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Currency convictions
Tactical view (1–6-month)

This material represents an assessment of the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future results. 
This information should not be relied upon by the reader as research or investment advice regarding any particular fund, strategy or security.  
Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.
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Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

The prospect of lower oil prices and eventual Fed easing is benign for most G10 currencies

Risk aversion was not sustained

Risk aversion was not sustained

In June, the USD appreciated modestly following Israel’s airstrikes on Iranian nuclear facilities. 
The USD’s appreciation was subdued considering the prospects of a wider regional conflict, 
suggesting that markets did not anticipate a severe disruption to regional oil supply dynamics. 
The VIX index was remarkably subdued and following the announcement of the ceasefire 
between Israel and Iran, the USD weakened, pushing the EUR/USD back above levels of 1.17. 
The conflict illustrates that the USD’s anti-cyclical properties remain intact – albeit to a lesser 
extent than in the past.

USD short-term outlook is contingent on US labour market

The US Federal Reseve kept its rates unchanged at 4.50% at its June meeting, and Fed 
Governor Powell maintained the Fed’s cautious stance. The Fed raised its 2025 inflation forecast 
towards 3% and it reduced its growth forecast towards 1.4%, showing that ‘stagflation-lite’ 
concerns are warranted. Such an environment is conducive to ongoing USD weakness, as it will 
reduce the USD’s real rate profile. 

We note that the Fed’s super core inflation measure momentum has started to wane, and on 
an annualised basis it is consistent with levels of below 2%. This is likely to give the Fed more 
confidence that it can look through the forthcoming rise in headline inflation and cut rates if the 
labour market weakens. We suspect that this will set the scene for the next leg in the short USD 
trade. It is all about labour market dynamics in the short term.

TOTAL RETURN VS. USD, 2–26 JUNE, %

Sources: Bloomberg Professional L.P., UBP
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The world remains heavily overweight USD-denominated assets, giving scope for continued 
hedging

Keep an eye on the bigger picture

The bigger picture 

Recent events in the Middle East have shifted the markets’ attention away from the 
underlying asset allocation changes which we wrote about in April and May. The 
latest US TIC data show that European investors’ sales of US equities continued 
in April, albeit at a slower pace than earlier in the year. A reduction in asset sales is 
not itself a challenge to our bearish USD view; it simply means that investors have 
an increasing need for ongoing hedging strategies. We note that institutional FX 
hedging ratios are at historical lows for European and most global investors. This 
means that any further weakening in the USD over the coming months is likely to 
put pressure on further hedging activities, thus serving to weaken the USD even 
further. 

We highlight the fact that institutional investors tend to make asset allocation shifts 
on a gradual rather than a sudden basis, and this means that the rebalancing 
process which started in May and April likely has a lot more room to run. We 
suspect that this trend will likely take several months until it is complete, meaning 
that the USD’s weakening momentum will be self-evident over the summer months.

Who wins when the USD loses?

It is important to distinguish between traditional winners and losers during USD 
regime shifts. The cyclical component of slowing global growth would normally 
tend to weigh on high-beta currencies; this has been more evident in G10 rather 
than in emerging markets (EM) currencies since the beginning of the year. In an 

environment of slowing global growth, and given tariff disruptions, we would expect 
safe-haven currencies to outperform. While the CHF and gold have outperformed, 
the JPY’s performance has been disappointing. We think that the prospect of 
falling oil prices will give a tailwind to G10 high-beta FX – particularly the likes of the 
EUR, SEK, AUD and NZD in July and August.

Oil is not going higher

It was interesting to see that oil prices did not trade at levels of much above USD 
80/bbl, during the recent conflict between Israel and Iran. The ceasefire resulted 
in a significant decline, with Brent crude trading back towards levels of USD 67/
bbl. Oil is now down around 20% since the beginning of the year, and we believe 
that it will continue to trade at the lower end of recent ranges. Non-Organization of 
the Petroleum Exporting Countries (OPEC) supply growth is augmented by OPEC’s 
decision to reverse production cuts, meaning that daily inventories will remain 
well above 1 million bpd for the remainder of the year. This is a highly stimulative 
environment for  consumers, and it poses appreciation risks for oil importers, such 
as the EUR, AUD, SEK and GBP (although to a lesser extent). 

