unusually low (allowing non-resident USDRMB buyers to 
dominate over typical onshore USDRMB sellers). However, 
the risks to our H1 neutral RMB view had been rising given 
large changes seen since March. These include the strong 
depreciation of the Japanese yen, since the JPY forms a 
sizeable 10% chunk of China’s Foreign Exchange Trade 
System (CFETS) trade-weighted basket.

This situation created pressures for a recalibration lower in the 
RMB and we believe a 6.70 – 6.90 range is sensible on a 
three-month view. We would become more concerned if there 
are concrete signs of a large weakness in goods exports the 
longer the Chinese lockdowns extend. But for now, we do not 
believe this is the start of a large RMB devaluation similar to 
that observed in 2015-16 and RMB could still hold up well 
against other EM currencies (such as KRW). It is worth 
emphasising that compared to 2015, we have very different 
situations for inflation (in 2015, China’s Producer Price Index 
stood at -10% YoY versus nearly +10% YoY at present) as well 
as goods exports (in 2015, export growth was between -5-15% 
YoY versus +15% YoY currently). Additionally, setting higher 
USDRMB fixings at a time when Chinese asset markets (both 
equity and property) are stressed could lead to disorderly 
capital outflows from citizens akin to 2015-16 (something 
authorities presumably want to avoid in a year where they 
remain focussed on political and macroeconomic stability). 
Having said that, policymakers appear to be tolerant of orderly 
moves higher in USDRMB. We believe this warrants a higher 
6.70 – 6.90 range for USDRMB. However, we will be 
monitoring the lockdowns and potential impact on exports for 
further downgrading our RMB view. 

North Asian currencies have underperformed, with 
downside RMB risk likely to add further headwinds

The South Korean won and the Taiwanese dollar, both solid 
performers over 2021, have underperformed so far in 2022, 
clocking losses of 3% to 5% against the US dollar until 
mid-April, effectively mirroring the decline seen in the euro. 
That said, further weakness in the RMB and the JPY could 
keep North Asia FX on the back foot. 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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Of the two, we would expect the Taiwanese dollar (TWD) to 
hold up better. The currency has almost always remained on 
our list of EMFX structural “outperformers” given the 
economy’s formidable external balances. Taiwan’s net 
international investment position is more than twice the 
country’s nominal GDP and FX reserves are large (external 
debt and import cover stand at 3X and 16X respectively). 
Taiwan’s growth outperformance has been spectacular since 
the start of the pandemic, with the economy set to deliver 
another 3%-plus growth year in 2022 despite the external 
challenges. This has led to the central bank tightening policy, 
and we expect this to continue for the remainder of the year. 
That said, rates remain relatively low and will continue to 
provide an attractive funding base for carry trades elsewhere. 
On the more negative side, outflows from Taiwan’s equity 
market have been rather substantial and this matters as 
foreign investors form a large chunk (circa 40%) of the 
investor base.  We assume that Taiwan’s steady geopolitical 
decoupling from China and Russia could trigger a structural 
shift in these two countries’ financial exposure to the market, 
adding risk to flows. However, barring more elevated levels for 
USDTWD on a broadly stronger US dollar, we continue to 
believe that appreciation remains the likeliest long-term path 
for the currency. We therefore hold on to a relatively positive 
view but would consider downgrading the currency if we saw 
risks to semi-conductor production (on lockdowns) or 
reductions in USDTWD selling by Taiwanese life insurance 
companies. As ever, tensions with China will need close 
monitoring. 

Asia FX

On the other hand, the Korean won could be more prone to 
some further weakness and we had downgraded the currency 
by a notch to our list of EMFX “modest performers” earlier 
this year. KRW underperformance has been driven by the 
weakening in the trade balance for industrial commodities as 
well as by a strong pace of outflows by non-resident investors 
on their South Korean equity holdings. The trade balance had 
already been weakening prior to the start of the Russia-
Ukraine conflict, and further deterioration is likely given the 
countries dependence on fossil fuels. We assume this drag 
dominates over the months ahead, but would expect the 
export side of the equation, which remains geared to shipping, 
to ultimately benefit and provide an offset. Pretty strong 
historic correlation to the Japanese yen is also another 
headwind, and further JPY depreciation could drag USDKRW 
somewhat higher. However, a potential offset could come 
from repatriation of foreign asset holdings. We note that South 
Korea has been seeing close to 5% GDP in annual outflows on 
net equity portfolio investments since the start of the 
pandemic. We assume that this trend is likely to moderate 
somewhat, as the recent volatility in foreign equity markets 
begins to dampen retail investors’ enthusiasm. Finally, the 
KRW’s current valuation looks too cheap versus the country’s 
macroeconomic fundamentals and the Bank of Korea (BoK) 
will remain the most hawkish central bank in Asia. We assume 
rate hikes continue, due to strong pressure from the electorate 
to counter the recent real estate price rises and above-target 
inflation. The incoming conservative administration under 
President-elect Yoon could well favour even more hawkish 
policies on both fiscal and monetary fronts. As ever, risk of 
North Korean provocations present periodic bouts of headline 
risk. 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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On the other hand, we favour the SGD (Singapore dollar) and 
the IDR (Indonesian rupiah). 

