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Summary
Currency volatility rises sharply fueled by the war in Ukraine

Main scenario:

• Surging energy prices: Russia’s invasion of Ukraine has disrupted
Russian oil and natural gas exports, triggering a 60% increase in
energy prices, which will reduce the growth potential in Europe.
• Central banks remain cautious as they revise down their interest
rate hike targets to absorb the impact of the war on the economy.
The ECB will likely keep interest rates negative in Europe in 2022.
Although US inflation is at 7.5%, the Fed may only raise its funds
rate by 25bps in March, keeping the rate within the [0.25%; 0.50%]
range. Meanwhile, the PBoC may ease interest rates slightly to
help China achieve its aggressive growth target of 5.5% for 2022.

• EURUSD to depreciate further towards parity until a ceasefire is
agreed by Putin. When that happens, we expect to see a strong
rebound as EURUSD short positions are cut (short covering) and
USD progressively moves from its safe-haven status back to its
secular downward trend reflecting the US’ massive trade and
budget deficit.
• USDRMB to continue its downward trajectory as the RMB
benefits from China’s massive positive trade balance and remote
position from the war.
• JPY to weaken due to Japan’s zero interest rate monetary policy
and high commodity prices.

Impact on currencies: While EUR and GBP are directly affected by the
war, USD and RMB have acted as safe-haven currencies. The US is less
impacted by the war than Europe and US investors are repatriating
assets into USD. RMB benefits from China’s strong economic growth,
massive positive trade balance, and political will to maintain it as a
strong and steady commercial and reserve currency.

Risk: A worsening of the war would affect Europe the most, while the
US could suffer an economic slowdown amid surging commodity prices.

Opportunity: Cash can be safely placed in safe-haven cash deposits
and earn 1% net annualized in USD or 3% net annualized in RMB.

Macroeconomic data (US)
GDP annual growth* (2022F)

3.8%

Effective Fed funds rate

0.08%

Govt bond 10Y

1.84%

Inflation rate (Jan, YoY)

7.5%

Govt budget (2020, % of GDP)
Balance of trade (Dec)

-14.9%
-US$80.7bn

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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RMB
USD/RMB (7 March 2022)

6.3167

Month to date

+0.0%

Year to date

-0.9%

Last 12 months

-2.4%

Purchasing Power Parity

RMB
Long-term trend
USD / RMB
Long-term trend

↗
↘

Outlook

Both USD and RMB have acted as safe-haven currencies since the
beginning of the war in Ukraine, hence a flattish USDRMB month to
date.
Following the National People's Congress, which kicked off its annual
gathering in Beijing last Saturday, the People’s Bank of China (PBoC)
may lower interest rates slightly to accommodate China’s aggressive
growth target of 5.5% for 2022. However, we believe RMB will remain
strong on the back of China’s massive positive trade balance and
political will to maintain it as a steady commercial and reserve
currency.

-

Risks
A worsening of the property sector crisis in China would weigh on the
renminbi and lift the USDRMB pair. China’s handling of the crisis
remains a key factor to monitor.

Macroeconomic data (China)
GDP annual growth* (2022F)

5.4%

Base interest rate

2.10%

Govt bond 10Y

2.84%

Inflation rate (Jan, YoY)

0.9%

Govt budget (2020, % of GDP)
Balance of trade (Jan-Feb)

-3.7%
US$116.0bn

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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EUR
EUR/USD (7 March 2022)

1.0875

Month to date

-2.7%

Year to date

-4.0%

Last 12 months

-9.1%

Purchasing Power Parity

EUR
Long-term trend

↗

Outlook

The euro has been significantly impacted by the war in Ukraine, with
EURUSD down 4.0% since the start of Russia’s invasion. The European
currency is directly affected by Ukraine’s geographical position,
Russia’s role as a key energy supplier to Europe, and the
consequences of Western sanctions on Russia.

1.33

We believe EURUSD will continue to weaken and approach parity until
a ceasefire is agreed by Putin. When that happens, we expect to see a
strong rebound as EURUSD short positions are cut (short covering)
and USD progressively moves from its safe-haven status back to its
secular downward trend reflecting the US’ massive trade and budget
deficit.
Risks

A lasting war with lingering sanctions would have a negative impact
on economic growth prospects in Europe and further weaken the euro.

Macroeconomic data (Eurozone)
GDP annual growth* (2022F)
ECB deposit facility rate

-0.50%

Govt bond 10Y (Germany)

0.07%

Inflation rate (Feb, YoY)

5.8%

Govt budget (2020, % of GDP)
Balance of trade (Dec)

4.8%

-7.2%
-€4.6bn

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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GBP
GBP/USD (7 March 2022)

1.3212

Month to date

-1.2%

Year to date

-2.1%

Last 12 months

-4.9%

Purchasing Power Parity

GBP
Long-term trend

↗

Outlook

Like the euro, the pound has suffered from the Russian invasion of
Ukraine, with GBPUSD down 2.8% since the beginning of the war.
The Bank of England (BoE) has already raised its base interest rate
twice since December to reach 0.50%. Although GBP will likely
continue to be affected by the war in Ukraine in the short term, we
believe the pound will benefit from the BoE’s tightening monetary
policy as well as the post-Covid global economic recovery in the
longer term, hence our bullish long-term view on GBPUSD.

1.62

Risks
A delayed global recovery, an aggravation of the Covid pandemic, and
continued trade frictions with the EU would all have a negative impact
on the pound.