The EUR has increasing appreciation risks given huge quantities of German debt 
issuance (approximately 3% of GDP) in the second half of the year, and we note 
that defence and infrastructure spending will be front-loaded. The EUR will benefit 
from this fiscal stimulus. We think that this will give the EUR an added tailwind, 
and the prospect of a more rapid rise to levels of around 1.20 should be taken 
seriously.

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.
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USD: All about the US labour market
Weakening data will change the markets’ stance on the Fed

The month in review

In June, the USD index weakened by around 1%, taking it to its lowest level in around three 
years. The Fed maintained rates at 4.50%, as widely anticipated. It raised its core inflation 
forecast to 3.1% for 2025, and it reduced its GDP growth expectation to 1.4%. US labour 
market data were generally constructive, although the pace of headline job creation (non-farm 
professional, NFP) declined modestly. Purchasing managers’ index (PMI) data illustrated an 
increase in prices paid, and a deterioration in the new orders component, suggesting that 
tariffs are having some impact upon business activity.

US President Donald Trump urged the Fed to cut rates by a full 2%, signalling severe 
displeasure with the Fed’s Powell.

The month ahead

Coming into July, we anticipate ongoing USD weakening. The wider themes of asset 
allocation decisions and hedging USD-denominated exposures are likely to place modest 
depreciation pressures on the greenback. The key data point for the USD will be the release 
of June NFP data (to be published on 3 July). If the data show any signs of weakness, the 
USD will weaken further as markets potentially price in an earlier-than-expected rate cut. 
We note that overnight index swaps (OIS) are currently pricing in the next 25-bp cut by 
September.

The only caveat to our generally bearish view on the USD is that short positioning is 
particularly pronounced among the CTA community which suggests that USD appreciation 
may manifest itself if we see a sudden short covering move (irrespective of the causality).

DXY IS BREAKING BELOW KEY LEVELS

MARKETS ARE SHORT USD
AGGREGATE NET USD IMM POSITION, USD BLN

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., ICE, CFTC, UBP
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EUR: Upward momentum
EUR to continue its recent upward move

The month in review

In June, the EUR/USD initially traded lower to levels of around 1.1450, following the outbreak 
of war between Israel and Iran. The decline reflected the twin effects of higher energy prices 
(oil) and a stronger USD. Once the ceasefire was announced, both effects were reversed, and 
the EUR/USD rose to levels of above 1.17.

European data were mixed. Headline inflation data printed at 1.9% y/y, and the core measure 
printed at 2.3% y/y. Composite PMI data printed at 50.2, signalling that activity experienced 
a tiny expansion during the month. The German IFO Index printed above expectations, and 
Germany announced a huge debt issuance plan (3% of GDP) which it will use to finance 
infrastructure and defence spending.

The month ahead

Coming into July, we think that there are continued upside risks for the EUR/USD. Ongoing 
hedging requirements and any nascent weakness in the US labour market will weigh on the 
USD, which can easily push the EUR/USD towards higher levels. We note that long EUR 
positioning has increased in recent weeks, though it remains well below levels which prevailed 
in 2023. 

There are few significant event risks for the EUR. The European Central Bank’s (ECB) 24 July 
meeting is likely to be a non-event, with rates highly likely to remain on hold. Consumer price 
index (CPI) data are unlikely to differ too much from recent prints, meaning that there are few 
reasons to envisage any significant weakening in the EUR. Lower energy prices will be highly 
beneficial for the EUR, and, overall, we can expect further upsides.