The SGD remains on our list of EMFX “outperformers” 
and we expect appreciation in light of the Monetary Authority 
of Singapore (MAS)’s decision to re-centre the mid-point of its 
target band for SGD’s nominal effective exchange rate (NEER) 
at a higher level and steepen its future path at around 2% per 
annum. This represents the MAS’s third tightening act since 
the start of the pandemic and crystallises the return of the 
central bank’s long-term guidance for SGD NEER 
appreciation. The highest domestic inflation since 2013 
(above 4% in the February release) will support the MAS’s 
hawkishness for the foreseeable future. The new SGD NEER 
path implies at least 2+% appreciation versus the USD in the 
next twelve months, and we believe there will be further 
upside. Domestic growth remains strong due to the significant 
rebound in the surrounding countries, as well as Singapore’s 
sensitivity to global commodity trade.

Meanwhile, the IDR has been impressively stable in recent 
quarters despite the tightening in global financial conditions 
and large outflows from the domestic bond market. Indeed, 
unlike prior episodes of tightening in US financial conditions 
(2013 taper tantrum, 2015 and 2018 Fed rate hikes), the 
country’s balance of payments is in a much better place. 
Indonesia’s basic balance (current account plus net foreign 
direct investment) has turned positive (in prior US tightening 
regimes, Indonesia ran a deficit). We now expect Indonesia’s 
current account deficit to be just around 1% of GDP in 2022, 
thanks to significant improvements in terms of trade related to 
commodity prices. In terms of capital inflows, Indonesia’s own 
tech IPOs have reinvigorated foreign investors’ interest, and 
portfolio inflows could remain steady as more companies 
consider tapping the local market. Real rates remain 
supportive. We expect Bank Indonesia (BI) to start its rate hike 
cycle in Q2 2022. It has sent a clear hawkish signal by 
announcing a total increase of 300 basis points in commercial 
banks’ reserve requirement ratios (in three stages) in 2022. 
While domestic inflation is well anchored, the central bank 
will try to pre-empt any FX market volatility by aligning its 
policy moves with the US Fed’s, while making efficient use of 
macroprudential measures (by providing adequate FX 
liquidity as and when needed). We are currently pencilling in 
75 bps of rate hikes in the remaining months of 2022.

Elsewhere in Asia, we are constructive on the MYR (Malaysian 
ringgit) and neutral on the THB (Thai baht). 

Asia FX

USDMYR has so far continued to trade in the 4.17 to 4.20 
range in 2022 and we would expect the pair to hold up 
relatively well against a broadly strong dollar. The Malaysian 
ringgit remains in our “modest performer” category. The 
boom in global goods and industrial commodity trades will 
boost the country’s exports, and local Covid-19 outbreaks 
have been controlled with better vaccination efforts. 
Malaysia’s 2022 growth rate will be at a high-single-digit level 
due to its belated reopening process and improving terms of 
trade. Bank Negara Malaysia (BNM) has begun to signal the 
end of its easing cycle, and we now expect it to raise domestic 
rates by 75 bps before the end of 2022. Furthermore, we no 
longer believe that a snap election will be a volatility trigger 
even if it takes place this year. This is because the opposition 
Pakatan Harapan’s struggles raise the likelihood of the current 
ruling United Malaysia National Organization (UMNO) 
gaining seat count in the country’s lower house.