Macroeconomic data (UK)
GDP annual growth* (2022F)

4.6%

Base interest rate

0.50%

Govt bond 10Y

1.38%

Inflation rate (Jan, YoY)

5.5%

Govt budget (FY20-21, % of GDP)
Balance of trade (Dec)

-14.9%
-£2.3bn

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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JPY
USD/JPY (7 March 2022)

114.95

Month to date

-0.5%

Year to date

-0.1%

Last 12 months

+6.5%

Purchasing Power Parity

JPY
Long-term trend

→

Outlook

The USDJPY pair has remained relatively stable since the start of the
war in Ukraine. However, we expect the Japanese yen to weaken in
the short term due to Japan’s zero interest rate monetary policy and
surging commodity prices, which will worsen the country’s trade
deficit. We believe the upward pressure on USDJPY will increase
throughout H1 2022 as the Fed starts to raise rates.

67.0

Nonetheless, we expect the Japanese yen to regain strength in the
longer term as major economies adapt to a post-Covid world and
Japan’s trade balance turns positive again.
Risks
An unexpected change in the Bank of Japan’s (BoJ) monetary policy to
a more hawkish stance would support the Japanese yen.

Macroeconomic data (Japan)
GDP annual growth* (2022F)

3.5%

Base interest rate

-0.1%

Govt bond 10Y

0.16%

Inflation rate (Jan, YoY)

0.5%

Govt budget (2020, % of GDP)

-12.6%

Balance of trade (Jan)

-¥2.2tn
* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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AUD
AUD/USD (7 March 2022)

0.7395

Month to date

+2.9%

Year to date

+2.0%

Last 12 months

-4.2%

Purchasing Power Parity

AUD
Long-term trend

↗

Outlook

The war in Ukraine has pushed up the price of commodities, including
energy, industrial metals, precious metals, and soft commodities, of
which Australia is a significant exporter. This has benefited the
Australian dollar, with AUDUSD up 2.3% since the beginning of the
war.

0.71

Despite the Fed’s intention to raise rates in H1 2022, which will likely
support the US dollar, we expect the AUD to benefit from the growing
demand for commodities as the world eventually comes out of the
Covid pandemic.
Risks
The Australian dollar would be negatively affected if new restrictions
were put in place to curb new waves of Covid infections. A further
deterioration of Australia-China relations would also exert downside
pressure on the AUDUSD pair.

Macroeconomic data (Australia)
GDP annual growth* (2022F)

5.8%

Base interest rate

0.1%

Govt bond 10Y

2.26%

Inflation rate (Q4, YoY)

3.5%

Govt budget (2020, % of GDP)
Balance of trade (Jan)

-4.3%
A$12.9bn

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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CAD
USD/CAD (7 March 2022)

1.2714

Month to date

-0.3%

Year to date

-0.2%

Last 12 months

+0.3%

Purchasing Power Parity

CAD
Long-term trend
USD / CAD
Long-term trend

1.25

↗

Outlook

↘

The USDCAD pair has been trading sideways since end-January
despite the strong rise in oil prices, from around USD 80/bbl to over
USD 110/bbl as the US dollar benefited from its safe-haven nature
amid Russia’s invasion of Ukraine.
We expect the CAD to strengthen after the war in Ukraine comes to
an end, as growing global demand drives up Canada’s commodity
exports, hence our long-term positive view on the Canadian dollar.
Risks
The loonie remains highly dependent on global energy demand and,
as such, new restrictions due to an aggravation of the Covid pandemic
would curb the appreciation of the Canadian dollar.

Macroeconomic data (Canada)
GDP annual growth* (2022F)

5.7%

Base interest rate

0.50%

Govt bond 10Y

1.73%

Inflation rate (Jan, YoY)

5.1%

Govt budget (2020, % of GDP)
Balance of trade (Dec)

-14.9%
-C$140m

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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CHF
USD/CHF (7 March 2022)

0.9202

Month to date

-0.7%

Year to date

+0.7%

Last 12 months

-1.0%

Purchasing Power Parity

CHF
Long-term trend
USD / CHF
Long-term trend

0.82

↘
↗

Outlook

The Swiss National Bank (SNB) is likely to maintain its policy rate of
-0.75% – the lowest in the world – for the years to come. Meanwhile,
we believe the US dollar will become increasingly attractive in
comparison to the Swiss franc as the Fed further tapers its bond
purchasing program before hiking rates. As a result, we expect the
CHF to weaken with respect to the USD in 2022.
Although the Swiss franc has acted as a safe haven with respect to the
euro amid the war in Ukraine, the US dollar has appeared as a
stronger safe haven, underpinned by rising US yields.
Risks
An unexpected hawkish shift in the SNB’s policy stance would support
the Swiss franc. Yet, the SNB is unlikely to move before the ECB.

Macroeconomic data (Switzerland)
GDP annual growth* (2022F)
Base interest rate

-0.75%

Govt bond 10Y

0.23%

Inflation rate (Feb, YoY)

2.2%

Govt budget (2020, % of GDP)
Balance of trade (Jan)

2.9%

-2.6%
CHF2.2bn

* UBS forecast as of 7 January 2022

Source: Trading Economics, Yahoo Finance
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Who We Are
SystematicEdge is a Financial Services firm that provides
Investment and Currency Management Solutions
SystematicEdge is a financial services provider specialized in investment
& currency management solutions. We use technology to maximize
performance and drastically compress costs, and use direct market
access to global regulated exchanges to trade financial instruments at
the best price with no counterparty risk and no valuation uncertainty.
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