EUR/USD CONTINUES TO RISE

LONG EUR POSITIONS ARE NOT STRETCHED

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way. Sources: Bloomberg Professional L.P., CFTC, UBP
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JPY: Losing appreciation catalysts
Improving risk sentiment to prevent short-term appreciation pressures

The month in review

In June, the USD/JPY traded higher from levels of around 142 to highs of around 148. The 
upward move reflected the Bank of Japan’s (BoJ) June meeting, at which it kept rates on hold 
at 0.50% and it signalled that it was in no rush to raise rates further. Overnight index swaps 
(OIS) moved to price in only 13 bps in rate hikes over the remainder of the year. BoJ Governor 
Ueda expressed some concerns about underlying inflation dynamics, which weighed on JPY.

The BoJ signalled that it will continue to taper its quantitative and qualitative easing (QQE) 
programme, although at a very slow and gradual pace, such that even by 2027 it will still 
continue with asset purchases. 

The month ahead

Coming into July, we believe that downside risks for the USD/JPY are likely to be limited. 
The BoJ’s apparent reluctance to raise rates means that investors will likely move to reduce 
long JPY positioning, which may weigh on JPY, or at least prevent short-term appreciation 
pressures. 

The ceasefire in the Middle East and the subsequent stabilisation of oil prices are highly 
constructive for wider risk sentiment, and this is likely to weigh on JPY against the likes of 
the AUD, NZD and EUR. The main event risk for the JPY will be the publication of Japanese 
inflation data on 18 July. Any print to the downside of expectations is likely to weigh on the 
JPY. Overall, the USD/JPY should trade at levels of between 144–147.

USD/JPY DID NOT DO A LOT IN JUNE

2-YEAR OIS PRICE IN BARELY 13 BPS IN HIKES, %

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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CNY: Trading at lower end of recent range
Contraction in two-year yield spreads favoured CNY

The month in review

In June, the USD/CNY traded lower to levels of around 7.17, which was only marginally down 
on the range which prevailed during May. Chinese activity data were mixed, with retail sales 
surprising on the upside. PMI data printed in contractionary territory – just below 50 – which 
is unsurprising considering tariff effects. 

Headline CPI data printed at -0.1% y/y, illustrating still subdued price pressures in the 
economy. Markets continued to expect further People’s Bank of China (PBoC) easing 
measures, including RRR reductions and another 15 bps in policy easing across the main 
policy bands.

The month ahead

Coming into July, we believe that the USD/CNY will continue to trade at the lower end of its 
recent ranges. Two-year yield spreads have contracted further, giving continued downside 
risks to levels of 7.15. We suspect that any material downside will reflect the USD leg of 
the pair. PBoC is unlikely to want ongoing CNY appreciation, given low domestic inflation 
dynamics.

The main focus will be on continued easing measures, including RRR cuts to encourage 
further bank lending to the domestic economy, and further potential PBoC easing measures.

SPREADS CONTRACTED AGAIN IN JUNE

PBOC SET THE FIXING LOWER AGAIN IN JUNE

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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GBP/USD: August rate cut
Markets will increasingly price in an August rate

The month in review

In June, the GBP/USD traded in a range between levels of 1.34–1.36. The GBP initially 
weakened following the US attack on Iran; however, this was not sustained, and the GBP/
USD subsequently rose to levels of above 1.37 as the USD weakened. UK data were mixed. 
The unemployment rate rose to 4.6% and the number of payrolled employees fell by 89,000 
– another consecutive decline. UK inflation data printed at 3.4% y/y (headline) and 4.7% y/y 
(services). The release of the unemployment data resulted in markets moving to price in an 
August the Bank of England (BoE) rate cut with an 80% probability. The BoE voted 6:3 to 
keep rates on hold at 4.25%.

The month ahead

Coming into July, we anticipate that the GBP/USD will edge higher, although this will reflect 
ongoing USD weakness, rather than idiosyncratic GBP appreciation. The EUR/GBP is likely 
to trade at levels of 0.85, and it will struggle to trade at lower levels given poor UK data and a 
generally strong EUR exchange rate.

Markets will increasingly focus on UK labour market and retail sales data. The decline in 
energy prices is clearly welcome; however, it is unlikely to have much effect on headline 
inflation. The BoE is banking on a substantial decline in average wage growth from Q3 
onwards, and any signs of this will weigh on the GBP, especially against the EUR. 