With increasing signs that much of the bad news is in the 
price, we upgraded the THB to the “cautious” EMFX 
category earlier this year. A delay in the full recovery of 
tourism to 2023 appears to be the consensus view at this 
point, and the country has begun to take incremental steps to 
prepare the industry for re-opening. That said, the THB still 
has to overcome a few more hurdles before appreciating 
outright against other currencies. Thailand’s annual current 
account deficit, while increasingly old news, could get worse if 
energy commodity prices do not stabilise in the remainder of 
the year. The Bank of Thailand (BoT) will start its rate hikes in 
the second half of 2022 to counter surging consumer price 
inflation, but the remaining fragility in the economy will make 
the BoT’s rate hike cycle a distinctly shallow one in 
comparison to the US Fed’s.

Elsewhere, we have been bearish on both the INR (Indian 
rupee) and PHP (Philippine peso), with both currencies in 
our group of EMFX “underperformers”. That said, we 
believe both these currencies could hold up a bit better in the 
near term should Chinese growth concerns rein in the scale of 
current account deterioration. 

USDINR should remain under upward pressure, but spot 
prices could well be contained below current forwards on a 
three month view, in the event that energy prices see some 
stability. That said, medium term we stay cautious. The recent 
upward pressures in industrial commodity prices create risks 
for India, given the country’s chronic energy deficit. The US 
Fed’s rapid rate hikes could make India more vulnerable as the 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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country was one of the main destinations for global capital in 
2021. We believe inflation will test the upper bound (6%) of 
the Reserve Bank of India (RBI)’s tolerance band. The RBI 
appears to be signalling the start of a hiking cycle in H2 2022, 
following the recent move of narrowing the interest rate 
corridor. This will likely put further pressure on the local 
equity market and outflows have been seen since the war 
began in Ukraine. More medium term, the end of the debt 
moratorium could affect the non-performing asset ratios of 
the banking sector and weigh on investor sentiment in the 
medium term. On the more positive side, the ruling coalition’s 
victories in key state assembly elections in early March and 
India’s unique flexibility as a Quad member open to energy 
trade with Russia, could offset some of the negative 
developments in the months ahead. India is unlikely to join 
multilateral sanctions against Russia due to its independent 
streak in foreign policy. That said, we still think the US and its 
allies will be able to apply pressure on the country, as India is a 
crucial element in the US Indo-Pacific strategy.

Asia FX

Similarly, while USDPHP could stabilise relative to other 
USD-Asia pairs, our structurally negative stance on the 
Philippine peso remains in place. The country has not been 
able to stabilise its Covid epidemic curve completely, and the 
government is still facing significant logistical challenges in 
the nationwide deployment of vaccines. The Philippines’ low 
standing in Asia’s vaccination rankings clearly illustrates this 
fundamental difficulty. The country’s external balance has 
deteriorated sharply on rising commodity import prices, the 
resumption of domestic economic activities, and government 
spending that will push the budget deficit to 7-8% of GDP. 
While the Bangko Sentral ng Pilipinas (BSP) will start its rate 
hike cycle in H2 2022, real rates will likely remain negative in 
much of the year. The widely predicted victory for the Marcos-
Duterte pair in the May presidential election would not be a 
major market event, as they have been front-runners for some 
time.

Note: Past performance and forecasts are not a reliable indicator of future performance.
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LatAm FX

· In January, we upgraded the PEN, CLP, and BRL while 
downgrading both the COP and MXN 

· We maintain this preference, however, risks are for 
periodic sell-offs in the CLP over the months of May and 
June as we head into the 4 July deadline for the 
constitutional proposal

· BRL has already achieved our 4.80 year-end 
assumption. While we see some range-trading short 
term, we expect the BRL to continue to outperform peers 
closer to July

BRL (Brazilian real): After a blistering rally, BRL has 
already bypassed our year-end 4.80 target. 

The real has gained 20% year-to-date, and 15% since we 
upgraded our BRL view back in January. From here, we believe 
the currency is likely to hold in better than other EM 
currencies. Accordingly, it makes sense to have some exposure 
considering the large 12% carry provided by currency 
forwards. This is because it would take a fairly large USDBRL 
rally to beat the forwards, and we believe that local political 
developments will not provide a catalyst until closer to July. 
Unlike peers (e.g. MXN, CLP and PEN), the currency’s 
terms of trade have been very well supported as Brazil 
remains a net exporter of energy as well as agricultural 
products, both of which remain under upward pressure on 
account of supply constraints owing to the Ukraine-Russia 
geopolitical situation. This has supported the currency as 
the trade balance cushion improves. It has also contributed 
to better fiscal metrics (the country’s primary balance is 
better than pre-Covid levels). This, in turn, has seen our fair 
value model estimate for end-2022 move down to 5.00 (from 
5.60 previously). For mid-2022, the model suggests 4.75 as 
fair but undershoots cannot be ruled out considering we 
are coming from a period when USDBRL has been 
overvalued for quite some time. As ever, political risks will 
need to be monitored ahead of the October elections in Brazil. 
Markets will likely re-focus on this event risk closer to July 
when election campaigning and TV debates commence. 