The bottom line is that the GBP/USD’s rise has little to do with the GBP, and almost 
everything to do with a weaker USD.

12-MONTH RANGE           1.34 –1.44

GBP/USD TRADED ABOVE SPREAD INDICATIONS

GBP LONGS REMAIN NEGLIGIBLE

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., CFTC, UBP
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USD/CHF: Ongoing appreciation risks
The bar to FX interventions remains high

The month in review

In June, the USD/CHF traded lower from levels of around 0.82 to lows of just below 0.80; 
the decline reflected USD weakness. The Swiss National Bank (SNB) cut its deposit rate 
to 0.00% at its June meeting, in line with expectations. The SNB’s new conditional inflation 
forecasts illustrate that it does not expect outright deflation conditions to persist, meaning 
that there is no immediate threat of negative deposit rates. Two-year Swiss average rate 
overnight (SARON) swaps show an expectation that the SNB will indeed move towards a 
negative deposit rate profile. 

The SNB kept the door open to further measures (FX interventions/negative deposit rates), if 
this is deemed necessary.

The month ahead

Coming into July, we anticipate that USD/CHF risks remain firmly skewed to the downside, 
reflecting USD weakness. We note that Swiss institutional FX hedging ratios are close to 
historically low levels, giving further space for hedging of USD exposures. The SNB is unlikely 
to intervene forcefully in the short term, because EUR/CHF exchange rates are generally quite 
stable at levels of just below 0.94.

The main event risk will be the publication of June CPI (3 July). If the data print below 
expectations, markets will move to price in negative rates more deeply. We expect that 
inflation will rise in the coming months, due to base effects. The longer-term direction of travel 
is to the downside, and investors should position themselves accordingly.

12-MONTH RANGE           0.77 –0.82

USD/CHF TRADED BELOW 0.80

2-YEAR SARON PRICE IN NEGATIVE RATES

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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AUD/USD: July rate cut
Back-to-back easing is on the cards

The month in review

In June, the AUD/USD traded higher to levels of around 0.6550, having traded as low as 
0.6370 following the US attack on Iran. The Reserve Bank of Australia’s (RBA) messaging 
was generally on the dovish side, and it was revealed that the Monetary Policy Committee 
(MPC) had considered a 50-bp rate cut in May. The MPC now believes that inflation is likely 
to be less persistent in the coming months, and that means that it can pivot towards further 
rate cuts. Markets moved to price in a July rate cut with an 80% probability. Terminal rate 
expectations were not dramatically different, with markets expecting a final rate of around 
2.85%, implying 100 bps in cuts from current levels.

The month ahead

Coming into July, we think that there are upside risks for AUD/USD, reflecting USD weakness 
and increasing confidence that global trade risks are declining (Trump’s TACO trade etc.). The 
RBA rate cut will not be a game changer for the AUD, because it has already been priced in 
and the terminal rate expectation is largely unchanged. This means that rate spreads will not 
work against the AUD. The external trade outlook remains challenging, though we highlight 
that metal prices have risen somewhat in recent weeks and this is constructive for Australian 
terms of trade. 

We note that Australian superannuation funds illustrate low levels of FX hedges on their 
USD exposures, and even modest changes to these hedges entail several billion dollars of 
AUD purchases/USD sales, which can easily push the AUD/USD higher. We maintain our 
expectation of a move towards 0.70 in the coming months.

12-MONTH RANGE           0.66 –0.72

AUD/USD TRADED HIGHER IN JUNE

2-YEAR SWAPS CONTINUED TO FALL

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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USD/CAD: Caught in the crossfire
Canadian growth worries are offset by a weaker USD

The month in review

In June, the USD/CAD traded in a tight range between levels of just under 1.36 and highs of 
around 1.38. Canadian data were generally mixed. Canadian building permit data (always a 
solid leading indicator) declined by 6.6% m/m, signalling a severe slowdown. PMI data were 
also weak, signalling a contraction in activity. Inflation data printed in line with expectations 
at 3.0% y/y (median). The Bank of Canada (BoC) maintained its base rate at 2.75%. BoC’s 
stance can be described as cautious, with the MPC being cognisant of the trade-off between 
poor domestic growth outcomes and still elevated inflation. Markets moved to price in an 
expectation of one more 25-bp rate cut by October. 