Main risks to our view: A refocus by markets on the October 
election could curb the BRL rally, but this is unlikely until 
after July when pre-election campaigning will begin.

MXN (Mexican peso): We maintain our cautious 
stance towards the MXN, and expect the currency to 
underperform the BRL. 

This view has been a major shift from 2020 and 2021, when 
we favoured the MXN. However, it is one that is borne out by a 
shift in the trend of relative real yields (following a multi-year 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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downtrend) and also relative terms of trade. Mexico’s fiscal 
accounts benefit from higher energy prices, however the 
currency does not receive a direct benefit via terms of trade. 
Mexico is a net energy importer, and the energy trade deficit is 
likely to widen at a time when the trade balance (excluding oil) 
is already deteriorating. This will make the currency more 
dependent on volatile capital inflows which could suffer 
should the drastic overshoot in US yields continue. 
Furthermore, we see MXN as slightly expensive (unlike peers 
such as the BRL, CLP and PEN). On the more positive side, 
Mexico has been reliably conservative on both monetary and 
fiscal policy and has the advantage (like CAD in G10FX) of 
having exposure to the US economy (which is currently 
holding up better than Europe or China). Overall, we believe 
USDMXN should remain in a 19.50 – 21.50 range. 

Main risks to our view: The main upside risks to USDMXN 
relate to political event risks: six governor elections (June) and 
a likely discussion of constitutional reforms in Congress (H2). 
A further sharp re-pricing in US 10-year yields, a dovish shift 
from the central bank or any larger downward revisions to US 
growth would hurt the MXN. 

Still prefer the CLP (Chilean peso) and PEN 
(Peruvian sol) to COP (Colombian peso):

CLP downgraded to “modest performer” as periodic 
sell-offs possible over May and June. 

We upgraded the CLP in January. Our analysis showed that it 
was still rather undervalued and a big driver for that 
undervaluation (political uncertainty and less hawkish central 
bank) had reversed. Credible appointments to the areas of 
economic policy helped, as did the shift to a hawkish stance 
from the central bank. These assumptions remain valid, 
however, they could be questioned over May and June. 
Headline risks related to the delivery of the new 
constitutional proposal (4 July deadline) could become 
more apparent over May and June. Some radical proposals 
may be debated, including increasing the role of the state, 
ending private pension funds, weakening property rights 
proposals and also diluting the autonomy of the central bank. 
This could lead to periodic sell-offs in the currency. Moreover, 
the constitutional proposal would need to be approved by 
citizens in a referendum, which the population is increasingly 
opposing (as per surveys). Hence, an increase in protests, and 
further headline noise is possible even into Q3. Accordingly, 
periodic sell-offs cannot be ruled out over the summer. 
That said, assuming that monetary policy remains credible in 
containing inflation, we still believe the bigger prospect is 
for CLP appreciation on a one-year view. 

LatAm FX

PEN a lower volatility candidate amid souring 
risk-sentiment: 

Amid sharply rising US real yields and resurfacing global 
growth concerns, the sol is likely to be a lower volatility 
candidate given its limited dependence on portfolio 
investment (versus peers) and a central bank that actively 
manages the currency to keep it stable. We decided to upgrade 
the PEN to “modest performer” in January given very cheap 
valuations, reduced political uncertainty, and the central bank 
having turned more responsive to inflation concerns. Like the 
CLP, the PEN also appears cheap on a long-term basis and has 
relatively low government debt. A moderation of tone from the 
government allowed the currency to recover after Q4 21. 
Local dollarisation trends would need to be monitored. 