The month ahead

Coming into July, we anticipate that the USD/CAD will remain within its recent trading ranges, 
with risks skewed to the downside. Poor Canadian data outcomes are a given, and we can 
expect that tariff impacts will become increasingly clear in contemporaneous data; we note 
that Canada’s trade deficit widened materially in recent months, and this was due to tariffs.

Wider USD weakness means that we cannot expect significant upside in USD/CAD in the 
short term; ongoing hedging from Canadian institutional investors is likely to continue, and 
this will likely cap the extent of any severe upside USD/CAD move. The bottom line is that we 
think the USD/CAD will continue to trade within a tight range in the near term.

INVESTORS ARE SLOWLY CLOSING CAD SHORTS

PMIS REMAIN IN CONTRACTION TERRITORY

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., CFTC, S&P, UBP
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EUR/NOK: External sentiment set to improve
NOK too weak considering spreads and external situation

The month in review

In June, the EUR/NOK traded higher from lows of around 11.40 to highs of just above 
11.80. The up move reflected the large decline in the oil price, which followed the Israel–Iran 
ceasefire. Norges Bank cut its base rate by 25 bps – sooner than markets had anticipated. 
Consensus expectations moved to price in further rate cuts this year, with estimates ranging 
between 3.75–4.00% by year-end. Norwegian CPI printed largely in line with expectations, 
and we note that the month-on-month measure came in below expectations at 0.2% m/m, 
signalling that contemporaneous inflation pressures have waned, giving Norges Bank scope 
to continue cutting rates.

The month ahead

Coming into July, we think that the EUR/NOK is likely to trade around current levels, with 
downside risks. Oil price declines have already been priced in, and the delta from current 
levels is unlikely to have a material impact on NOK exchange rates. Norges Bank will proceed 
with another rate cut in September, which will still leave the NOK with a significant nominal 
rate advantage over and above the other majors. External event risks have largely subsided 
(Middle East) and this implies that most of the bad news has been priced in. We think that 
the NOK’s higher levels of nominal carry and changes to capital flow dynamics will serve to 
strengthen the NOK over time.

The main event risk will be the publication of June CPI data on 10 July. A lower-than-
expected print will give the green light for another rate cut in Q3.

12-MONTH RANGE           10.80 –11.40

EUR/NOK TRADED TOWARDS 11.80 IN JUNE

EUR/NOK TRADES WELL ABOVE SPREADS

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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EUR/SEK: One more rate cut?
Riksbank is likely to proceed with one more 25-bp rate cut

The month in review

In June, the EUR/SEK rose to highs of just under 11.20, following the Riksbank’s 25-bp 
deposit rate cut. The rate cut was surprising, and the MPC noted that one further rate cut 
was feasible, which would take the base rate to 1.75%, i.e. below the ECB’s. The MPC noted 
that inflation risks are balanced, though we suspect that lower energy prices are likely to 
increase downside risks to Riksbank’s forecasts. The market moved to price in one further 
25-bp rate cut, which would take the deposit rate to 1.75% by year-end. 

The month ahead

Coming into July, we think that EUR/SEK risks are largely skewed to the downside. The 
improvement in risk sentiment and Germany’s fiscal outlays (3% of GDP) are likely to be 
highly stimulative for high-beta G10 currencies like the SEK. The SEK has illustrated a high 
correlation to US rate spreads in recent months, and recent moves imply that the SEK can 
easily continue to appreciate in the coming weeks.

We do not believe that another Riksbank rate cut will weigh on the SEK to any significant 
extent, because the terminal rate expectation is only 25 bps below the previously prevailing 
level, i.e. it is not a game changer. The most important data release will be the publication 
of June CPI data on 7 July, which will inform the Riksbank’s late-August MPC meeting. We 
suspect that a rate cut then is entirely feasible.

12-MONTH RANGE           11.00 –11.50

EUR/SEK BOUNCED IN JUNE

2-YEAR SWAPS PRICE IN TERMINAL RATE OF 1.75%

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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PLN: Stuck in the range
EUR/PLN set to remain in a tight range in July

The month in review

In June, the EUR/PLN traded in a tight range between levels of 4.25–4.30. Implied volatilities 
were subdued, illustrating a general lack of movement and a low expectation of any 
impending moves. Narodowy Bank Polski (NBP) maintained its key rate at 5.25%, as was 
widely expected. The NBP has adopted more dovish language lately, and markets have 
moved to price in further rate cuts. Headline CPI fell to levels of 4% y/y – well below current 
rates – which gives ample scope for further rate cuts. Core inflation printed in line with 
expectations at 3.30% y/y.

The month ahead

Coming into July, we think that the EUR/PLN will continue to trade around current levels of 
4.25, albeit with downside risks. The NBP may opt to cut rates at its early July meeting and 
indicate that more will come. Swaps have already priced this in, so it should not be a game 
changer. The PLN stands to benefit from the pick-up in the German manufacturing sector 
– German fiscal stimulus measures will be constructive for PLN, from both an activity and 
balance of payments perspective.

There is some scope for PLN underperformance against the likes of the HUF and CZK, 
although this simply reflects their respective easing cycles being more advanced than the 
PLN’s.

12-MONTH RANGE           4.20 –4.40

EUR/PLN TRADED TOWARDS 4.30

A FURTHER 100 BPS IN RATE CUTS ARE EXPECTED

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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TRY: Easy does it
TRY’s carry remains highly appealing

The month in review

In June, the USD/TRY edged higher to levels of around 39.90. The rise was consistent 
with previous price action, where the TRY’s extremely high level of nominal and real carry 
offsets still elevated inflation prints. Headline CPI remains too high for comfort at 35.37% y/y,  
meaning that Central Bank of the Republic of Türkiye (CBRT) will keep rates on hold at 46%. 
12-month inflation expectations printed at just below 25%, showing that business sentiment 
expects a moderation in inflation going forward. The trade balance improved substantially, 
from USD 12.1 billion to USD 6.5 billion, and households and corporates are estimated to 
have sold around USD 20 billion in June and May, reverting back to TRY deposits following 
the political events in March.

The month ahead

Coming into June, we expect more of the same for the USD/TRY, which could move higher 
to levels of above 40.00. The weaker USD is unlikely to have a dramatically positive impact 
on the TRY. The CBRT will keep rates on hold at 46.00%. The beginning of the summer is 
normally highly positive from a balance of payments perspective, and we anticipate that the 
CBRT’s FX reserves have likely bottomed and will rise over the coming months as they benefit 
from tourism-related inflows.

We note that inflation expectations remain too high for comfort, and this means that the 
CBRT is likely to keep rates on hold for an extended period. Lower oil prices should help the 
trade and current account deficits, although this is only a marginal improvement in our view. 
Overall, the TRY’s carry will offset any losses on the spot market.

12-MONTH RANGE           40.00 –46.00

USD/TRY EDGES HIGHER AGAIN

CBRT FX RESERVES WILL RISE FROM HERE

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., IMF, CBRT, UBP
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MXN: Banxico cuts rates again
The market is now pricing in a terminal rate of 7.50%

The month in review

In June, the USD/MXN fell to levels of around 18.85, reflecting broad USD weakness and 
improving risk sentiment. Economic data showed that Mexican exports started to show the 
impact of US tariff policy, where auto exports fell by around 5% m/m in April, though this likely 
also reflects some frontloading in March ahead of the 2 April tariff announcements. Headline 
inflation printed at 4.42% y/y, showing that real inflation-adjusted interest rates are in the 
region of 3.3%, which is still supportive for the MXN.

The month ahead

Coming into July, we think that the USD/MXN will trade around current levels of around 18.90. 
The MXN’s nominal and real rate profiles should be supportive; however, we note that the 
external backdrop remains challenging, and this is likely to push Banxico towards further rate 
cuts over the coming months. This means that a decline towards levels of at least 7.50% is 
eminently feasible. This will reduce the MXN’s nominal and real rate advantage, which should 
be in line with historical averages.