COP has poor fundamentals and event risk, but with 
offsets provided by higher energy prices. Despite 
significant political event risks with elections over H1 22, the 
COP has managed to perform well, clocking up gains of 8% 
against the USD year-to-date (second only to BRL with a 20% 
gain). The main support has come from higher energy prices, 
which have seen the country’s terms of trade improve the most 
in the LatAm currencies we cover. While this could persist for 
somewhat longer and keep the COP better supported, 
valuation remains expensive and the currency faces both poor 
external as well as fiscal balances (which is why we kept COP 
in our group of EMFX underperformers in January). Events to 
monitor include the first round of the presidential election 
(May 2022), and the potential second round (June 2022). 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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· Current concerns over weaker growth in China are 
likely to weigh more on the ZAR and the HUF in the 
weeks ahead 

· We downgrade HUF to EMFX underperformer status, 
following the country’s recent rift with the EU, which 
could place EU fund inflows at risk. HUF should 
underperform the PLN 

· In contrast, the higher-yielding RUB as well as TRY are 
holding in comparatively better. We are relatively 
neutral on the ILS as pressure on US tech firms could 
offset usual positive drivers from the balance of 
payments

The recent rise in concerns over growth in China will 
likely keep most CEEMEA currencies under pressure, but 
especially the ZAR and the HUF in the weeks ahead. 

The South African rand remains in our “cautious” EMFX 
category and will not be immune to risk aversion centred on 
concerns over growth in China. Over Q1, the rand performed 
extremely well, gaining 9% against the US dollar. USDZAR 
declined from 16.00 down to 14.50. However, moves have 
rapidly reversed in recent weeks with the cross now back 
above 15.50, close to our mid-year assumption for the pair. 
Over the next few weeks, we would expect further gains in 
USDZAR and it is likely to exceed our year-end assumption of 
15.80. After reaching peak bullish sentiment, there has been 
an adjustment over April. Commodity Futures Trading 
Commission (CFTC) net long positions reached the 98th 
percentile at the end of March, and have recently declined to 
the 85th percentile.  However, we believe weakness is likely to 
remain contained and a number of positives also remain in 
place. Similar to the case of Brazil, South Africa has seen a 
significant improvement in terms of trade, which have fed 
through to improved fiscal as well as current account balance 
estimates in recent months. The central bank (SARB) now 
forecasts the current account surplus at 3.0% GDP for 2022 
(versus 3.7% GDP in 2021). This should keep USDZAR 
volatility in check and the pair under the 16.00 level. 

Similarly, the Hungarian forint remains the most vulnerable 
currency among the CE3 (comprising Poland, Hungary and 
the Czech Republic) given a challenging situation for the 
external accounts. The current account deficit is on track to 
widen further to nearly 4% of GDP. The EU’s decision earlier 
in April to trigger the rule-of-law conditionality mechanism 
places further EU fund payments, a key source of inflows, at 
risk. Accordingly, we downgrade the forint by one notch to 
“EMFX underperformer” this month. 

CEEMEA FX

Note: Past performance and forecasts are not a reliable indicator of future performance.
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On the other hand, following a challenging Q1, both the 
Turkish lira and the Russian rouble are showing more 
stability. 

TRY (Turkish lira): 

After rising some 18% since the beginning of the year to the 
15.00 mark, since mid-March the USDTRY pair has been 
trading in a 14.50 – 15.00 range. The recent stabilisation in 
crude oil prices appears to be the main factor providing some 
relief to the Turkish lira. To the extent that concerns over 
weaker Chinese (and global) growth help keep energy prices in 
check, the lira could remain range bound, with spot prices 
likely to remain below three-month forward prices of 15.75 at 
least over Q2. That said, further out we remain cautious on the 
lira and maintain the currency in our list of EMFX 
underperformers. With inflation running over 60% year-on-
year (YoY), real yields remain deeply negative. Moreover, 
underlying external balances have continued to worsen, with 
the current account deficit having widened to 6.5% GDP on a 
three month, annualised basis. Still-elevated energy prices, as 
well as a high pace of credit growth, should keep the import 
bill elevated. With Turkey usually receiving a substantial 
portion of tourists each summer from both Russia and 
Ukraine, the support the current account receives from the 
tourism balance (which usually rises from June to September) 
should be lower in 2022 compared to prior years. Furthermore 
the country’s “FX protected deposit scheme”, which should 
contain local dollarisation, initially worked but now appears to 
have lost momentum and in recent weeks dollarisation has 
picked up. We expect USDTRY to maintain a 14.50 – 15.00 
range over Q2 but would expect the rise in the pair to 
resume over Q3 and beyond with USDTRY likely to end 
2022 in a 16.50 – 17.00 range.