The main event risk will be the publication of inflation data on 7 July, and we expect a modest 
decline over the coming months following several months of inflation prints above 4%. US 
trade agreements should prove to be stimulative for wider risk sentiment.

12-MONTH RANGE           19.25 –20.50

USD/MXN BROKE BELOW 19.00 IN JUNE

REAL RATES ARE GRADUALLY FALLING

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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BRL: Intervention!
BRL weakened following BCB’s FX intervention

The month in review

In June, the USD/BRL fell to lows of just under 5.50, which followed Banco Central do Brasil’s  
(BCB) 25-bp rate hike, which brought the Selic rate to an astonishing 15%. The rise to 15% 
had been expected, and we believe that it will not be raised further. Headline inflation printed 
at 5.62% giving a solid real rate profile of just under 10%.

The BCB intervened in the spot and swap markets to reduce its swap positions which it 
accrued when it intervened late last year to stabilise BRL exchange rates. We do not believe 
that the BCB is trying to influence the exchange rate actively, rather it was more of a balance 
sheet risk-management exercise. 

The month ahead

Coming into July, we think that the USD/BRL is likely to trade at levels of around 5.50, 
with risks skewed to the downside. The BRL’s high carry and the limited emerging market 
(EM) investment universe mean that EM investors will maintain BRL longs. USD weakness 
is also likely to spur further EM appreciation, and we note that EM segment has actually 
underperformed given the USD’s slide in recent weeks.

From a data release perspective, the two main events will be the publication of inflation data 
on the 25 July, and the BCB’s rate-setting meeting on the 30 July. We do not anticipate 
another rate hike and consider that the BCB is likely to keep rates on hold at current levels for 
the coming quarters. 

12-MONTH RANGE           5.50 –5.20

BRL ILLUSTRATES INCREDIBLY HIGH REAL RATES

USD/BRL FELL TO LEVELS BELOW 5.50 IN JUNE

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

Sources: Bloomberg Professional L.P., UBP
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Our G10 and EM FX forecasts
Forecast story: USD weakness to manifest itself on an ongoing basis

Past performance is not a guide to current or future results. Any forecast, projection or target, where provided, is indicative only and is not guaranteed in any way.

USD to weaken in Q3 and Q4

Ongoing institutional hedging requirements are likely to weigh on the USD over the coming months, as investors reduce their outright exposures to USD-denominated 
assets. This process is in its infancy, and it will likely progress over the coming months and quarters.

EUR/USD GBP/USD EUR/GBP USD/JPY USD/CHF EUR/CHF USD/CNY AUD/USD NZD/USD USD/CAD EUR/SEK EUR/NOK

Sept-25 1.14 1.36 0.84 140 0.82 0.94 7.30 0.66 0.60 1.38 11.50 11.40

Dec-25 1.16 1.38 0.84 138 0.81 0.94 7.35 0.70 0.62 1.36 11.40 11.20

Mars-26 1.18 1.42 0.83 135 0.79 0.93 7.35 0.70 0.64 1.34 11.20 11.00

Jun-26 1.20 1.44 0.83 135 0.77 0.93 7.35 0.72 0.66 1.34 11.00 10.80

USD/TRY USD/ZAR USD/RUB USD/ILS USD/MXN USD/BRL USD/INR USD/KRW USD/TWD USD/HKD USD/SGD

Sept-25 40.00 17.80 85 3.50 20.00 5.50 87.50 1 350 30.00 7.85 1.28

Dec-25 42.00 17.60 85 3.50 19.75 5.40 88.00 1 325 29.00 7.85 1.26

Mars-26 44.00 17.60 85 3.50 19.50 5.30 89.00 1 325 28.50 7.85 1.26

Jun-26 46.00 17.40 85 3.40 19.25 5.30 90.00 1 300 28.00 7.85 1.24

Sources: Bloomberg Professional L.P., UBP
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Disclaimer