RUB (Russian rouble): 

After initially surging to 140 in mid-March, the USDRUB 
one-month non-deliverable forward declined sharply and is 
now around 80. The recovery is likely due to the imposition of 
capital controls domestically: exporters have been ordered to 
convert their foreign currency to rouble while citizens have 
been banned from exchanging their rouble for foreign 
currencies. Coupled with a still sizeable flow of foreign 
exchange revenues (as natural gas is still being exported to the 
eurozone), the currency has recovered. That said, in the event 
that eurozone countries reduce their reliance on natural 
gas, risks for the RUB will increase once again. Hence we 
would view the recent RUB recovery as being short-lived. 
Accordingly, we maintain the RUB on our list of EMFX 
underperformers (after having already downgraded it to 
cautious in January). In reality, the rouble can no longer be 

CEEMEA FX

compared to other EM currencies given that it is no longer 
as freely tradable as the currencies of other countries (in 
deliverable or non-deliverable format). There is a lack of 
precedent for such a large economy that was previously 
integrated into global financial markets being suddenly cut 
off. Nevertheless, for reference, currencies of harshly 
sanctioned countries that lost access to their foreign exchange 
reserves and were cut off from the rest of the world (like Iran) 
have seen their nominal value more than halve. 

Neutral on both the PLN and ILS

ILS (Israeli shekel): 

Having been constructive on the shekel for much of 2020-21, 
we downgraded the ILS by one notch in January to ‘modest 
performer’ given its extreme sensitivity to the path of US 
yields and the NASDAQ. USDILS has now carved out a new 
3.20 – 3.30 range. On the one hand, macroeconomic 
fundamentals are strong, with a solid balance of payments 
profile, promising growth, as well as the Bank of Israel giving 
up its dovish bias by beginning to hike interest rates recently. 
On the other hand, local institutional investors with large 
exposure to global equities (especially US equities) tend to 
hedge their currency exposures. These amounts can be large 
and can influence the exchange rate. With equities having 
faced volatility since the start of 2022, these local institutional 
investors have purchased close to USD 7bn which has 
supported USDILS. Overall, we would expect a 3.20 – 3.30 
range going forward, with the lower level consistent with a 
relief rally in equities, and the latter coinciding with declines 
in equities. A strong decline in equities, however, would tip the 
scales and see USDILS move to a higher range with the 3.30 
mark serving as support. 

PLN (Polish zloty): 

We chose to downgrade the PLN back to “cautious” back in 
March. All Central Eastern European currencies will be 
vulnerable given the geopolitical crisis, but the PLN (along 
with the HUF mentioned) are highly sensitive to the euro, 
dependent on gas imports from Russia, and are close to the 
conflict zone. Both also suffer from weaker external balances 
recently as well as low real yields. That said, we believe the 
PLN will hold up better than the HUF for a number of reasons. 
These include somewhat better external balances, a more 
hawkish turn from the central bank but also steps taken to 
support the currency, including converting EU fund inflows 
into PLN in the open market (these could amount to EUR 25 
bn over 2022). Furthermore, and unlike Hungary, Poland’s 
receipts of future EU funds are not at risk. 

Note: Past performance and forecasts are not a reliable indicator of future performance.
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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 buy signal

COMBINED OUTPUT – LO FX long-term fair value estimates

Inputs

· Terms of trade

· Investment as % 
of GDP

· Current account

· Capital flows

· Rate differentials

· Inflation 
differentials

· Price elasticity of trade

· Output gap

BEER
Behavioural equilibrium exchange  
rate model

FEER
Fundamental equilibrium exchange  

rate model
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Note: Past performance and forecasts are not a reliable indicator of future performance.
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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

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

RMB
Chinese Renminbi

RT
Real time

RUB
Russian Rouble

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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SWITZERLAND

GENEVA
Bank Lombard Odier & Co Ltd1

Rue de la Corraterie 11 · 1204 Genève · Suisse
geneva@lombardodier.com
Lombard Odier Asset Management (Switzerland) 
SA
Avenue des Morgines 6 · 1213 Petit-Lancy · Suisse
Support-Client-LOIM@lombardodier.com
Management Company regulated by the FINMA.

FRIBOURG
Banque Lombard Odier & Cie SA · Bureau de 
Fribourg1

Rue de la Banque 3 · 1700 Fribourg · Suisse
fribourg@lombardodier.com

LAUSANNE
Bank Lombard Odier & Co Ltd1

Place St-François 11 · 1003 Lausanne · Suisse
lausanne@lombardodier.com

VEVEY
Banque Lombard Odier & Cie SA · Agence de 
Vevey1

Rue Jean-Jacques Rousseau 5 · 1800 Vevey · Suisse
vevey@lombardodier.com

ZURICH
Bank Lombard Odier & Co Ltd1

Utoschloss · Utoquai 29-31 · 8008 Zürich · Schweiz
zurich@lombardodier.com

EUROPE

BRUSSELS
Lombard Odier (Europe) S.A. Luxembourg · 
Belgium branch2

Avenue Louise 81 · Box 12 · 1050 Brussels · Belgium
brussels@lombardodier.com
Credit institution supervised in Belgium by the National 
Bank of Belgium (NBB) and the Financial Services and 
Markets Authority (FSMA).

LONDON
Lombard Odier (Europe) S.A.· UK Branch2

Queensberry House · 3 Old Burlington Street · London 
W1S 3AB · United Kingdom ·  
london@lombardodier.com
The Bank is authorised in the UK by the Prudential 
Regulation Authority (‘PRA’). Subject to regulation by the 
Financial Conduct Authority (‘FCA’) and limited 
regulation by the Prudential Regulation Authority. 
Financial Services Firm Reference Number 597896. 
Details about the extent of our authorisation and 
regulation by the Prudential Regulation Authority and 
regulation by the Financial Conduct Authority are 
available from us on request.
Lombard Odier Asset Management (Europe) 
Limited
Queensberry House · 3 Old Burlington Street · London 
W1S 3AB · United Kingdom ·  
london@lombardodier.com
Investment firm authorised and regulated by the Financial 
Conduct Authority (FCA register No.515393).

LUXEMBOURG
Lombard Odier (Europe) S.A.
291, route d’Arlon · 1150 · Luxembourg · Luxembourg
luxembourg@lombardodier.com
Credit institution authorised and regulated by the 
Commission de Surveillance du Secteur Financier (CSSF) in 
Luxembourg.
Lombard Odier Funds (Europe) S.A.
291, route d’Arlon · 1150 · Luxembourg · Luxembourg
luxembourg@lombardodier.com

1 Private bank and securities firm authorised and 
regulated by the Swiss Financial Market Supervisory 
Authority (FINMA).

2 Branch of Lombard Odier (Europe) S.A., a credit 
institution based in Luxembourg, authorised and 
regulated by the Commission de Surveillance du Secteur 
Financier (CSSF) in Luxembourg.

MADRID
Lombard Odier (Europe) S.A. · Sucursal en España2

Paseo de la Castellana 66 · 4a Pl. · 28046 Madrid · 
España · madrid@lombardodier.com
Credit institution supervised in Spain, by the Banco de 
España and the Comisión Nacional del Mercado de Valores 
(CNMV).
Lombard Odier Gestión (España) S.G.I.I.C, S.A.U.
Paseo de la Castellana 66, 4a Pl. · 28046 Madrid · 
España · madrid@lombardodier.com
Management Company supervised by the Comisión Nacional 
del Mercado de Valores (CNMV).

MILAN
Lombard Odier (Europe) S.A. · Succursale in Italia2

Via Santa Margherita 6 · 20121 Milano · Italia
milano-cp@lombardodier.com
Credit institution supervised in Italy by the Commissione 
Nazionale per le Società e la Borsa (CONSOB) and la Banca 
d’Italia.

PARIS
Lombard Odier (Europe) S.A. · Succursale en 
France2

8, rue Royale · 75008 Paris · France. RCS PARIS B 
803 905 157 · paris@lombardodier.com
Credit institution supervised in France by the Autorité de 
contrôle prudentiel et de résolution (ACPR) and by the 
Autorité des Marchés Financiers (AMF) in respect of its 
investment services activities. Business permit No.23/12. 
Registered in Luxembourg - No.B169 907. 
Insurance intermediary authorised by the Commissariat aux 
Assurances (CAA) No.2014 CM002. The registration with 
the CAA can be verified at www.orias.fr.