This document is a marketing communication containing GENERAL INFORMATION on financial services reflecting the sole opinion 
of Union Bancaire Privée, UBP SA and/or any entity of the UBP Group (hereinafter “UBP”) as of the date of issue. It is not and 
does not purport to be considered as an offer nor a solicitation to enter into any transaction with UBP, buy, subscribe to, or sell any 
currency, product, or financial instrument, make any investment, or participate in any particular trading strategy in any jurisdiction 
where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer 
or solicitation. This document is meant only to provide a broad overview for discussion purposes, in order to determine clients’ 
interest. It does not replace a prospectus, KID, KIID or any other legal document relating to any specific financial instrument, which 
may be obtained upon request free of charge from UBP or from the registered office of the issuer of the instrument concerned, 
where applicable. The opinions herein do not take into account individual clients’ circumstances, objectives, or needs. 

UBP performs analysis on the financial instruments based on market offer and may maintain and/or seek to develop business 
affiliations with third parties for that purpose; furthermore, UBP may create its own financial instruments. This generic information 
is therefore not independent from the proprietary interests of UBP or connected parties, which may conflict with the client’s 
interests. UBP has policies governing cases of conflicts of interest and takes appropriate organisational measures to prevent 
potential conflicts of interest. 

The information contained in this document is the result neither of financial analysis within the meaning of the Swiss Banking 
Association’s “Directives on the Independence of Financial Research” nor of independent investment research as per the EU’s 
regulation on MiFID provisions. EU regulation does not govern relationships entered into with UBP entities located outside the EU. 

When providing investment advice or portfolio management services, UBP considers and assesses all relevant financial risks, 
including sustainability risks. Sustainability risks are defined by the EU’s Sustainable Finance Disclosure Regulation (2019/2088) 
as “an environmental, social or governance event or condition that, if it occurs, could cause a negative material impact on the 
value of the investment”. For further information on our sustainability risk management approach please visit [www.ubp.com]. 

Reasonable efforts have been made to ensure that the content of this document is based on objective information and data 
obtained from reliable sources. However, UBP cannot guarantee that the information contained herein and gathered by the Bank 
in good faith is accurate and complete, nor does it accept any liability for any loss or damage resulting from its use. Circumstances 
may change and affect the data collected and the opinions expressed at the time of publication. Therefore, information contained 
herein is subject to change at any time without prior notice. UBP makes no representations, provides no warranty and gives no 
undertaking, express or implied, regarding any of the information, projections or opinions contained herein nor does it accept any 
liability whatsoever for any errors, omissions or misstatements in the document. UBP does not undertake to update this document 
or to correct any inaccuracies which may have become apparent after its publication. 

This document may refer to past performance which is not a guide to current or future results. All statements in this document, 
other than statements of past performance and historical fact, are “forward-looking statements”. Forward-looking statements do 
not guarantee future performances. 

The tax treatment of any investment depends on the client’s individual circumstances and may be subject to change in the future. 
This document does not contain any tax advice issued by UBP and does not reflect the client’s individual circumstances. 

This document is confidential and is intended to be used only by the person to whom it was delivered. This document may not be 
reproduced, either in whole or in part. UBP specifically prohibits the redistribution of this document, in whole or in part, without its 
written permission and accepts no liability whatsoever for the actions of third parties in this respect. This document is not intended 
for distribution in the US and/or to US Persons or in jurisdictions where its distribution by UBP would be restricted.

Switzerland: UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA). 

UK: UBP is authorised in the United Kingdom by the Prudential Regulation Authority, and is subject to regulation by the Financial 
Conduct Authority (FCA) and limited regulation by the Prudential Regulation Authority. 

Dubai: This marketing material has been communicated by Union Bancaire Privée (Middle East) Limited, a company regulated 
by the Dubai Financial Services Authority (“DFSA”). It is intended for professional clients and/or market counterparties only and 
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Hong Kong: UBP is a licensed bank regulated by the Hong Kong Monetary Authority (HKMA) and a registered institution regulated 
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