AFRICA | AMERICAS | MIDDLE EAST

ABU-DHABI
Bank Lombard Odier & Co Ltd · Abu Dhabi Global 
Market Branch
Al Maryah Island · Abu Dhabi Global Market Square · 
Al Khatem Tower · 8th floor · P.O. Box 764646 ·  
Abu Dhabi · UAE · abudhabi@lombardodier.com
Arranging Deals in Investments · Advising on Investment or 
Credit · Arranging Credit. Regulated by the ADGM 
Financial Services Regulatory Authority. 

BERMUDA
Lombard Odier Trust (Bermuda) Limited
3rd Floor, Victoria Place · 31 Victoria Street · Hamilton 
HM 10 · Bermuda · bermuda@lombardodier.com
Licensed to conduct Trust, Investment and Corporate Service 
Provider Business by the Bermuda Monetary Authority.

BRASIL
Lombard Odier (Brasil) Consultoria de Valores 
Mobiliários Ltda.
Avenida 9 de Julho No. 3624, Torre DGN 360, 6° 
andar 
Jardim Paulista  · CEP 01406-000 · São Paulo · Brasil  
sao.paulo.office@lombardodier.com
Supervised by the Comissão de Valores Mobiliários of Brasil.

DUBAI
Bank Lombard Odier & Co Ltd · Representative 
Office Dubai
Conrad Business Tower · 12th Floor · Sheikh Zayed 
Road · P.O. Box 212240 · Dubai · UAE ·  
dubai@lombardodier.com
Under the supervisory authority of the Central Bank of the 
UAE.

ISRAEL
Israel Representative Office ·  
Bank Lombard Odier & Co Ltd
Alrov Tower 11th floor · 46 Rothschild Blvd. · Tel Aviv 
6688312 · Israel · telaviv@lombardodier.com
Not supervised by the Bank of Israel, but by Swiss Financial 
Market Supervisory Authority which supervises the activities 
of Bank Lombard Odier & Co Ltd.

JOHANNESBURG
South Africa Representative Office ·  
Bank Lombard Odier & Co Ltd
4 Sandown Valley Crescent · Sandton · Johannesburg 
2196 · South Africa · johannesburg@lombardodier.
com
Authorised financial services provider Registration number 
48505.

MONTEVIDEO
Lombard Odier (Uruguay) SA
Luis Alberto de Herrera · Torre 2 · Oficina 2305
11300 Montevideo · Uruguay
montevideo@lombardodier.com
Supervised by Banco Central del Uruguay.

NASSAU
Lombard Odier & Cie (Bahamas) Limited
Lyford Cay House  · Western Road · P.O. Box N-4938 · 
Nassau · Bahamas · nassau@lombardodier.com
Supervised by the Central Bank of the Bahamas and the 
Securities Commission of the Bahamas.

PANAMA
Lombard Odier & Cie (Bahamas) Limited · 
Representative Office in Panama
Oceania Business Plaza Torre 2000 · Oficina 38-D · 
Blvd. Pacifica · Urb. Punta Pacifica · Corregimiento de 
San Francisco · Panamá · panama@lombardodier.
com
Supervised by the Central Bank of the Bahamas and the 
Superintendencia de Bancos de Panamá.
Lombard Odier (Panama) Inc.
Oceania Business Plaza Torre 2000 · Oficina 38-D · 
Blvd. Pacifica · Urb. Punta Pacifica · Corregimiento de 
San Francisco · Panamá · panama@lombardodier.
com
Supervised by the Superintendencia del Mercado de valores 
de Panamá. Licensed to operate as an Investment Adviser. 
Res. SMV No.528-2013.

ASIA - PACIFIC

HONG KONG
Lombard Odier (Hong Kong) Limited
1601 Three Exchange Square · 8 Connaught Place · 
Central · Hong Kong · hongkong@lombardodier.com
A licensed entity regulated and supervised by the Securities 
and Futures Commission in Hong Kong.

SINGAPORE
Lombard Odier (Singapore) Ltd.
9 Raffles Place · Republic Plaza #46-02 · Singapore 
048619 · singapore@lombardodier.com
A merchant bank regulated and supervised by the Monetary 
Authority of Singapore.

TOKYO
Lombard Odier Trust (Japan) Limited
Izumi Garden Tower 41F · 1-6-1 Roppongi, Minato-ku 
· Tokyo 106-6041 · Japan · tokyo@lombardodier.com
Regulated and supervised by the Financial Services Agency 
(FSA) in Japan. It holds a trust business license (FSA No.208) 
and is registered with Kanto Local Finance Bureau for 
Financial Instruments Business Operator (No.470).
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